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Scotiabank is a believer in the Succession Planning Toolkit because
we recognize the growing need of small business owners to consider
succession planning for their business. Planning early for change can
help to ensure the ongoing success and operation of a small business.
Scotiabank wants to be the bank of choice for small business owners.
A large part of our success relies on the accomplishment of our small
business customers, and we want to do everything we can to help them.
This guide is adapted from the Succession Planning Toolkit for Business Owners, published by CICA in
collaboration with Fasken Martineau and PricewaterhouseCoopers. The toolkit is available at:
www.knotia.ca/store/businessowner.

The Canadian Institute of Chartered Accountants
The CICA, together with the CA institutes/ordre, represents approximately
71,000 CAs and 9,500 students in Canada and Bermuda. The CICA
conducts research into current business issues and supports the setting
of accounting, auditing and assurance standards for business, not-forprofit organizations and government. It issues guidance on control and
governance, publishes professional literature, develops continuing education
programs and represents the CA profession nationally and internationally.
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At PwC, over 65% of all our Canadian clients are private companies. We
are committed to the needs of the thousands of Canadian businesses that
are facing succession issues. In recognition of this need, we established
the PwC Centre for Entrepreneurs and Family Business in 1998. The
Centre helps business owners clarify their goals, develop a clear road map
for success and implement solutions to meet their objectives for both
today and for years to come. Our facilitators work with entrepreneurs and
families in business to address succession and estate planning issues
as well as other family, business and ownership issues. Our approach
is founded on fostering harmony, opening lines of communication and
building trust – the key elements to connecting family and business.

Fasken Martineau
Fasken Martineau, which ranks among the four largest law firms in Canada
(LEXPERT’s 2006 Guide to the Leading 500 Lawyers in Canada), is a leading
Canadian business law and litigation firm. With acknowledged expertise
in business succession planning and wealth management, our firm’s
broad-based practice is focused on understanding the circumstances and
desires of a property owner as they relate to the tenure and transfer of his
or her property, and proposing plans of organization which will maximize
the ability to achieve the wishes of our clients in a tax-effective manner.
Fasken Martineau has offices in Vancouver, Calgary, Toronto, Montréal
and Québec City, as well as in New York, London, and Johannesburg.

Conclusion
At its best, your business has provided a
fulfilling dimension to your life. Your hard
work and dedication have created a personal
legacy. Planning to achieve the financial
outcomes that are important to you will ensure
your legacy secures your future and the future
of those who depend on you. Further, like most
entrepreneurs, you care about your community
and your employees. By doing a proper
succession plan, you have maximized the
chances of survival and prosperity of your
business, your community and that of
Canada as a whole.
Now it’s time for your story – wherever you
are in the process. We hope this book and
the accompanying tables have encouraged
you to launch your own succession planning
journey. There’s no time like the present!
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Letter from the
President of CFIB
Dear Members:
It is well known that Canada, among other developed countries, faces challenging times as
our population ages and the “baby boomers” prepare for retirement. Governments tend to
focus their attention on how an aging population will affect social policies such as health care,
pensions or education. However, demographic trends will have many more important impacts
that we ignore at our peril. A focus of our work at the Canadian Federation of Independent
Business (CFIB) over the last few years has been the challenge of succession planning with so
many small- and medium-sized enterprise (SME) owners planning to retire in the next 10 to 20
years. This phenomenon does not just have implications for the thousands of business owners
planning this change, but for the Canadian economy as a whole.
SMEs are the heart of Canada’s economy and society. They are catalysts of innovative
products and services, engines of employment growth and are at the centre of Canadian
communities. CFIB research has shown that in the next couple of decades, as many as two
million jobs are at risk if the succession process in Canadian SMEs is not handled properly. In
the absence of appropriate planning, business owners could be forced to sell at a discount,
hand off their businesses to inappropriate successors or close the business entirely. These
risks, however, can be turned into opportunities for business owners, their employees and the
economy as a whole, if the right planning takes place.
Although this research was helpful, research alone is not enough. Tools needed to be
developed to assist business owners to successfully accomplish this transition process.
That is what this guide is all about. Although succession plans will be different for different
businesses, there are many steps that are common to any succession plan. Those common
steps are outlined in this guide. Also included are different possible scenarios for succession,
and under what circumstances the business owner may want to consider them.
The overriding theme is to begin the process as soon as possible, if you have not already.
If done properly, succession planning is not a one-time exercise, but should be an ongoing
process that is regularly updated and amended as circumstances change.
Finally, never forget that CFIB is here to help you. Do not hesitate to contact us if you require
further information. Good luck!
Yours truly,

Catherine Swift
President and CEO
CFIB
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Foreword: Turning risks into opportunities
As you start to plan for the succession of your business, it is important to know that you share many
of the same hurdles and challenges facing other Canadian business owners. Two years ago, the
Canadian Federation of Independent Business (CFIB) recognized that there was a significant trend
underway with the “bulge” of aging baby boomers who are thinking about retirement and pondering
who will take over their business. The results of CFIB surveys on the issue revealed the challenges
and prompted the interest of a number of stakeholders. CFIB has gone a step further in helping
business owners conduct proper succession planning by leading the development of this guide.
Demographically, Canada’s population is
aging. Over the coming years, the size of
future generations of workers and taxpayers
will diminish. But while the emergence of an
aging population in Canada and its impact on
social policy development such as health care
or education have been a focal point of public
policy research, one key aspect has been
overlooked – the effects of an aging smalland medium-sized enterprise (SME) sector.
Focus on SMEs is essential in assessing
the effects of succession planning. Proper
business succession planning is not only
important to the business owner, it is also
critical to Canada’s future economic success.
Seventy-five per cent of all businesses in
Canada employ fewer than five employees
and almost 60 per cent of employed
Canadians work for a small or medium-sized
business. In addition, the SME sector
contributes approximately 45 per cent of
Canada’s economic output and is the catalyst
for innovative products and services.
To assess the risks and opportunities for
Canada’s economy, CFIB carried out an
extensive survey on business succession that
was completed by 4,311 CFIB members in
2004. Another shorter survey was conducted
in 2006, receiving 9,347 responses, to update
certain aspects of SME succession planning.



The survey-based research focused
on several key issues including:
• When do owners expect to
exit their business?
• How are they preparing for
succession – if at all?
• What barriers do they face in
implementing their succession plans?

“

The SME sector
contributes
approximately
45 per cent of
Canada’s
economic
output.

”
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The major findings

Succession planning

The following discusses the major
findings of the surveys, including:
• Business exit timeline
• Succession planning
• Succession plan development
• What is being planned?
• Succession barriers
• Meeting the challenge

30Only
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10 per cent of SME owners have a
formal plan to sell, transfer or wind down
their business in the future, while 38 per
25cent of owners have an informal, unwritten
plan (see Figure 2). More than half (52 per
cent) of SMEs do not have a succession
20plan. The earlier that an owner expects to
exit the business, the more likely it is that
the owner will have a succession plan.

32
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Business exit timeline
According to the 2006 CFIB survey, 34 per
cent of SME owners intend to exit ownership
or transfer control of their businesses
within five years, with this figure jumping
to 66 per cent when extended to the next
10 years (see Figure 1). Retirement is the
number one reason for business owners
planning to exit their business. However,
one in ten respondents indicated that they
plan to move to another venture. Though
small, this fact is particularly important
as it represents the natural churning
of businesses whereby resources are
shifted to more productive purposes.
Figure 1
When SME Owners Plan to Exit Their Business
(% response, years)

“
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Succession 11
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planning is
a long-term
process; it is
not a onetime event.
Under 5
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”

Figure 2
Existence of a Succession Plan
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Succession plan development
The development of a succession plan
often requires the input and services of:
• Various professionals, such as
accountants and legal advisors
• Internal stakeholders in the business,
such as key managers and employees
• Family members
• Successor(s), if already chosen

What is being planned?
SME owners place significant emphasis on
technical components such as tax and legal
considerations when planning for succession.
When asked about the components of a
succession plan, SME owners commonly cited:
• Legal transfer of business ownership
• Tax implications of disposing the business
• Financing of the successor
• Division of future profits after the transition
However, owners seldom cited
the “soft issues”, such as:
• Identifying long-term personal
and family goals
• Communication of each stakeholder’s
vision for the business (employees, family,
successor) and each individual’s anticipated
role in the business after succession
• Processes for selecting and
training their successor(s)

Succession barriers
Most barriers identified by professional
advisors are commonly considered “soft”
in nature. This is often the case when the
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owner avoids dealing with succession due to
a strong personal sense of attachment to the
business. In other instances, succession is
difficult due to conflict that arises amongst
family members and/or key employees.
Technical barriers include legal, financial and
legislative restrictions – such as tax issues
– to creating and executing a succession
plan. The CFIB survey from 2004 sought
to identify both soft and technical barriers
faced by current SME owners who are
planning their succession, as well as those
who recently took over a business through
succession. However, the findings show that
a major barrier to a successful succession
is not having a succession plan at all.
Among those business owners who do not
have a succession plan, the majority (60
per cent) indicated that they thought it was
too early to plan. However, professional
advisors indicate that it is never too early to
start planning. The lack of adequate time to
create and execute the succession plan is a
significant contributor to failed successions.
The perception that the succession process
can occur over a relatively short period of
time is a significant barrier to overcome.

“

The more time
you have to plan,
the more likely it
is you will achieve
your goals.

”

Meeting the challenge
Having a succession plan will help
ensure your business transition goes as
smoothly as possible. A well-designed
succession plan will help you:
• Ensure the future financial stability
and value of your business
• Reduce the potential tax liabilities
of transferring the ownership
• Set a timetable for transfer of ownership to
your successor, whether a family member,
employee or an outside purchaser
• Contribute to the growth of the business in
terms of market share, profitability and size
• Provide stability for your employees
SMEs are the heart of Canada’s economy
and social structure. They are a catalyst of
innovative products and services and the
engines of employment growth. The downside
of not planning is undeniable: jobs are at
risk. Without preparation, many business
owners will be forced to sell at a discount
to competitors or outside interests, with the
associated risk of business closure and loss
of jobs. The challenge is to turn these risks
into opportunities – for small business owners,
their employees and the economy at large.

