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Seventy per cent of Canada’s private company business owners plan to sell or pass their business on in the next few
years.! This article highlights the importance of succession planning for business owners and provides considerations

for establishing an effective succession plan.

However, the majority do not have a formal plan to exit
their business or preserve the continuity of the business
upon retirement. As business owners look to retirement,
decisions about when and how to retire will have a
significant impact on their personal financial situations and
the future of their businesses.

As a business owner, you invest time, energy, resources, and
often your own funds to establish and grow your business.
You'll want to apply the same care and diligence to prepare
for what happens to your business after you leave it. When
thinking about your retirement, ask yourself: If you sell your
business, at what price? Will the children continue to run

it, or someone else? What will happen to your employees?
Who will service reqular customers? These are important
questions that are often overlooked, yet they form the basis
of a formal succession plan. Succession planning defines and
articulates a vision of the future for your business and your
family and allows stakeholders to achieve favourable and
desired outcomes.

Lack of succession planning by business owners?

8%

No plan in place
Informal plan in place (i.e, unwritten)
M rormal, written plan in place
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Planning continues to be a key driver of success

Developing a formal succession plan may take years, therefore
it's beneficial to start your decision-making early to ensure
yourself a smooth transition into retirement and continuity

of the business for your employees and customers. Business
succession planning involves knowing the value of your
business, identifying potential purchasers both inside and
outside of your company, and determining the best time to
sell. Moreover, it helps you identify the options available to
you when you make the transition out of your business.

As a business owner, you may have a significant amount of
your financial assets invested in your business. It is important
to consider whether you have other financial assets, or if your
business will be your primary source of retirement funding.

In deciding to pass your business to a family member, you
should discuss the matter well in advance of your retirement.
The individual you have in mind to take over may not have
the required skills or even the desire to run the business.
However, if you are selling your business to a competitor or

a partner, or bringing on a new employee whom you plan to
have take over the business, it would be in your best interest
to extract maximum value from the sale of your business.

Business exit strategies

There are financial and tax strategies you can incorporate into
your succession plan to ensure the most profitable exit from
a business. For instance, if you plan to transfer your business
to family members, you may consider an estate freeze, which
allows you to retain an interest in the business that can
generate retirement income for you, while passing any future
growth in the value of the business to the next generation.

If the business is incorporated, you can potentially claim

a capital gains exemption of $913,630 in 2022 when you
dispose of the shares, resulting in considerable savings.

10F2



Succession Planning is Key for Business Owners

October 2022

There are additional strategies for maximizing your retirement
income from your business. For example, you may consider
establishing an Individual Pension Plan (“IPP”) or a Retirement
Compensation Arrangement (“RCA”). There are also tax-
efficient and cost-effective insurance strategies designed to
generate supplementary retirement income while preserving
money for your heirs. Another option is to remain as a
consultant for your business.

Lack of planning can have a negative impact on your
retirement income, causing you to miss the opportunities
available by exploring lucrative and rewarding options that
maximize all the potential benefits.

Key questions to address when retiring from your
business

1. When am | planning to retire?
2. Who will I choose to take over my business?

3. What significance does the business have on my family
and myself?

4. How much time do I require to groom my successor?

5. Can one of my children take over my business? How will
this decision affect the rest of my family?

6. Will I still play a role in my business post-retirement?
7. What is the fair market value of my business?

8. Do | know what my retirement income needs are and if |
have enough to maintain my lifestyle?

9. Have | spoken to my tax advisor to understand the possible
tax strategies available, when the transition occurs?
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" Source: PwC Canada, https://www.pwc.com/ca/en/private-company/once-in-a-lifetime.html

Seek advice

If you are a business owner contemplating a sale or transfer of
your business, setting your goals, vision, and exit plan early is
critical for success.

Establishing a succession plan is a complex and meticulous
process. A BMO Business Advisory and Transition Planning

specialist can be a trusted partner in helping you navigate
from planning to executing the ultimate sale or transfer.

For more information, please speak with your BMO
financial professional.

2 Source: Canadian Federation of Independent Business, https://www.cfib-fcei.ca/sites/default/files/2018-11/Getting-the-transition-right-succession- planning-report.pdf

BMO Private Wealth provides this publication for informational purposes only and it is not and should not be construed as professional advice to any individual. The information contained in
this publication is based on material believed to be reliable at the time of publication, but BMO Private Wealth cannot guarantee the information is accurate or complete. Individuals should
contact their BMO representative for professional advice regarding their personal circumstances and/or financial position. The comments included in this publication are not intended to be a
definitive analysis of tax applicability or trust and estates law. The comments are general in nature and professional advice regarding an individual’s particular tax position should be obtained

in respect of any person’s specific circumstances.

BMO Private Wealth is a brand name for a business group consisting of Bank of Montreal and certain of its affiliates in providing private wealth management products and services. Not all
products and services are offered by all legal entities within BMO Private Wealth. Banking services are offered through Bank of Montreal. Investment management, wealth planning, tax
planning, and philanthropy planning services are offered through BMO Nesbitt Burns Inc. and BMO Private Investment Counsel Inc. If you are already a client of BMO Nesbitt Burns Inc., please
contact your Investment Advisor for more information. An insurance policy should be accompanied by an illustration. Insurance services and products are offered through BMO Estate Insurance
Advisory Services Inc., a wholly-owned subsidiary of BMO Nesbitt Burns Inc. Estate, trust, and custodial services are offered through BMO Trust Company. BMO Private Wealth legal entities do

not offer tax advice. BMO Trust Company and BMO Bank of Montreal are Members of CDIC.
© Registered trademark of Bank of Montreal, used under license.

All rights are reserved. No part of this publication may be reproduced in any form, or referred to in any other publication, without the express written permission of BMO Private Wealth.

20F2

107245 (10/22)





