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Introduction

Welcome, esteemed business owners and
entrepreneurs!

I’'m Scott Syrja, the Executive Financial
Consultant of Syrja & Associates Private
Wealth Management. Our firm specializes in
providing tailored wealth management
services designed to meet the unique and
often complex needs of business owners,
startup founders, and angel investors/venture
fund managers.

In today’s fast-paced and ever-changing
business world, strategic wealth management
is more critical than ever. As someone deeply
involved in private wealth space, | understand
the many challenges you face—whether it's
managing corporate finances, planning for
growth, or navigating the complexities of
personal and business assets.

At Syrja & Associates, our mission is to
empower you with the financial strategies and
tools necessary to achieve both your business
and personal financial goals. We believe in a
holistic approach that seamlessly integrates
your professional objectives with your
personal dreams, ensuring you can achieve
both business success and personal
prosperity.

Our firm proudly serves over 350 families
across the Greater Toronto Area, many of
whom are business owners preparing for an
exit or who have recently completed one. This
experience provides us with a deep
understanding of the specific needs and
concerns that arise during these significant
transitions — as well as providing guidance
into retirement from full-time day-to-day
work.
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In this guide, you will find comprehensive
insights and expert advice on critical topics,
including:

* Corporate Tax Planning: Implementing
strategies to minimize tax liabilities and
optimize after-tax income, enhancing the
financial efficiency of your business
operations.

* Family Trusts: Establishing and managing
family trusts to protect and grow your
wealth while ensuring it benefits future
generations in a structured and tax-efficient
manner.

* Estate Freezes & Will Planning: Utilizing
estate freezes to lock in the current value of
your estate for tax purposes and
comprehensive will planning to ensure your
legacy is preserved and your assets are
distributed according to your wishes.

* Preparing for a Sale: Strategic preparation
for selling your business, including
valuation, enhancing business
attractiveness to potential buyers, and
structuring the sale to maximize financial
outcomes.

My experience working closely with business
owners and entrepreneurs has shown me the
immense value of having a trusted advisor by
your side. This guide aims to share the
knowledge and expertise that can help you
make informed decisions, optimize your
financial position, and ultimately achieve your
vision of success.

Thank you for joining me on this journey. If
you're ready to unlock the full potential of
your business and personal wealth, contact us
today to schedule a consultation. Let's work
together to create a prosperous future for you
and your family.
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Business owners sometimes say, “My business is not complex or big enough to warrant
a tax and estate plan.” But quite often this is not the case —when a plan is implemented,
its value is maximized even before it is truly needed. Think about it. If we do not worry
about creditor protection until there is a known creditor threatening to sue, or we do not
plan for the succession of the business until there is a medical emergency, fewer
planning opportunities may be available.

Having a plan in place today can help ensure that your

assets are protected, your business carries on
profitably, and your wealth potential is maximized.

Planning within a corporate structure

A tax and estate plan is just that, a plan! Without proper planning, good intentions are often just not enough. You,
as a business owner, have put significant time, resources, and effort into making your business successful. So how
do you proceed with protecting that value? A proper tax and estate plan works with you and your business
throughout its life cycle to ensure you are maximizing wealth and minimizing taxes, both now and in the future.

A business can be operated using three types of structure: sole proprietorship, partnership, and corporation.
Tax and estate planning affects all business owners, but, as most profitable businesses are incorporated, we
will focus on tax and estate planning considerations within a corporate structure. These include income
splitting, creditor protection, and succession planning.

Income splitting

Directing income from your business to members of the family who participate in the business can be an
effective strategy for reducing the family’s overall tax bill.

If you extract additional cash from the corporation, that income is taxed in your hands, typically at the higher
marginal tax rates. Paying a salary to a member of your family may be an option, but there are restrictions. Salaries
paid to a principal shareholder who also manages the business (commonly referred to as an “owner-manager”) are
not subject to reasonability tests, but salaries paid to members of the owner-manager’s family are — meaning that
you can only pay a salary for work performed, and the salary has to be reasonable compared to a salary you would
pay to a non-family member. This can limit the ability to income split your family.
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However, if the owner-manager’s spouse and children are shareholders of the corporation, or beneficiaries of a
family trust that owns shares, they can receive dividends from the corporation, and those distributions would not
be subject to the Canada Revenue Agency’s (CRA) reasonability tests applicable to salaries. Provided the spouse or
adult children work on average at least 20 hours per week in the business, the dividends will be taxed in their
hands, often at a marginal tax rate significantly less than the owner-manager’s. As of January 1, 2018, expanded
rules on split income have made income-splitting with family members more complex. Understanding these rules is
important because when family is actively involved in the business, it is important to contemplate income splitting
opportunities when setting up or reorganizing the corporate structure.