For further information

iv
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A call to action

With the baby boom generation heading toward retirement, there is going to be a huge turnover
of business ownership in the coming decade.
Do you think about retirement? What will you do with your business? Do you intend to pass the
business to a family member or sell it to a key employee? If you are thinking about the next
stage of your life, you’ve already started your succession planning. It’s an informal plan but it’s a
starting point.
Succession planning is all about taking
control of your eventual exit from the
business. With careful planning and
appropriate advice along the way, you can
take charge of how your future unfolds. This
book provides you with the guidance and
tools that can help you successfully plan
your move into the next stage of your life.

Succession planning is a
process, not an event
Succession planning is the process of
exploring options in order to protect a
hard-earned business investment and
choose the right exit strategy when the
time comes to leave. Many business
owners rely on their business as their main
source of retirement income. A succession
plan starts with a vision of the future
and finishes with the owner’s successful
transition into the next stage of their life.
Whether the goal is to keep the business
in the family, pass it on to key employees
or sell and move on, it’s a process that
requires thought, preparation and time to
arrange and implement. As you recall from
our research, most existing succession
plans are informal. However, given that
the process of transitioning the business
will take a number of years, it is advisable
to bring some formality into the process.
This is the purpose of this guide.
A “formal” succession plan is a strategic
document that sets out a process and
schedule for a business owner’s eventual
withdrawal from the business. It includes
the legal and other supporting documents
to put this plan into effect. Throughout the
planning process, you will have to deal with



many “soft” issues and “technical” issues.
The “soft” issues involve interpersonal
relationships within the family and with
other stakeholders and the need to maintain
open communications. In succession
planning, communication can spell the
difference between success and failure.
The technical issues involve legal,
accounting and financing matters such
as share ownership, the transfer of
ownership, tax planning, the financing
of the transition and the funding of your
retirement as well as the “tools” – the legal
and planning documents — that ensure
your plan will meet your objectives.

“

Don’t agonize.
Organize!

”

Professional advisors, such as accountants,
legal advisors, bankers and financial planners,
play important roles throughout the planning
stages and in helping to achieve the business
owner’s objectives. To reduce the risk of
failure, many entrepreneurs establish a
“family council” or “advisory council” to hold
formal meetings to discuss the plans for
the business. Some will also have a neutral
facilitator assist them in discussing issues
and understanding each other’s perspectives.

What does a succession plan include?
The formal succession plan includes
information about matters such as:
• The identity of the successor or successors;
• How the successor will be
trained for his or her role;
• The roles of other key managers
during the transition;
• The mechanics for the purchase or
sale of shares in the business;
• The distribution of ownership;
• Taxation and legal considerations;
• Financial considerations;
• Retirement considerations;
• A procedure for monitoring the process and
dealing with disputes and problems; and
• A timetable.

When should planning start?
Today. Not tomorrow. Don’t wait until
retirement is looming on the horizon. Do
not wait for a sudden illness or death to
jeopardize the business. The succession plan
must start with an emergency plan. What if
you were suddenly unavailable to manage
the business? Who would take over your
responsibilities? A contingency plan provides
guidance on how the business should carry on
in the event of your sudden death or disability.
It should also contain a power of attorney
for property. This sets out who is to take
charge in the owner’s absence, and takes into
consideration how the succession process
would be affected and how it should continue
if you are no longer there to manage it.
Early planning helps minimize the risks to
the business and the owner’s family as
well as providing enough time to achieve
the best balance of family and business
priorities. Some experts say the optimal
timetable is 10 years. The earlier you start
planning, the more you reduce stress and
costs. If the business is to be passed on to

others, for example, the chosen successor
needs to be involved and aware of the plan
well in advance so that they can build their
knowledge, experience and skills to eventually
take over the business. This does not happen
overnight. Even in the case of selling to an
outside third party, the sale has to be timed
to get the maximum value for the business.
A succession plan is as fundamental
as a will. And like drawing up a will, the
process of developing a succession plan
can be emotional. It requires accepting and
preparing for a major life change. And just
as wills need to be updated from time to
time, succession plans must be revisited
as a business evolves over the years.
Give yourself the time to do it properly.

Your roadmap to success
This book will guide you through the process
of creating a succession plan, though it is
not a substitute for professional advice.
Throughout the guide, you’ll find stories based
on interviews with Canadian business owners
who agreed to share their succession planning
journeys. The names and some details have
been changed to protect their privacy.

Planning checklists
The checklists and tables at the end of each
chapter are designed to take you step by step
through the succession planning process.
Completing these checklists will help you:
• Walk through the entire planning
process from A to Z;
• Save time and money;
• Identify where you need assistance; and
• Be better prepared when you meet
with your professional advisors.

Resources
We have identified some professional advice available to support you in your journey.
Every chapter ends with a list of contacts for your benefit. In some instances, the
investment in outside help will be worth a lot in terms of money or time saved.



Getting started
This checklist is designed to help you get started on your succession planning journey by thinking
about who might take over your business and how much time you need to prepare for your exit.
It’s a good time to start talking to your family about your future. Spouses/partners
often play a very important role here. If you have not discussed these issues with
them, you will likely be surprised at how many sleepless nights they have had worrying
about some of these very same issues, but from their own perspective.
Write down your answers to the following questions.

Element
Timeline
When would you like to exit
the business?
How much time do you have
to prepare for your exit?
Contingency plan
Who could run the business?
What income would there be
for you and/or your family to
sustain your current lifestyle?
Will
Do you have a will?
If so, when did you last
amend it to reflect any
changes in your personal and
business life or your wishes?
List of stakeholders
Family members
Business partners
Key employees
Franchisor or distributor
Estate planning
What is your desired
retirement income?
Have you planned
for retirement (RRSP,
insurance, etc)?



Your notes

Time to
complete
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Exploring your options

Anyone planning a business succession needs to look at their options and weigh the possible
outcomes for both the business’ future and their personal financial planning. By working with a
team of advisors and collaborating with family members and key employees, they can develop an
exit strategy tailored to their circumstances and future needs. There is no cookie-cutter solution
to the succession process. Every situation is unique.
Looking ahead

What are the options?

The first step is for the business owner to
examine their role and their vision for the
business. How will the business grow and
evolve? What needs to be done to realize
this vision? For example, an owner may
feel they need to strengthen marketing
efforts or develop a stronger sales team
to stay competitive. Table 1 at the end
of this chapter helps to outline the key
attributes of a business strategic plan.

Generally, the options are to pass
the business to a successor, transfer
ownership through a management buy-out
or employee buy-in, or to sell the business.
This chapter gives an overview of each
option, with more detail later in the guide.
Table 3 will help you weigh the advantages
or disadvantages of these options

Passing the business to a successor
Family members can be good choices
for successors, but only if they have the
aptitude, commitment and proven business
skills. Some business owners select a
single successor, while others may select a
team to serve as co-managers. Completing
the “job description” in Table 2 helps
identify potential candidates with their
respective strengths and weaknesses.
This second stage will help in planning
the successor’s development. This allows
the successor time to build the skills and
knowledge he or she needs to take on the
leadership role in the future. The process of
preparing a successor will include training,
introductions to key business contacts and
management of the transition so that there
is minimal disruption to the business.

This leads to the question of what criteria will be
necessary to successfully manage the business
in the future. What is the “job description” for the
successor being sought? Table 2 at the end of the
chapter will help you identify some key attributes.

“

You can never
get lost if you
know where
you are going.

”



But what happens if no family members are
ready to take over? There are other options
for management succession. For example,
the plan could include a transition period in
which an interim manager helps the family
successor prepare for his or her future role.

Transferring ownership through a
management or key employee buy-out
There are alternatives if it’s not possible
for a business to stay in the family. One
option is to offer managers or key employees
an opportunity to purchase all or part of
the business. There are many methods of
structuring the financing of a management
buy-out (commonly referred to as an “MBO”),

including a buy-out over time, a financed
purchase or stock option plans (although stock
valuation for small privately-held companies
can be difficult). The management buy-out
can be advantageous in ensuring continuity of
personnel and the business itself. Many proud
owners of small- and medium-sized businesses
don’t want to risk losing their company’s
identity or seeing loyal employees transferred
or terminated after the sale. These risks are
more likely to be offset with a management
buy-out rather than a sale to an outside party.
The first step is to consider whether any
employees in the business are able and
prepared to take the risk of ownership,

Situations, strategies and solutions
Understanding perspectives

Brenda’s perspective

John has built a successful window
manufacturing company. He has three
children. Tom and Kate are involved in
the operations of the business. The
third child, Brenda, is a dental hygienist
and not active in the business.

Although Brenda has no desire to work in the
family business, she feels that she should
receive some financial benefits from the
company. She fears that Tom and Kate might
be resentful if she receives compensation
from the company without working there.

John’s perspective

This scenario is typical of a family
business for three reasons:
• The founder of the business is
motivated by tax considerations
to optimize his retirement;
• The absence of open lines of communication
means family members or key employees
are unaware of each other’s perspectives
and unsure how to handle succession.
• The founder is concerned about receiving
proper payout for his ownership interest.

John wants to reorganize the business to take
advantage of some tax opportunities. He
is working with his tax advisors to create a
plan whereby he can utilize the capital gains
exemption that is still available to him. At
the same time, he wants the new growth in
the company to accrue to his children. He
plans to give them shares in the company
that differ from his own. As founder, John
says, “I want to get a decent pay-out for
all my efforts – and I need enough for the
lifestyle I hope to have when I retire.”
John believes that Tom and Kate should
manage the business under a co-leadership
model. However, since John would like
to treat his children fairly, he believes
that all three should receive equal
financial interests in the business.
Tom and Kate’s perspective
Neither Tom nor Kate wants to be in the
business, but both are reluctant to tell
their father because they do not want to
disappoint him. Tom and Kate feel that
they are neither adequately trained nor
prepared to take over the business.



Dissatisfied and unprepared managers
could lead the company to financial
ruin. Succession planning should be a
participatory process. This doesn’t mean
that the owner has to share decision-making
responsibility or give up control over the
process. When succession planning takes
place behind closed doors, employees and
family members are left wondering and
worrying, at best, and hurt and angry, at
worst. Minimize these problems by sharing
information and seeking feedback.

and, whether the business itself is a good
candidate for this option. Here again, the
analysis of required competencies and
assessment of potential candidates at the
end of the chapter will become handy.

Selling the business
It may be that the best strategy for all involved
is to sell the business outright to an outside
party. A sale can be structured in several
ways. It may involve an active role for the
exiting owner in running the business for a
time or maintaining a minority ownership
interest. Alternatively, the owner may decide
to take advantage of the proceeds of the sale
and leave the business completely. Selling a
business is not like selling other assets such
as a house. It requires considerable time to
get a business ready for sale. Family members
may have mixed emotions about selling. It
will take time to resolve any issues before
beginning negotiations with a purchaser.

Communicating the succession plan
Open communication is the key to creating
a realistic, workable succession plan. At
the beginning of the process, stakeholders
should consider their own objectives and get
together to discuss the common objectives.
The term ‘stakeholder’ includes any individual
affected by the succession process, such
as the owner, family employees, non-family
employees and other family members.

“

Regardless of
which exit option
you eventually
choose, leaving the
business may be
a very challenging
personal transition,
particularly if
you have been in
charge for many
years. Letting go
may be hard to
do. Give yourself
some time!

”

Summary
Every business succession is unique. In this section, we’ve discussed the options you
have in exiting your business: passing the business on to a successor, a management
buy-out or selling the business to a third party. Table 2 can help you, based on your
strategic assessment of your business, decide on the qualities you think are required for
the next leader, and weigh the benefits or challenges of one option against the other.
Table 2 can help you, based on your strategic assessment of your business, decided
on the qualities you think are required for the next leader. Table 3 can help you review
the benefits or challenges of one succession option against another.

Potential resources
• Neutral facilitator
• HR advisor for competencies assessment
• CFIB members can always contact our member services counselors free of charge.
The counselors can help you find the resources you need.
• You can also get further information, as well as download the tables and checklists,
on CFIB’s dedicated succession site at www.cfib.ca/succession/en



Table 1:

assessing your situation

Strategic elements
Current financial situation

Corporate structure and
depth of management

Niche markets and market share

Growth opportunities

Industry context (current
and prospective)

Contingencies and legal risks

Key contracts (suppliers and sales)

Intellectual property



Key attributes of your business

Table 2:

criteria for successors

Criteria “job description”

Key attributes sought

Diplomas

Pertinent experience

Technical abilities

Strategic direction

Leadership skills

Communication skills



Table 3:
Options
Passing the business
on to a relative

A management or key
employee buy-out

Selling the business
to a third party



options for succession

Benefits

Challenges
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Keeping the business
in the family

Many business owners assume that they will pass the torch to the younger generation, often their
children. For this to work, though, the owner’s children or other family members must have the
appropriate education, skills and experience to take over the business in the future.
The most successful transitions are where
the owner involves their spouse and children
early in the planning process. The entire
family needs time to identify and discuss
their perspectives and concerns and how
they will operate in conjunction with the
family business and with each other.

Proper planning and preparation
can make the difference
Many businesses successfully stay in the
same family, sometimes through several
generations. Succession planning should begin
very early – as soon as members of the next
generation start to express interest in entering
the business. This will provide an opportunity
to talk about how the business was started,
the current projects and the challenges of the
business and the industry. This open dialogue
and the sharing of information can help them
make informed decisions as of whether
they want to enter the family business. An
experienced family business facilitator can
help the owner and their family members/key
employees discuss issues and find constructive
ways to resolve any conflict. This role may
be played by anyone, from a trusted friend
to a professional facilitator, as long as they
can lead constructive discussions that are
fair to all family members. Table 4 provides a
facilitating process for succession planning.

The family council
One of the many challenges for family-owned
businesses throughout the succession
process is that family conflicts can permeate
the work and home life due to overlapping
business and personal lives. Sometimes the
succession planning lags because the owner
does not know how to deal with a conflict and
avoids it. In other instances, a successor may
be chosen to avoid conflict without a proper
assessment of whether they have the aptitudes
to do the job. In addition, family members who

are not interested in assuming a leadership
role or those not involved in the business
may feel disconnected or unimportant.
One way to sort out the feelings and any tensions
is to have regular “family council” meetings. A
family council is a regular, formal meeting of all
family members to discuss their feelings and
opinions on what is happening in the business,
the decisions that need to be made and business
issues that may affect the family. The family
council should be a safe place for talking about
concerns and issues that affect the business.
Getting a family council started can be
challenging. Many families don’t know where to
begin. A good starting point is for the owner to
talk about the values they think should guide all
business decisions made by family members
and employees and their vision of the business.
Topics that could be discussed at the
first or subsequent meetings include:
• Educating younger members of the family
about the business and its history; or
• Determining policies for family involvement
in the business. If the business has a
board of directors or an advisory board, it
must be kept informed about any business
decisions the family council makes.

10

Preparing a family participation plan
A business owner should have clear
policies about their expectations of
family members who decide to work in
the business and provide them with wellstructured guidance. This policy is commonly
referred to as a Family Participation
Plan. It addresses issues such as:
• What experience and/or education
do candidates need?
• Who will supervise family members?
• How will their performance be appraised?
• Are spouses/in-laws welcome to work in
the business? Under what circumstances?
• What happens to other family members
working outside of the business?
• Who can own shares in the business?
• What if a family member
employee doesn’t work out?
Many families feel it is extremely important
that family members work in another company
for at least four or five years before joining
the family firm. Not only does this outside
experience allow them to gain valuable skills
and credibility in the eyes of non-family
employees, it also builds their self-confidence.

Alternative solutions for
management succession
What happens if the owner is ready
to leave, but the chosen successor
is not yet ready to take over?
Bridge management
One option is to consider interim or bridge
management. A bridge manager, either an
employee or an outside manager, could
assume some or all of your leadership
responsibilities until the successor is ready
for the transition. You will need to make
sure that the bridge manager is well aware
of your intentions from the outset and the
successor respects this person’s authority.

Two worthy successor candidates
What if there are two worthy successor
candidates? One option is to appoint coowners, although a team-based approach can
present its own unique challenges. Another
strategy is to appoint one individual to act
as the “face” of the organization and have a
management committee be responsible for
making decisions. A third choice is to separate
the business into two or more distinct
companies so each has their own business.

Summary

The most commonly chosen successors are children. Yet, family-owned business
transitions pose a greater challenge when family conflicts permeate the work and
home life. Successful transitions occur when the spouse and the children are involved
early in the owner’s plan for exiting the business. Communication is vital. The following
chapters will help you identify the successor, evaluate your business and establish the
necessary financing and legal documentation to make this transition a reality.

Potential resources
• CFIB members can always contact our member services counselors free of charge.
The counselors can help you find the resources you need.
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Table 4:

working with a family business facilitator

This checklist provides a general overview of the steps when working with a facilitator.

Proposed elements

Your notes

Timeline

Prepare an agenda.
Contingency plan, strategic plan,
family participation plan, and
succession plan highlights.
Read your will and review
your insurance coverage.

Engage a family business facilitator.

Call and hold the first family
meeting to discuss management
and ownership succession.
Set ground rules and schedule
meetings and a timetable,
including individual meetings to
discuss their personal role and
objectives in the succession plan.
Review what a succession
plan is all about.

Work with facilitator to assemble
the key succession documents
in point form for discussion
with the entire group.
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Table 4:

continued

Proposed elements
Reconvene the group to discuss
the issues as openly and as
honestly as possible with the
facilitator’s assistance.
The group should set out the
key points that are important
to each individual.
The group then works with the
facilitator to discuss the details
behind the key points, and the
individual plans begin to take shape.
The goal is to develop a one-page
summary of: the strategic plan,
Family Participation Plan, contingency
plan, and succession plan.

Work with the facilitator to prepare
a final draft for discussion and
review by all stakeholders.
Make sure that all supporting
documents such as wills, estate
plans, shareholders’ agreements,
employment contracts, marriage
contracts, insurance contracts and
tax planning are put into place.
Meet professional advisors.
The facilitator can assist you
in coordinating the team of
professional advisors the family
and business needs to develop and
implement the succession plan.
The preparation of documents
will reduce the costs of outside
support and serve as a base of
discussion with such advisors.
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Your notes