Ideally, the company’s articles of incorporation should allow for multiple classes of common and preferred shares
for added flexibility in the paying of a dividend to one shareholder versus another. Income splitting share
structures allow you to financially assist your actively involved family, without you paying significantly more in
taxes. Note that the tax on split income continues to discourage the distribution of dividends from a private
corporation to or for the benefit of related persons who will not attain the age of 18 in the year of payment,
regardless of their involvement in the business.

Family trusts and their use in the corporate structure

Often the idea of income splitting conflicts with the notion of having family members as direct shareholders of
the corporation. A family trust can be a great way to limit direct control over the shares of the corporation, while
still providing a potential opportunity to income split with family members. It is a relationship created by a settlor
with trustees to hold and manage property for the benefit of the beneficiaries of the trust. The trustees make
the day-to-day decisions about the affairs of the trust, keeping the beneficiaries’ interests in mind.

When a trust is being established to hold and manage shares of a private business, the settlor is typically a friend
or relative to whom the owner-manager makes a small gift that is necessary for the legal creation of the trust.
Settling the trust in this manner allows the owner-manager to be a trustee of the trust, as well as a beneficiary
together with other members of the owner-manager’s family. Being a trustee provides the owner-manager with
a say over the trust’s assets (which would include the shares of the operating company).

Family trusts are typically introduced as part of an “estate freeze,” allowing the trust to subscribe to common
shares of the operating company at a nominal cost. Most family trusts are discretionary in nature, meaning that any
distributions of income and capital to the beneficiaries are at the discretion of the trustees.

This flexibility allows dividends received by the trust to be allocated only to those family members who the
trustees believe require the funds. The trustees can also use the trust funds to pay for expenses that benefit one
beneficiary over another. If the trust is no longer required or beneficial, the shares can generally be transferred to
capital beneficiaries on a tax-deferred basis.
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Family trusts and multiple
capital gains exemptions

If an owner-manager is the sole shareholder of a profitable, qualified, Family trusts are all
small business corporation and is able to sell those shares, the resulting o

capital gain realized on the sale may be sheltered by the lifetime capital about flexibility and
gains exemption (LCGE), which is $971,190 in 2023. However, if the control.
value of the business exceeds the capital gains exemption available, a

Trusts allow the present
portion of the sale of the shares will be taxable to the owner-manager. P

generation of owners to
One of the benefits of having shares of a qualified small business

corporation held by a family trust is that the family trust can allocate a
capital gain resulting from the sale of the shares to multiple next generation will benefit
beneficiaries, including minor children. Those beneficiaries can use
their LCGE to reduce or eliminate the taxes payable on the capital gain.
If a capital gain of $3.8 million is realized on the sale of shares and that created in the business.
gain is allocated equally to four beneficiaries of the trust, no tax

should be payable if each beneficiary has their full LCGE available.

determine if and how the

from the income and value
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Tax planning for professionals

Corporations will not shield a professionals from liability for their professional advice and service.
However, as with other forms of business, there are significant tax advantages to incorporating a
profitable professional practice. Low corporate tax rates can allow business debt to be repaid faster
and create the opportunity for enhanced retirement savings.

Corporations are also used to facilitate income splitting with members of the professional’s family.
It's important to note though that in the provinces of Alberta, Ontario, and Newfoundland, laws
governing most of the professions prevent shares of a professional corporation from being owned by
family trusts and holding corporations. While the restrictions in these provinces, as well as new
restrictions imposed by the expanded tax on split-income provisions, make planning more challenging,
corporations may still be a valuable tax-planning tool.

Does your corporation have multiple classes of shares, allowing the
directors to sprinkle dividends in varying amounts among your actively
involved family to maximize your after-tax family income?

Creditor protection

There are two types of creditors: known and unknown. Your bank, credit card company, and supply
vendors are all known creditors and are part of normal business operations. It is the unforeseen creditor
that leaves the profits of a business vulnerable.

Creditor protection essentially involves the removal of excess corporate profit out of the
operating company so it is protected from unforeseen creditors.

If the shareholders do not need the excess cash, the withdrawal of the funds personally would
defeat the tax deferral of the corporate structure —in this situation, a holding company is the
solution.