Timeline

4

Selecting and
preparing a successor

Identifying the right person to take over requires careful thought, planning and time. The previous
chapter explained the importance of communicating with family members.
This chapter suggests a more thorough analysis of any candidate, whether they are family members,
key employees or external candidates.
Five steps to making management
succession work
These five proven steps for selecting
and preparing a successor allows
the business owner to:
• Set out and communicate their process
for identifying the right candidates;
• Establish measurable criteria
for assessing them; and
• Get appropriate input and
advice along the way.
1. Develop a leadership profile
Chapter 2 reviewed the business and its
environment. The next step is to develop
a fairly specific outline of the skills and
experience the successor will need to deal
with the challenges of the future based
on the owner’s current responsibilities.
This is the Leadership Profile.
2. Identify suitable candidates and
gaps in skills and experience
The leadership profile helps complete
Table 5 at the end of this chapter. This
further develops the criteria for selection
and helps assess whether there are any
potential candidates. Perhaps someone
has demonstrated some leadership or
has expressed an interest in attaining a
leadership position. It is important to keep
in mind that candidates do not necessarily
have to possess all of the leadership
qualities outlined in the profile at this
point or they can even be external to the
business and first need to be integrated as
an employee. Any gaps in the candidates’
skills and experience must be identified so
that an action plan can be developed. The
action plan should include such things as

training, coaching, establishing a mentor and
ensuring each candidate has opportunities
to learn all facets of the business.
3. Prepare a management development plan
A Management Development Plan is a
means of projecting the company’s future
management needs and guiding the career
paths of family and non-family members
to fill those needs. This plan serves as
a roadmap for preparing the successor
candidates. Starting with the analysis in
Table 1 (Chapter 2) the evolution of the
business’ corporate structure can be charted
to see how it will look in two to three years’
time, considering issues like which key
personnel may retire or be promoted and
how successor candidates may progress.
An additional chart should be developed to
show progress in five to eight years’ time.
The management development plan is
dynamic, not static. It should be reviewed,
including timelines, each year to make
sure it continues to make sense for the
owner and the organization. As successor
candidates progress, the Management
Development Plan is an important point
of reference for making sure they are
exposed to all key areas of management
and operations. Table 6 gives a summary
outline of what such a plan should contain.
4. Evaluate the successor 		
candidates and select one
Mentoring and coaching are effective tools for
imparting knowledge and developing the skills
and leadership abilities of the successor.
Mentoring encourages successors to think
for themselves and to take an active role
in their learning. The successor candidates
and coach/mentor should work together to
update the Management Development Plan
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on an annual basis. This would begin with
a review of the Management Development
Plan in which the goals that have been
accomplished are acknowledged and new
goals are discussed for the coming year.
The candidate should use the feedback
to draw up the next year’s development
plan, setting out his or her specific goals
and an action plan for achieving them.
After a number of years of successor
preparation, and after following steps 1
through 4, the selection may be obvious. If
not, an owner may have to choose among
several qualified candidates. This can be the
most difficult step in the entire succession
process. It is important to consider:
• Who has demonstrated the skills and
capabilities to lead the organization?
• Who has shown the greatest commitment
to the task of preparing for succession?
• Who has earned the respect of
employees and business associates?
• What is each candidate’s vision for
the future of the company?
• Whose leadership style might be more
appropriate given the company’s current
and future operating environment?
• Whose skills more closely match the
Leadership Profile that you developed?
• Who has demonstrated good
decision-making ability?
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The more time the successor has to
prepare, the greater the likelihood the
business will thrive under their leadership.
5. Communicate succession plans
The succession plan should be clearly
communicated to everyone who is involved
in, or will be affected by, the change in
leadership – family members, employees,
customers, suppliers and advisors.
Demonstrating that the succession is a
planned and managed process will allow
for a smoother transition and greater
acceptance of the successor’s leadership.
Despite careful planning, the news may
have unexpected effects. Employees may
be anxious and worried. Customers may
be concerned that the changes will affect
their dealings with the business. For these
reasons, it is important to avoid making
a succession announcement too early.
While an owner needs to communicate
with stakeholders throughout the
planning process, the formal succession
announcement should be made after all
the plans are in place and the successor is
prepared to assume the leadership role.

Announcements usually include:
• Internal meetings/memos to employees;
• Personal meetings with suppliers,
lenders and key customers;
• Formal announcements to the
community - for larger entities.
Finally, withdrawing from the day-to-day
activities of the business can be a difficult
personal transition. Some owners find it
hard to separate their identity from the
business that has been such a big part of
their life. They need to work out what they
will do without the business. For some
owners, a gradual transition takes the form
of becoming business mentors, sitting on
a peer Advisory Committee or the Board
of Directors where they can impart some
of their vast experience and knowledge.
Some devote more time to charitable
causes such as increasing involvement
with a community program or the family’s
foundation. Others continue to work for the
business on a contract basis for special
projects or remain on as chair of the board.

Summary

Identifying the right person to take over is a process that requires careful thought,
planning and time. Using the five steps outlined in this chapter will maximize the
chances of picking the best candidate for the job. But, withdrawing from the day-today activities of the business can be a difficult personal transition. As owner, you may
find it hard to separate your identity from the business that has been such a big part
of your life.

Potential resources
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Table 5:

choosing a successor

Criteria
Diplomas

Candidate 1
Current

Gaps

Pertinent
experience

Current

Gaps

Technical abilities

Current

Gaps

Strategic direction
(list business
challenges & future
opportunities)

Current

Gaps

Leadership skills

Current

Gaps

Communication
skills

Current

Gaps
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Candidate 2

Candidate 3

Table 6:

the management development plan

Required skills and experience

Current experience

Action plan

Business operations
and product knowledge
Work in various departments to
understand processes and products
Mentoring from senior person
in each department

Understanding of customers’ needs
Work for key customer to understand
their needs and how the products
are used
Work in sales to develop
relationships with clients
Skills development
Assume tasks and responsibilities
that will enhance skills needed
for senior management position
with guidance from mentors (e.g.
management, financial review,
budgeting, process analysis, etc.)
Attend continuing education
sessions to further develop skills
Leadership development
Assume responsibility for
independent area
Expectations to increase profitability
Manage others effectively
Community leadership role

Special project responsibility
Assume leadership for a
cross-functional project (e.g.
strategic planning, due-diligence
on an acquisition target,
introduce new product, new
benefits plan for employees)
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5

Planning a
management buy-out

The management buy-out (MBO) is an increasingly popular exit strategy for owners of small
businesses. This exit option is essentially the purchase of a company by part or all of its existing
management. A management buy-out is a means of achieving the owner’s goals for continuity of
operations and the business’ identity.
Building a successful MBO takes time
A common impediment to completing a
management buy-out is financing. As a result,
many management buy-outs take place over
a longer period than a sale to an outside
party. Typically, the financing comes from a
mix of personal funds, external lenders and
the seller. It could include stock option plans,
a financed purchase or a buy-out over time.
The owner’s exit is quite often a gradual
transition over a period of three to five years.
The process can be advantageous for a
manager or management team wanting
to buy in, as they can often finance the
deal with a nominal amount of equity
contribution. As a demonstration of personal
commitment, however, they may invest a
significant portion of their personal equity
and provide back-up personal guarantees.

Laying the foundation for a
management buy-out
As with all succession options, communication
is vitally important when planning an
MBO. An owner needs to understand each
stakeholder’s objectives to ensure they are
truly interested in obtaining an ownership
stake. Following the process outlined in Table
4 (Chapter 3) and adapting it to employees
can be useful. What are each manager’s
objectives? What will the future management
structure be? What is their financial capacity?
The selection and development process of
the successor is quite similar to the five-step
process outlined in the previous chapter.
However, there is one important difference:
since the manager or management team
will be the future owner(s) of the business,
they will want to have greater input to the
selection of the next President or CEO.
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Secondly, not all companies are suited for an
MBO. The owner, the manager/management
team and potential lenders should consider
the following important factors and then
complete Table 7 at the end of the chapter.

Criteria for a successful MBO
• Strong, ambitious, credible
management team.
• Consistent profitability of company.
• A well thought-out business plan.
• Sufficient financial participation
by ownership and management to
assure lenders of their continued
commitment to the business.

“

A successful
MBO requires a
combination of
the right people
and the right
funding package.

Communicating with employees

”

At what point should employees learn that the
management team is taking over ownership?
When a business changes hands, it can
cause some instability. Employees may
make decisions to stay or leave based on
the people they work with. Communication at
the appropriate time is important to ensure
that everyone is aware of the change of
ownership so they feel they are part of the

decision about their future with the company.
Openness reduces the fear and the loss of
morale that could occur when a business
is sold. Be as open as possible – it pays
dividends in the long run and builds trust.

Structuring the MBO process
The process of structuring an MBO can take
between four to six months. Table 8 outlines
the usual steps and timeline for an MBO.

Independent professional advice
Throughout the process, it is important
that the owner (seller) and management
buy-out team (buyer) have independent
professional advisors. In addition, having
third party representation can ensure the
parties maintain a friendly and positive
relationship throughout the negotiations and
completion of the deal. Once discussions
about the MBO have begun, it is critical that
the negotiations are kept confidential.

The owner’s exit may transition over a
period of a few years, typically three to
five. In addition to having the financing
tentatively arranged, the owner (seller)
and the management team (buyer) need
to know what their primary negotiating
points will be before negotiations begin.

Summary
A management buy-out is an increasingly popular exit strategy. But not all
businesses are suited to an MBO. This kind of transaction is particularly complex
to structure. It takes time and some outside help from your trusted advisors
given that there are some key challenges surrounding financing, identification
of a leader and communicating to employees. Chapter 4 laid out the five steps
to identifying a successor. The following chapters will show how to evaluate the
business and establish the necessary financing and legal documentation to make
this transition a reality.

Potential resources
• Accountants
• Legal advisors (Lawyers & Notaries)
• CFIB members can always contact our member services counselors free of charge.
The counselors can help you find the resources you need.
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Table 7:

is an MBO right for you?

Criteria
Does your business have a strong management team in place?
What are the qualifications of key
personnel and are they capable
of growing the business?
How does each member
of the management team
feel about an MBO?
Does the business depend on
the existing owner/manager
for day-to-day operations?

Is your business in a stable industry sector?
Is the business cyclical or
dependent on particular
economic conditions?

Is the business in an emerging
or mature industry?

Does the industry have
high barriers to entry?

Is your business reputable in its markets?
Is there strong recognition
for the company’s brand?

How is your position in the market
relative to your competitors? (i.e.
are your products/services known
for superior quality, price, etc.)
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Yes

No

Table 7:

continued

Criteria

Yes

No

Does your business have a history of profitability and earnings growth?
What is the cumulative annual
growth rate of the company’s
profits and revenue?
Has the profit margin been
improving or eroding over time?

Has the growth rate remained
steady or increased/slowed?

Does your business have a good distribution
of customers and suppliers?
Is the business dependent on
one customer or industry?

Does the business have one
supplier or many suppliers?

Does your business have a sustainable competitive
advantage, such as secure contracts?
Does the business have
a clear advantage in the
market? (e.g., price, quality,
location, strong management,
unique technology, etc.)

What are the barriers to
entry in your industry?
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Table 7:

continued

Criteria
Does your business have a modern plant and equipment?
When will the plant and equipment
need to be replaced?

What is the capital expenditure
budget in the near and long term?

Is a significant investment in
plant and equipment required
to grow the business?

Are there any factors that would encumber an MBO?
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Yes

No

Table 8:
Steps

MBO development plan

Time

1.
Strategy
Planning
Valuation

8 – 10
weeks

2.
Transaction
process
Deal structuring

6–8
weeks

3.
Completion

4
weeks

4.
Post-completion

3-5 years

Action
Secure position with buyer
Establish management team
Prepare business plan, and identify key financial and
commercial drivers
Develop/review integrated financial model, test forecast
sensitivities
Develop the timetable
Determine preliminary capital structure and sources of finance
Market the financing opportunity
Receive indicative offers of finance (equity & debt)
Prepare a short list of preferred financiers
Negotiate and refine indicative offers
Select sources of finance
Perform detailed due diligence
• Market
• Business activities
• Customers
• Suppliers
• Accounting
• Legal
• Finalize capital structure
Finalize financing arrangements
Complete legal documentation
• Purchase and sale agreement
• Subscription agreement
• Shareholders’ agreement
• Constitution
• Loan documentation
• Service agreements
Commence operations under leadership of new owners
Achieve forecasts
Service and repay debt
Exit of owner

24

6

Determining the
value of the business

Most business people rely on traditional accounting methods to show how much their company
is worth. It is important to note that these methods are based on historical costs. But, real
business value is about the future, not the past.
more important in business valuations,
notably because of intellectual property
valuation and knowledge-based operations.

Measuring a company’s value – “valuation” –
is a complex and critical process in
succession transactions. A business valuation
is an important piece of data that underpins
the overall succession plan and strategy.
Corporate assets should, therefore, be valued
before succession takes place, by certified
professionals.

Again, the strategic analysis in Chapter 2 will
be useful as a starting point for a valuation.
The valuator will investigate the market and
analyze historic and projected business data
and, using their professional judgment, provide
an independent valuation to support the
needs of the succession plan. The checklist at
the end of this chapter sets out some of the
information and data that a valuator requires
to complete the valuation of a business.

What is a business valuation?
An independent valuation of the shares
and/or assets of a business may be required
for a variety of reasons apart from selling
the business. For example, valuation is
often necessary for debt or equity financing.
To determine the value of a business, a
professional valuator, or an accountant,
examines all the assets and liabilities that
contribute to value. This includes both tangible
assets, such as property, and intangible
assets, such as patents or trademarks.

Maximizing the value of a business
A valuator not only values the company
but can also recommend ways to
maximize its value for the time the owner
might want to sell. Being able to sell
their business for the maximum value
helps business owners in reaching they
goals for retirement or new projects.

There is a difference between getting an
appraisal of your business and a valuation.
An appraisal determines only the value
of tangible or physical assets, such as
inventory. A valuation considers both the
tangible and intangible assets. In recent
years, the value of intangibles has become

What is fair market value
and why is it important?
Fair market value is the highest price that
can be obtained in an open and unrestricted
market between informed and prudent
parties acting at arm’s length and under no
compulsion to transact. Fair market value

Here are a number of factors that drive value:
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Positive

Negative

•
•
•
•
•
•
•

•
•
•
•
•
•

Track records and growth expectations
Contractual relationships vs. handshakes
Higher tangible asset value
Proprietary technology/intangibles
Niche markets
Barriers to entry
Strength/depth of management

Reliance on a few key customers/employees
Union issues/contingencies
Outstanding litigation
Other contingencies
Business risks
Economic/industry risks

can be different from the final negotiated
price and conditions with respect to the
purchase and sale of an asset or share.
Tax authorities apply the concept of fair
market value or “fair value”, which generally
requires the determination of value using
accepted principles at a specific date, for
example, at a date of transfer or sale or at
the date of death of an owner. Therefore, an
independent valuation may be useful for tax
purposes as well as in selling a business.

Estate planning
Valuations of businesses are often key to the
establishment of trusts, gifting programs,
and the purchase of life insurance to fund a
future purchase of shares or the sale of an
interest in a business to family members.
Property passing on due to a death may have
to be valued for probate and/or income tax
purposes. Values for allocation of estate
assets are often required for documenting

corporate reorganizations. A valuation can
influence the structure of a sale or inheritance
of a business and is a recommended step
in any succession planning process.

Who performs the business valuation?
Only one professional body is recognized
by Canadian courts: The Canadian Institute
of Chartered Business Valuators (CICBV).
Members of the CICBV are financial
professionals who have the designation CBV
(Chartered Business Valuator) or EEE (Expert
en évaluation d’entreprises). These individuals
must meet the rigorous requirements of
the CICBV and follow its Practice Standards
and Code of Ethics. However, accountants
may also be able to provide valuations,
particularly for smaller businesses.

Summary
Most business owners have a sense of how much their company is worth based
on historical costs and revenues. However, measuring a company’s value is about
the future, not the past. It is a complex yet critical element of any succession
plan and affects the strategy to be deployed with potential successors. To
determine the value of a business, professional valuators will examine all assets
and liabilities of a business, including tangible assets such as property and
intangible assets such as patents or trademarks. Such valuation should be done
by certified professionals in order to go unchallenged, not only by purchasers but
also by tax authorities.

Potential resources
• Accountants
• The Canadian Institute of Chartered Business Valuators (www.cicbv.ca)
• CFIB members can always contact our member services counselors free of charge.
The counselors can help you find the resources you need.
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Table 9:

preparing for a valuation

Information to be provided to the valuator
to begin the valuation assignment
The full reason(s) for the valuation including
any legal or regulatory requirements
Full names of all interested parties to the valuation
(to determine conflicts of interests)
The proper recipient(s) of the report
The exact property being valued
The valuation date(s)
Five years’ complete financial statements for all companies or entities
involved, if applicable, including details on non-recurring or extraordinary
amounts of all non-arm’s length or discretionary expenses and
transactions such as shareholder remuneration, dealings with related
parties (rent, financing, etc.) during this period. (Interim statements at
or about the valuation date should also be included, if available.)
Description of the business
Current business plans, budgets and projections
Description of all major fixed assets, including year of acquisition, original
cost, depreciated cost and any offers or appraisals available (it is important
to obtain a clear understanding of the purpose and basis of value for
any appraisal as differing approaches may give widely different results)
Copy of incorporation documents and access to corporate records
Copy of any major corporate agreements
Copy of all shareholders’ agreements and a list of shareholders
Names of various persons to contact for additional information of all types
Disclosure of all prior valuations and information on sale/purchase
discussions and/or offers
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Transmitted

7

Selling the business

Sometimes, the best strategy for all involved is to sell the business outright to a third party. This
may, for example, happen when potential successors witness the time, effort and commitment
a small business owner needs to succeed and decide they are not prepared to make a similar
sacrifice. A sale can be structured in several ways, depending on the business owner’s objectives.
Making the decision to sell
Many owners want to realize some or all
of their investment in the business to fund
their retirement. Some may want to retire as
soon as possible, while others prefer to keep
running the business for a period of time.
The decision to sell may cause the owner
some personal anxiety, as it is likely the
business has been a big part of their life for
many years. Family members, employees and
customers may also have mixed emotions
about the decision to sell. In the case of a
family-run business, family members often
see the business as a source of pride and a
bond that keeps the family together. Long-time
employees may feel that the business is like a
second family and have a level of comfort with
the existing owner. Many other people, such as
long-time customers and suppliers, may also
have some concerns about the transition.
1. Preparing for the sale
It has been said that the time to think about
selling a business begins in the start-up stage.
The point is that most of the characteristics that
will make a business attractive to a potential
purchaser take time to develop. Selling a
business is not like selling other assets, such
as a house or a car. It requires considerable
time to get a business ready for sale.
Once the decision to sell has been made,
the next question is when to sell. It’s best if
this decision comes from a well-structured
planning process and not from an unexpected
event, such as failing health. At the very
least, an owner should plan to spend a year
or two strengthening the business. This is an
area where professional advisors can provide
significant assistance in analyzing the business
and identifying ways to enhance its value.

The owner also needs to integrate the sale
process with their personal income tax and
estate planning to ensure the transaction is taxefficient. A well-structured sale could generate
significant personal income tax savings. On the
other hand, a poorly planned transaction could
result in adverse tax consequences that could
significantly reduce the owner’s future income.
2. Marketing the business
A major step in readying a company for the
market is the preparation of a descriptive
memorandum. This is an initial compilation
of materials that will be distributed to
interested buyers. The key to preparing
this type of memorandum is to focus on its
intended purpose: marketing the business.
The memorandum needs to accurately
describe the company, its history, products,
markets, personnel, facilities and financial
performance in a way that highlights its
strengths and potential. When prospective
buyers review the memorandum, they should
clearly understand the company’s unique
investment merits, or growth potential.
While the selling document is being prepared,
the owner and their professional advisors
should develop a list of possible purchasers to
target, such as suppliers, competitors etc. It
is during this process that the advisory team’s
knowledge of the mergers and acquisitions
marketplace will be extremely valuable. They
should have a feel for which buyers are actively
pursuing investment opportunities. Some
private entities also provide “matchmaking”
services to link sellers with potential buyers.
Most advisors today attempt to run
something like an auction in the early
stages to reduce the buyer group to three
or four bidders, and then seek to negotiate
the best offer from the top three.
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Anyone selling a business must be prepared
for the purchaser’s due diligence. The due
diligence process helps ensure that all parties
go into the transaction with their eyes open,
that they deal with any obstacles in constructive
ways and avoid last-minute surprises that could
jeopardize not only the transaction, but the
long-term prospects for success. This process
will in turn facilitate financing. A lender will
likely view this process as a positive indicator
that the purchaser has taken steps to carefully
consider the business. A purchaser who
does the appropriate research is more likely
to make a success of running the business.
Of course, the long-term success of the new
owner is a key consideration for any lender.
Due diligence may vary depending on their
requirements. In some more complex situations,
it may include active involvement in the day-today activities of the business for an extended
period of time. While essential to the selling
process, plant and management visits hold
the greatest potential to disrupt business
operations and confidentiality. It is best to be
open about the process with your employees.