Unlike dividends distributed to an individual shareholder, tax paid income can generally be paid as a

dividend tax-free to a holding company. A holding company is a separate corporation, and as such, if
the operating company (Opco) is sued, the assets of the holding company (Holdco) typically remain

protected.

BUSINESS OWNERS GUIDE | 8



I PRIVATE WEALTH SYRIJA
MANAGEMENT & ASSOCIATES

COMMON SHARES

OWNER/

MANAGER

PREFERENCE SHARES

Once the cash is in the Holdco, there are a number of options, such as it being invested for  the
future (often retirement) or used to pay insurance premiums. If Opco needs the cash for operations,
creditor protection can still be accomplished. In this case, Holdco lends the money

back and attaches a general security agreement to the promissory note issued by Opco. Holdco then
becomes a secured creditor ahead of unforeseen unsecured creditors. This allows the cash to be
utilized by Opco in its operations, but the value of the dividend originally paid still remains protected
as though the cash remained in Holdco.

Holding companies can sometimes function like a bank when a business becomes self-financing.
Profits can be distributed tax-free to the holding company and then loaned back to the operating
company under a general security agreement —just like a bank would do — protecting the value you
have built in your business.

A holding company is usually not put in place until the operating company is successful, as it can be
costly to maintain if there are no earnings to protect. It is never too late to add a holding company to
the corporate structure.

Often an election under subsection 85(1) of the Income Tax Act is utilized to transfer the
individual’s shares of the Opco to a Holdco on a tax-deferred basis, resulting in the individual
holding shares of Holdco instead of Opco. This structure can be suitable if it is unlikely the shares
of the operating company will ever be sold. But if a share sale is probable, better alternatives exist.
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Alternate organizational structure — a better mousetrap

A structure being used more than ever by owner-managers is one under which the common shares of
the operating company are held by a family trust, and the beneficiaries of the trust include a holding
company (typically owned by the owner-manager and their spouse).

In any year where the operating company’s profits are not required for distribution to individual
beneficiaries of the trust, the trust can allocate the income to the corporate beneficiary (Holdco).
Holdco receives the income tax-free as an inter-corporate dividend and can use the funds for
investment purposes.

With this structure, not only do you ensure profits are protected from unsecured creditors, but since
excess cash can be removed from the operating company to Holdco with ease, the operating company
shares remain eligible for the lifetime capital gains exemption.

Recent legislative changes have made creditor-protection strategies more complex. Consultation with
your professional tax advisors is imperative prior to the payment of dividends to a holding company to
ensure that any dividend paid to a connected corporation maintains its non-taxable status.
Additionally, new rules on passive income can result in a loss of the small business deduction limit for
corporations operating an active business. Therefore,

it is important to consult with your professional tax advisor to determine whether retaining

passive assets in your corporate structure works for you.
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Succession planning
and estate freezes

A key aspect of estate planning is asking: How does the business pass to the next
generation? Various considerations are taken into account in deciding if and when to
hand the business over to the next generation.

As part of the planning process, the owner-manager needs to consider if the estate is liable for tax. Upon
death, you are deemed to dispose of any capital property held (which would include shares of the operating
company) at fair market value. If there are accrued gains on that capital property, the estate may have taxes
payable (assuming LCGE is not available or sufficient). Hence, the owner-manager should always be aware of
the value of the estate and the associated tax consequences and, when that value is significant, consider the
need for an estate freeze.

An estate freeze is a mechanism whereby the value created to date is “frozen” in the form

of fixed-value preferred shares, and the next generation then becomes the new common shareholders. This
allows for all future value (and the applicable tax liability) to move from the owner-manager to the next
generation. There are multiple ways to accomplish an estate freeze.

The questions for the owner-manager then become: How much value is enough? And how do | limit my estate
tax liability while still maintaining control of the company, if the next generation has not yet proven itself in the
business? The following summarizes three of the many options available to the owner-manager to accomplish an
estate freeze and bring in the next generation.
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COMPLETE FREEZE
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PARTIAL FREEZE

COMPLETE FREEZE
WITH A FAMILY TRUST

e Owner-manager

exchanges their common

shares for fixed-value
preferred shares

e Next generation or key
personnel subscribe for
new common shares at a

nominal value

e Future growth attributes
to the new common shares

. Owner—manager can

retain the preferred shares

for dividend income

potential or redeem them

over time for additional
cash flow needs

*  Voting control can stay
with the owner-

manager inthe form of

voting preferred
shares or can
pass to the common
shareholders

Same as complete freeze
except owner-manager
subscribes to a portion of
the new common shares
along with next
generation and/or key
personnel