Key considerations for the purchaser
• Market for the product or service
• Competition
• Results of financial and
operational due diligence
• Existence of redundant assets
• Impact of technology
• Strength of management
• Customers
• Suppliers and lenders
• Landlords
• Employees
3. Negotiating the deal
The basic principles of negotiating a deal
will be the same whether there are one
or several bidders. It is important to have
professional advisors lead the negotiations.
Before negotiations begin, the seller should
be clear on what they need to make the deal
work. They should be prepared to let their lead
negotiator manage the proceedings, particularly
as they move closer to a conclusion. Unless
the stage is properly set for negotiations, a
face-to-face meeting could cause the negations
to go off-track or break down completely.
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3. Negotiating the deal
A negotiator can significantly enhance
the seller’s position by:
• Acting as a buffer to protect the amicable
relationship between the buyer and seller.
This is particularly critical if the owner
will remain for a transition period.
• Offering up potential deal parameters to
gauge the reaction of the seller without
having to live by them. A negotiator can
say, “I am not sure that my client will
accept this, but what if we were to…”
• Protecting against the acceptance of a term or
condition that, on closer inspection, would not
be in the seller’s best interests. By including a
third party, an additional step is added before
any responses can be made on particular
issues so that the seller has time to reflect.
• Taking the blame for problems that will
invariably occur between the beginning of
negotiations and the closing of the deal.
• Reducing the element of emotion that
is one of the leading causes of broken
deals in transactions involving ownermanaged and family companies.
4. Closing the transaction
This is the stage where the seller finally has
something to celebrate. The arduous journey
to sell the company has led to a suitable

buyer. A letter of intent (LOI) will be drafted
by the buyer and seller’s advisors. The typical
elements are listed at the end of the chapter.
Once the LOI has been signed, it’s still
important to stay focused on running the
company. The transaction is far from being
closed and any glitches in the company’s
performance at this time can have a major
impact on the ultimate terms of the deal.
The reality is that it takes more than
agreement on basic terms and conditions
to close a deal. Worse still, a deal can
break down during the final stages.

Get professional advice
More than at any other time in the process,
the closing is the time when a business
owner needs to listen to their professional
advisors. From the outset, one of the most
important decisions is retaining legal and
financial advisors who have the experience
and wisdom not only to present the company
to the market, but to lead it to a successful
sale. The seller’s legal advisor is particularly
valuable in protecting their client’s interests
within the intricate language usually found
on the purchase and sale agreement, such
as indemnification, representations and
warranties and default terminations.

Summary
An owner, after considering all their options, has the right to sell their business
to the person of their choice. Stakeholders in the business will be affected by
a sale and proper communication needs to take place. Planning for the sale of a
business should begin a few years in advance in order to maximize the owner’s
return on their investment. By understanding the key considerations of any
purchasers, the owner and their advisors will be able to negotiate a deal that
makes sense for the owner’s retirement.

Potential resources
•
•
•
•

Accountants, financial advisors
Legal advisors (lawyers & notaries)
Acquizition.biz, Carrefour PME, The Business Network
CFIB members can always contact our member services counselors free of charge.
The counselors can help you find the resources you need.
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Letter of intent
The terms and conditions included in the letter
of intent generally include:

Purchase price
• How much total consideration at closing?
• How much in cash versus shares?

Future payments
• When will they be paid?
• How will they be determined?
• To what obligations will they
be subordinated?
• What sort of protection/guarantees
can the seller expect in terms of
interest payments (if applicable)?

Notes
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Conditions for closing
These may include:
• Obtaining financing;
• Completing due diligence;
• Obtaining employment agreements
from key personnel;
• Securing continuation of supply agreements;
• Approval of buyer’s board of directors;
• Completion of clean environmental audit;
• Procuring other regulatory
approvals, if applicable;
• Required role of seller after
sale of company;
• Basis upon which assets and
liabilities will be valued;
• Period of exclusivity, prohibiting seller
from negotiating with another party; and
• Length of time the LOI is effective.

8

Financing the
succession plan

Whether it involves a management buy-out, family succession or the sale of the business, a key
part of the succession plan is the financing of the change of ownership. As the CFIB research
at the start of this guide shows, financing constitutes the main obstacle to succession planning
both for the existing owner as well as their successor.
The key factors to consider in planning the
financial aspects of a succession are:
• The purchase price based on valuation;
• The timing and method of payment;
• The purchaser’s arrangements
for financing the transaction.

Finding the right approach
What is the best approach to financing the
succession of a business? As a starting
point, an owner needs to consider:
• What is being sold?
• How do they want to be paid?
• How much will the purchaser invest?
• Will they be a source of financing for the
purchaser (e.g., vendor take-back financing)?
• How will the purchaser
structure the financing?

What is being sold?
While it may seem obvious, the first thing
to establish is exactly what is being sold.
• Is the business being sold as
a collection of personal assets
– as in the case of a proprietorship or
partnership – or is it a separate legal
entity (an incorporated business)?
• Is the current structure the right structure
from a legal and tax point of view? Perhaps
there are reasons to incorporate or
conversely transfer assets to the owner’s
personal name before selling the business.
• Are the assets alone being sold (an
asset sale) or does the sale include the
assets and the associated rights and
obligations of the current business (an
incorporated business can accomplish
this through the sale of its shares)?

How do you want to be paid?
The next consideration is the timing of
the payments that will be required.
• Will the sale price be paid in
one lump sum on closing?
• Are there tax advantages to receiving
the purchase price in a series of
payments over a period of time?
Depending on whether the owner
remains involved in the business, either
in a consultative role or in an active
management role, they may consider
transfer of ownership through:
• A scheduled share purchase program;
• Dividend payments; or
• An earn-out arrangement (a sale in which
the seller is paid a percentage of the
asking price and, while contributing in
some capacity, accepts to receive more
money should specific financial goals
be met over a period of time); or
• A “vendor take-back” which takes the form
of providing a loan to the new business
(secured or unsecured, generally with
specific terms of repayment and at a
fixed or variable rate of interest).
Each approach has tax and legal
considerations that must be weighed and,
of course, lifestyle implications that also
must be considered. Each situation is
unique and should be evaluated with the
help of professional advisors. The payment
structure that is negotiated may affect
the final purchase price. If an owner is
prepared to accept an extended payment
program, this could increase the negotiated
purchase price. However, this method of
participating in the financing can be risky
– the seller’s receipt of the payments will
be dependent on the future success of
the business in the new owner’s hands.
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How much will the purchaser invest?
The purchaser will need to raise personal
funds to invest in the new business as
equity. Their ability to do so will ultimately
affect whether the sale goes through. The
amount of purchaser’s equity (personal
investment) will vary depending on the
business, the risk of that business, and the
structure of other capital, investment and
debt that the purchaser uses to finance
the purchase of assets or shares. If the
purchaser does not have an appropriate
level of equity, they may be able to close the
deal with the help of some outside equity
sources, such as venture capitalists.
As the seller of the business, it is important to
evaluate the purchaser’s ability to invest in the
business early in the process. Understanding
the structuring of the financing and the
implications at the start of the process helps
the seller be better prepared to effectively
deal with any issues that could influence
the success of the transition. If the buyer is
unable to raise the necessary financing, the
closing of the sale could be delayed or even

jeopardized. Remember, delays in obtaining
the financing will ultimately affect the amount
of money in the seller’s pocket when the deal
is closed. If the purchaser has difficulty raising
the necessary financing, it may be advisable
to move on to another purchaser, even if
that means accepting a lower sale price.
Generally, the purchaser’s best resource
will be an informed lender who is able to
recommend loans that meet the unique
circumstances of the financing needs and
the business involved. The lender will be
able to recommend a variety of different
types of loans, leases, government loan
guarantee programs – where they exist
– and creditor insurance arrangements.

What information will lenders require?
When potential lenders evaluate a loan
request, they generally require the most
recent three years of the company’s
financial statements. They will consider
who prepared the statements and whether
they are audited or not. Audited statements
prepared by an accounting firm are considered
most reliable. Table 10 provides a list
of key elements lenders will be looking
for beyond the financial statements.
They will want to understand the current
owner’s equity structure and, more
importantly, what equity will look like after
the transaction. Further, lenders will want
to review any trends that may affect the
performance of the business in the future. A
key element will be the new owner’s ability to
maintain and grow revenue, and the degree
to which the seller’s withdrawal from the
business will impact established revenue
patterns. Herein lies the importance of the
strategic plan discussed in the section. In
the end, the lenders must be satisfied that
the historical trends (e.g. business expenses,
cash flow, net income) portrayed in past
financial statements and the new capital
structure will be sustainable by the new
business after the ownership transition.
While the financial statements form the
primary basis for a lender’s evaluation,
lenders will usually take steps to develop an
accurate understanding of the information
presented on the financial statements.
For example, the lender may ask to tour
the facility and will generally ask for
appropriate business valuations. They may
ask for further details such as accounts
receivable or inventory to support the
lender’s evaluation of the business.
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Situations, strategies and solutions
Wishes come true
Whimsical Wishes had been growing and
prospering. The shop attracted antique
buyers from all over the country and the
tea garden enjoyed a steady stream of loyal
customers from a nearby tourist attraction.
The three sisters who owned the business:
Janice, Becky and Candice were, of course,
delighted. Last year, Becky indicated that she
and her partner had purchased a sailboat
and were planning to sail around the world for
a few years. She had set a finite departure
date for her exit from the business.
With that piece of news, Janice and Candice
felt it was a good time for them to bow out
as well. The partners met with their legal
advisor and accountant to discuss their intent
to sell the business. They knew that they had
several decisions to make, including whether
to sell the business in its entirety or split
it up, what an acceptable purchase price
would be, a possible transition period for
one of the partners, and whether they would
be a source of financing to the new buyer.
Once they finalized the pre-sale conditions,
Becky agreed that if the business did
not sell before her intended departure
date, she would arrange with her legal
advisor to represent her interests until
such time as the sale was completed.
Before the business was publicized for sale,
the sisters met with their banker to discuss
the financial issues and to understand
what would be expected of them (i.e.,
financial disclosure, how transparent they
would have to be, providing access to the
premises and records, and what other types
of information might be required). They left
the meeting with a clear vision of the need
for the buyer to do their due diligence and
the knowledge that it would be best for both
parties if they were forthright and honest.
Word spread about the availability of
Whimsical Wishes. While several potential
buyers expressed interest, when the serious
talks began, there was really only one
interested party: Harry and Harriet Hoeman,
two retired university professors. Harry and
Harriet had been looking for a business to
buy. Over the years, Harriet had accumulated

antiques from around the world and, through
her extensive reading, had developed some
“informal” expertise. A self-described
food lover and gourmet cook, Harry felt
confident he could manage the tea garden.
Candice arranged for their business advisor
to facilitate the first meeting between both
parties. They discussed several items:
• The current business plan and
projections for the following year;
• The competitive environment and
plans for two new tourist attractions
in the next five years;
• Staffing issues (i.e., seasonal variances);
• The business’ track record;
• The business’ financial health;
• The purchase price and possible financing
arrangements (i.e., what the partners
were prepared to consider); and
• A possible transition plan for
handing over the reins.
Still enthusiastic, Harry and Harriet turned
their attention to organizing the financing.
Besides the family home, they owned two
investment properties. Their preferred
approach to buying Whimsical Wishes was
an outright purchase, as they did not wish to
enter into a vendor take-back arrangement.
After assessing their financial situation, Harry
and Harriet’s bank agreed to accept their
home and properties, as well as the business’
receivables and assets, as secured collateral.
Before negotiating the final purchase price,
Harry’s accountant arranged for a Chartered
Business Valuator to perform a valuation of
the business. Harry also hired a specialized
antiques appraiser to prepare a report on
the store’s inventory. While Harry and his
accountant spent time reviewing Whimsical’s
audited financial statements from the last
four years, Harriet asked the partners if she
could shadow them for a few days a week over
several months. She wanted to spend time in
the store to meet customers and suppliers,
and to experience a buying excursion. She
met with the tea garden manager on several
occasions and spent some time waiting on
tables. All the pieces finally came together.
About a month before Becky’s departure,
the sale of the business was finalized.
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The purchaser’s business plan
The purchaser’s development of a business
plan may or may not directly involve the exiting
owner. A wise purchaser will view the seller
as a key source of critical information for
developing the business plan. After all, they
have firsthand experience in all aspects of the
business and can provide important insight
into all factors that the business plan will
cover. The table completed in Chapter 2 will
become useful at this point. The purchaser
may also benefit from completing the table
in Chapter 2 because the information
may help them in dealing with lenders.
The purchaser develops the business plan to
set out their business objectives, to consider
the obstacles and opportunities that the
business will face and to provide a roadmap
so that interested parties have a clear
understanding of where the purchaser plans
to take the business and the strategies for
getting there. A well-prepared business plan
is a blueprint for the purchaser’s financing
of the deal. It is a critical component of any
application for funding whether through a
bank or other investment or lending source.
It should be complete, organized and factual.

Summary
Financing constitutes the main obstacle to succession planning both from the
existing owner as well as its successor. As the seller of the business, it is important
you evaluate the purchaser’s ability to invest or raise the necessary financing,
the closing of the sale could be delayed or even jeopardized. Understanding the
successor’s challenges to financing can influence the structure of the transaction.
Finally, working jointly on a thorough strategic planning exercise will not only
facilitate lending but also the long-term prospects for success, even if you act as a
lender to the new owners.

Potential resources
• Your bank managers
• Equity partners & Venture capitalists
• CFIB members can always contact our members services counselors free of charge.
The counselors can help you find the resources you need.
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Table 10:
Information

Notes

what information do lenders need?
Document provided

Current assets

Long-term
assets, such
as equipment
Leasehold
improvements

Current capital
structure

Future capital
structure

Industry trends
that may
affect future
performance
Strategic outlook
of the business

Future net
income analysis

Evolution of
business
expenses
Future cash flow
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9

Understanding the
tax and legal issues

The tax and legal considerations are important factors in the successful implementation and
outcome of any exit strategy, especially as many business owners rely on their business as
their main source of retirement income. Professional advisors should be consulted early in the
succession planning process.
This chapter is intended as a general guide to
some of the tax and legal matters you need to
address in your succession planning. Do not
act on any matter discussed in this chapter
without first consulting an accountant, a legal
and other appropriate advisors for analysis
and advice on your particular situation.

Tax planning opportunities
There are several tax planning opportunities to
consider when determining business, personal
and estate planning goals and strategies. For
some owners, it may be best to transform
their proprietorship or partnership into an
incorporated business to benefit from some
of the taxation vehicles outlined below.

Transferring the business
to family members
An estate freeze is commonly used when
passing a family business to the next
generation. This procedure may also involve
the creation of a family trust. It involves a
reorganization of the business’ share capital.
Essentially, the business owner freezes
their interest in the business at a particular
point in time by exchanging their shares for
a fixed value (“freeze shares”). New “growth
shares” are then issued to family members,
directly or indirectly through a family trust
structure, so that the growth in the value
of the assets will accrue to them and be
taxable in their hands. The exchange also
allows the owner to defer taxes on the value
of their “freeze shares” until redemption.
For estate planning purposes, freezing their
interest in the business allows the owner
to cap their tax liability at death so that
they can plan for its payment. The owner
can decide which assets will be kept and
which will be sold in order to meet the
tax liability upon death. They could also
purchase insurance to fund the tax liability.
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Planning a management buy-out
If an employee or group of employees
is purchasing the business through a
management buy-out, a tax specialist may
suggest using an estate freeze along with
a holding company as a means of deferring
taxes. Although an estate freeze is usually
an estate-planning tool rather than a
management buy-out mechanism, the freeze
structure can also be used when management
will be buying out the owner over time. When
a holding company is used as part of the
estate freeze, this may result in additional
tax deferral on the management buy-out
and may provide additional tax planning
opportunities for both the seller and the
purchaser. Another way a holding company
may be used on a management buy-out would
be for management to form a new company,
which would directly purchase sufficient
shares to enable the owner to use their capital
gains exemption. If desired, the new company
could then be amalgamated with the operating
company. This could be considered instead
of, or in conjunction with, the estate freeze.
The sale to management may also involve
an employee stock option plan (ESOP). It can
be used as a partial financing technique for
a long-term management buy-out, generally
in the initial phase of the buy-out. A stock
option plan allows management to become
an equity participant in the employer
company at a generally insignificant cost
to the owner, and usually with limited cash
requirements. As ownership of shares will
motivate the management team, it will set
the stage for buying the remaining shares
from you when they are ready to assume
ownership. It’s worth considering, though,
that using stock options to achieve a buy-out
merely dilutes ownership since the seller
will not receive payment for their shares
until the sale transaction is completed.

Selling the business
If the business is to be sold to an outside
buyer, the first decision is whether to
sell the assets or the shares. The asset
versus share sale decision is generally a
very complex one. While many issues need
to be considered, tax will generally play a
significant role in the decision. The seller
and the purchaser should compare the tax
consequences of both a share and an asset
sale transaction. This analysis will help
determine which alternative will maximize
the after-tax proceeds to the seller, while at
the same time ensuring that the transaction
is tax effective for the purchaser.
Another very important consideration is
whether a business owner qualifies for the
$500,000 lifetime capital gains exemption.
It is one of the most valuable retirement

planning opportunities available to the family
business owner. This exemption is available
in respect to the disposition of Qualifying
Small Business Corporation (QSBC) shares
and certain farm and fishing property.
The exemption shelters capital gains to the
total amount of $500,000 (or taxable capital
gains of $250,000) over the course of the
owner’s life. In some cases, tax can be
completely avoided on a sale where the capital
gains exemption shelters all of the capital
gains. It is important to undertake tax planning
prior to the transfer of ownership to ensure
that the shares qualify as QSBC shares.

A deferral of tax on capital gains is available
for the disposition of the shares of an
Eligible Small Business Corporation (ESBC)
if the proceeds are reinvested into shares
of another ESBC within a specified period of
time. Generally, this allows the seller to defer
the amount of the capital gain proportional
to the proceeds that are reinvested in the
replacement ESBC shares. It presumes there
will be close-to-instant reinvestment and
is not advisable for retirees who are more
concerned with estate planning strategies.

Legal documents that support
the succession plan
A legal advisor will need to prepare several
legal documents to set the succession
plan in motion. Some of these relate
directly to the transfer of ownership,
such as the shareholders’ agreement,

the due diligence request list and the
purchase and sale agreement. Other legal
documents, such as the owner’s will, power
of attorney and domestic contract, relate
to personal financial and estate planning.
The will and power of attorney are critical
risk management tools should the owner
unexpectedly die or become incapacitated.

The shareholders’ agreement
If the owner plans to transfer equity to family
members, it may be advisable to prepare
or update a shareholders’ agreement. This
sets out the relationship between the parties
and dealings with the shares of the business
by establishing the ground rules that are to
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be followed. The shareholders’ agreement
is subject to the corporation’s governing
statute and articles of incorporation. A
shareholders’ agreement is not a standard
document. Each corporation, its business
and its shareholders are unique.

Due diligence
As discussed in Chapter 7, the purchaser and
lender, as well as their professional advisors, will
conduct a due diligence review of the company
based on items that are usually detailed in
a “diligence request list”. This investigation
confirms the assumptions the purchaser made
about the company’s condition when the letter
of intent (LOI) was negotiated and drafted.
Often the purchaser’s review of the most
sensitive information about the company’s
operations, financial matters and business
strategies will be left until just before the
final closing. This is particularly important
if the purchaser is a competitor, so the
seller can protect their business in the
event the transaction falls through.