Future growth
attributes to the new
common shareholders
(owner-manager is
still participating in
new growth but is
now sharing among
other shareholders)

Next generation can
learn the business with
the owner-manager, and
everyone is rewarded for
their efforts in the form
of share value

Voting control
typically stays with
the owner-

manager in the form of
voting preferred
shares

Owner-manager
exchanges their
common shares for
fixed-value

preferred shares

Family trust subscribes to
new common shares at a
nominal value

Future growth attributes to
the new common shares

Once the next generation
has proven itself, the trust
can allocate all or a portion
of the common shares to

the benéeficiaries who will
take over the business

Owner-manager can retain
the preferred shares for
dividend income potential or
redeem them over time for
additional cash flow needs

Voting control typically
stays with the owner-

manager in the form of
voting preferred shares

The risk with any estate freeze is freezing too soon. From a wealth

accumulation standpoint, there is a balance between managing estate tax

liability and knowing how much you will need to finance your post-

retirement years. Without a family trust, an estate freeze can be difficult to

undo.
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Family trusts and their use in succession

The family trust separates control of the new common shares, issued post-freeze, from the hands of
the next generation by placing legal ownership with the trustees until the next generation is ready
for the responsibility. The trustees are typically the owner-manager and the owner-manager’s
spouse (or another trusted person), ensuring that important decisions continue to be made by the
owner-manager.

However, if a discretionary family trust (of which the owner-manager is a beneficiary) owns the new
common shares issued as part of the freeze, the trustees can exercise their discretion to transfer some
or all of the new common shares to the owner-manager. Family trusts generally provide a 21-year
planning horizon, as the Income Tax Act will deem the trust to sell its capital property, including
shares, at fair market value on the twenty-first anniversary of the trust. To avoid the tax consequence
of a deemed disposition, immediately prior to the twenty-first anniversary the trustees will typically
exercise their authority to transfer the common shares to beneficiaries, in whatever allocation the
trustees consider appropriate.

Transfers of shares and other capital property from the trust generally occur at cost, thereby
deferring tax. The shares held in the family trust can be transferred to the beneficiaries at any time
and can be slowly distributed to the next generation as it demonstrates an ability to become
shareholders. However, the desire to protect the company’s shares from potential marital property
claims made against the next generation often results in the trust maintaining control over the shares
for as long as possible.

When should you consider an estate freeze?

THE VALUE OF YOUR BUSINESS IS SUCH THAT THE GAIN ON YOUR SHARES
EXCEEDS YOUR AVAILABLE LIFETIME CAPITAL GAINS EXEMPTION

YOU ANTICIPATE YOUR BUSINESS WILL CONTINUE TO
GROW IN VALUE

THERE IS A GOOD POSSIBILITY THAT IN THE FUTURE YOU WILL EITHER SELL THE
SHARES OF YOUR BUSINESS OR PASS YOUR BUSINESS ON TO ONE OR MORE OF
YOUR CHILDREN
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Post-freeze considerations

When the owner-manager has properly implemented an estate freeze, and the next generation
has taken over, the next step can be to slowly eliminate the frozen shares (sometimes known as a
wasting freeze). The fixed-value preferred shares can be systematically redeemed to provide the
owner-manager and their spouse with a retirement income for the remainder of their life.

The wasting freeze is often done at a rate to maximize the use of lower income brackets and at the
same time to avoid the claw-back of Old Age Security (OAS). Ideally, the wasting freeze can provide
the right level of income for the owner-manager’s lifestyle requirements during their remaining
lifetime and reduce the overall tax liability resulting from death.

What if | decide to sell my business?

An added benefit of an estate freeze is the multiplication of the lifetime capital gains exemption,
which can be accomplished even when the shares are held within a discretionary family trust. If the
trust realizes a capital gain on the sale of shares, the trustees decide the portion of the proceeds, if any,
to distribute to a particular beneficiary. Any portion of the taxable gain from the sale of qualifying
small business corporation shares distributed to a beneficiary retains its character, allowing the
beneficiary to utilize their personal lifetime capital gains exemption.