The purchase and sale agreement
The purchase and sale agreement is the
formal document that captures all contractual
arrangements between buyer and seller.
The terms of this agreement are usually
negotiated during the course of the buyer’s
due diligence investigation and possibly for
some time afterwards. While professional
advisors will spearhead the drafting of the
purchase and sale agreement, it is important
that the seller understands the matters that

are addressed in the agreement so they
are prepared to ask the right questions. We
present an outline of the key elements of
such agreements at the end of the chapter.
The process of developing a purchase and
sale agreement can be very costly, particularly
in the final stages. Do not start unless you
seriously believe that the potential buyer is
one to whom you want to sell your business.

Wills
A will is integral to estate planning. It
should be up-to-date and reflect the
owner’s current personal situation and
wishes. If a will is not properly prepared,
a business owner’s careful planning
could fall apart. Although a legal advisor
prepares a will, it should also be reviewed
by a tax professional to ensure that it is tax
effective. It should also accurately reflect
the owner’s objectives and be consistent
with their other succession documents.

Domestic contract
If shares of a family business are being
transferred to members of the next generation,
the business owner should make sure that
the business is not adversely affected in
the event of the breakdown of a marriage
or common-law relationship or a death. To
make sure the business remains in the family,
consider establishing a policy that requires
all shareholders to enter into a domestic
agreement with their current or future partner.
All the documents and agreements prepared
for succession should be current and reflect
you and your family’s wishes and present
situation. Plan to revisit these periodically.

Summary
At the end of the planning process, the parties’ intentions must be contained in
properly prepared legal documents. At this stage, legal advisors should review
all documentation. Professional advisors will help you to maximize your return on
equity invested in your company.

Potential resources
• Lawyer or notary
• Tax advisor
• CFIB members can always contact our member services counselors free of charge.
The counselors can help you find the resources you need.
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Table 11:

the purchase and sale agreement

While there is no standard contract (as you might find for a house sale), a purchase and sale
agreement generally includes the following:

Elements of the deal

Your notes

The price to be paid
Form of payment, e.g. cash,
shares, future payments.
Assets and liabilities being acquired,
both tangible and intangible, such as
trade names, licences and contacts.

Representations and warranties
Both buyer and seller acknowledge
their legal rights to enter into such a
transaction as contemplated by the
purchase and sale agreement.
Buyer will demand that seller acknowledge or
represent a number of other critical factors
upon which he or she has made his investment
decision, such as: financial statements,
all licences and contracts are transferable
and valid, all legal proceedings against the
company have been noted in a schedule and
no other liabilities remain undisclosed.
Other agreements between parties
Employment agreements
Supply agreements
Lease agreements
Debt subordination agreements
Non-competition agreements
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Table 11:

continued

Elements of the deal
Indemnities
Most buyers will demand that the seller protect
them from lawsuits and other litigation that
might arise from the company’s past practices.
Other types of indemnification include protection
against misrepresentation or omission of
critical information, particularly as it relates
to a representations and warranties above.

Conditions to close
Buyer’s out: (in)ability to raise acceptable
financing, completion of final due diligence,
receipt of a clean environmental audit
Seller’s out: board of directors’ approval and
acceptable terms of an employment agreement
(which may or may not be completed).

Schedules
The schedules disclose all known information
on various issues such as outstanding
litigation, corporate obligations to retired
employees and other contingent liabilities.
These may also include detailed listings of
all personnel, equipment, patents, notes
payable, union agreements and more.
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Your notes

10

Managing wealth to
secure your future

The challenge of managing the large sum of money from the sale of a business may be daunting.
For some owners, the sale of their business and the resulting liquidity may, in fact, translate into
a source of new problems for the family. Many people do not fully realize the implications and the
amount of time required to effectively manage their wealth.
This chapter discusses the process of
analyzing the financial picture, managing an
investment portfolio, developing a financial plan
for retirement and estate planning to provide
financial security for your beneficiaries.

Finding the right approach for
managing your wealth
In the “post business owner” or retirement
phase, it is important to carefully
consider three key factors before you
make any decisions about whether you
will manage your wealth with or without
the assistance of financial advisors:
• Your own financial expertise;
• The complexity of your personal
financial situation; and
• The time and effort required
to manage the process.

The role of a financial advisor
You may have been working with a financial
advisor for many years or you may have only
recently decided that you need assistance
to help you achieve your financial goals.
While you can try it on your own, you
increase the likelihood of actually reaching
your financial destination when you partner
with a specialist who has the skills and

experience to get you where you want to
go. Do not leave your selection to chance.
Make appointments with two or three
advisors who you have selected on the
basis of referrals from trusted colleagues,
recommendations from other professionals
or through your own research. Table 12, at
the end of this chapter, will help you decide
on the right financial advisor for you.

Developing your financial plan
From a financial planning point of view, it is
important to make some decisions about
how long the proceeds of your business
must last. This is called your “investment
horizon” and it can be long or short. To some
extent, some reasonable assumptions can
be made with statistical “probabilities”, but
no one can make a definitive determination
of how long an individual’s future will be.

Setting the course for
your financial future
As you plan your financial strategies
for maintaining your lifestyle after
your exit from the business:
• Establish a timeline with the various
financial target dates required
by your personal goals.
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• Document your target dates.
• Determine how much you will need to
contribute to your investment funds to
achieve your targeted outcomes.
• Factor in realistic projections of the
expected returns over time.
• Work with your financial advisor to
construct an investment portfolio that
balances the risk you are prepared to
take with the potential for solid returns.

“

Be sure to discuss
the income tax
implications of
your retirement
planning with
your tax specialist
to ensure your
investment portfolio
is tax efficient.
Summary

”

Estate planning is a critical component
Estate planning may not be high on most
people’s list of priorities. However, it is
a critical process that will protect your
legacy and make financial provisions
for family members and others who
may rely on you in the event you die or
are incapacitated. It is something to do
now, not some time in the future.
An effective estate plan considers two
areas: the financial component and the
administrative component. The financial
component deals with the assets that you
have and whether they will be sufficient to
provide for your beneficiaries once they are
distributed. It is part of the estate planning
process that deals with wills, powers of
attorney, insurance coverage, trusts and
other means to distribute and manage
assets as discussed in Chapter 9.
The administrative component deals with
the business in the event you should die
while you are the owner of a business or
for some reason are incapacitated. In this
instance, the estate plan addresses the
transition of ownership and management of
the business, as well as deals with a variety
of tax and legal issues. For these reasons, it
is important to ensure that your succession
plan and your estate plan are harmonized.

You have planned your succession. The investment you made in preparing has paid
off but the challenge of managing the large sum of money you have realized from
the sale of your business may be daunting. It could also translate into a source
of new problems for the family. As you have developed a strategic plan for your
business with the help of trusted advisors, setting up a financial plan that will
maintain your lifestyle after your exit requires outside help. It is all about finding
the right investment strategy to manage your wealth.

Potential resources
• Financial planner
• Insurance broker
• CFIB members can always contact our member services counselors free of charge.
The counselors can help you find the resources you need.
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Table 12:

choosing the right financial advisor

Accreditation
Is your advisor accredited?
Does he or she keep up-to-date
through ongoing training?
Check the walls of their office for
credentials or ask to see them.

Experience
Does your advisor have experience in
dealing with customers like you?
Does your advisor work as a part of a team that
represents a range of expertise and experience?

Specialization
Does your advisor have access to specialists
who deal with research, legal and tax issues,
and insurance and estate matters?

Compensation
Do you understand how your financial
advisor will be compensated?
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Contributors
Scotiabank
Scotiabank is a believer in the Succession Planning Toolkit because
we recognize the growing need of small business owners to consider
succession planning for their business. Planning early for change can
help to ensure the ongoing success and operation of a small business.
Scotiabank wants to be the bank of choice for small business owners.
A large part of our success relies on the accomplishment of our small
business customers, and we want to do everything we can to help them.
This guide is adapted from the Succession Planning Toolkit for Business Owners, published by CICA in
collaboration with Fasken Martineau and PricewaterhouseCoopers. The toolkit is available at:
www.knotia.ca/store/businessowner.

The Canadian Institute of Chartered Accountants
The CICA, together with the CA institutes/ordre, represents approximately
71,000 CAs and 9,500 students in Canada and Bermuda. The CICA
conducts research into current business issues and supports the setting
of accounting, auditing and assurance standards for business, not-forprofit organizations and government. It issues guidance on control and
governance, publishes professional literature, develops continuing education
programs and represents the CA profession nationally and internationally.

PricewaterhouseCoopers
At PwC, over 65% of all our Canadian clients are private companies. We
are committed to the needs of the thousands of Canadian businesses that
are facing succession issues. In recognition of this need, we established
the PwC Centre for Entrepreneurs and Family Business in 1998. The
Centre helps business owners clarify their goals, develop a clear road map
for success and implement solutions to meet their objectives for both
today and for years to come. Our facilitators work with entrepreneurs and
families in business to address succession and estate planning issues
as well as other family, business and ownership issues. Our approach
is founded on fostering harmony, opening lines of communication and
building trust – the key elements to connecting family and business.

Fasken Martineau
Fasken Martineau, which ranks among the four largest law firms in Canada
(LEXPERT’s 2006 Guide to the Leading 500 Lawyers in Canada), is a leading
Canadian business law and litigation firm. With acknowledged expertise
in business succession planning and wealth management, our firm’s
broad-based practice is focused on understanding the circumstances and
desires of a property owner as they relate to the tenure and transfer of his
or her property, and proposing plans of organization which will maximize
the ability to achieve the wishes of our clients in a tax-effective manner.
Fasken Martineau has offices in Vancouver, Calgary, Toronto, Montréal
and Québec City, as well as in New York, London, and Johannesburg.

Conclusion
At its best, your business has provided a
fulfilling dimension to your life. Your hard
work and dedication have created a personal
legacy. Planning to achieve the financial
outcomes that are important to you will ensure
your legacy secures your future and the future
of those who depend on you. Further, like most
entrepreneurs, you care about your community
and your employees. By doing a proper
succession plan, you have maximized the
chances of survival and prosperity of your
business, your community and that of
Canada as a whole.
Now it’s time for your story – wherever you
are in the process. We hope this book and
the accompanying tables have encouraged
you to launch your own succession planning
journey. There’s no time like the present!

Investing in your future

Building a succession plan
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