Benefits of an estate freeze with a discretionary family trust

IT LIMITS THE IT MULTIPLIES IT ALLOWS CURRENT
EXPOSURE OF THE LIFETIME INCOME BUSINESS
THE CURRENT CAPITAL GAINS SPLITTING WITH OWNERS
GENERATION TO EXEMPTION BENEFICIARIES REMAIN IN
TAX ON DEATH 18 YEARS CONTROL AND
OF AGE OR CAN DEFER TO
OLDER WHO A MUCH LATER
ARE ACTIVELY DATE DECISIONS
INVOLVED IN REGARDING
THE BUSINESS THE EVENTUAL
OWNERSHIP OF
THE BUSINESS
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Planning your will

A properly drafted will is one of the key documents used to ensure that your intentions and wishes
are carried out upon your death. The will is also a key component of succession planning. As a business
owner, you have a wide range of issues to consider when preparing a will.

Are there children who will take over the family business? Are there children who will not be
involved in the family business? The answer to these two questions can have a significant impact on
the distribution of estate assets. Often the business is the asset with the greatest value. If the will is
drafted in such a way that all children receive a proportionate share of assets, all children will end up
owning shares in the company.

When only certain children are actively engaged in the business and contributing to its success, this
can often lead to conflict. However, if only certain children inherit shares of the company, the estate
distribution can be unbalanced. Additionally, if there is a surviving spouse, how does he or she factor
into the succession plan, particularly in a second marriage? Does he or she control the company? What
if the company is the only source of income for the surviving spouse? The tax consequences of death
will also be accelerated if shares pass to children immediately on the owner-manager’s death.

These issues may seem insurmountable, but through coordinated planning that utilizes trusts within
the will, and shareholders agreements and life insurance to fund any deficiencies, fair and cost-
effective solutions can be found.
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Trusts created upon death

You have carefully built a successful business and you want that wealth to be protected even after you have
passed away. Testamentary trusts created as a result of death can be a way to control assets and wealth
post-death, ensuring that beneficiaries are protected and assets are ultimately distributed according to your
wishes.

SOME OF THE COMMONLY USED TRUSTS INCLUDE:

Spousal trust

This type of trust is often used in blended family situations where the owner-manager wants their spouse to
still have income and possible access to certain assets during the spouse’s lifetime, but does not want those
assets to become part of the spouse’s estate. If the assets were to form part of the spouse’s estate, they would
be distributed according to his the spouse’s will and could pass to persons not of the business owner’s
choosing.

If the business owner has children from a prior relationship, the owner may want to ensure that the assets
ultimately pass to those specific children. A spousal trust allows the surviving spouse to have access to the
income from the assets held in the spousal trust during his or her lifetime —but upon his or her death, the
assets are distributed to the beneficiaries identified under the terms of the business owner’s will.

s %W
3

N R
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Disability trusts

If a child of an owner-manager suffers from a disability, a qualified disability trust allows for funds to be held
in the trust, which can preserve the child’s ability to be eligible for social assistance. Additionally, the trust
ensures that the disabled child’s wealth is controlled by trustees of the parent’s choosing, reducing the risk
that the child will be taken advantage of or their inheritance depleted.

Trusts for young beneficiaries

Often the thought of a young beneficiary receiving a large sum of money or shares of a corporation causes
apprehension for an owner-manager. If there is concern that the individual may not be capable of handling the
money until they are more mature, the inheritance can be held by the trust for the benefit of that individual,
typically until they reach an age the owner- manager has determined is appropriate. The trust funds may be
used to provide an income with assets being distributed in stages, allowing the young beneficiary to gradually
achieve greater levels of responsibility with respect to the inheritance.

Discretionary family trust established by a will

If the source of funding for the trust will not include the shares of a private corporation but will come from
insurance proceeds, portfolio investments, or from the sale of estate assets, a discretionary family trust
established in the will can provide tax savings to assist your children — particularly in regard to expenses for
their own children.

Typically, your children would be the trustees and can direct that trust income to fund expenses like private
schooling, sport registration fees, music lessons, and post-secondary education for your grandchildren. This will
allow the income to be allocated to, and taxed in, the hands of your grandchildren, even if they are minors, often
resulting in little or no tax payable. This type of trust can also be an effective way to ensure assets are not at risk
to marital property claimsin the event of a divorce or separation.

Powers of Attorney

As part of the estate planning process, you need to ensure that a person or persons of your
choosing can manage your financial affairs if you are not capable of doing so while still living. A
power of attorney is a document under which this type of authorization is granted.

There are many different ways a power of attorney can be drafted, and powers may be broad or
very specific with respect to certain assets or be limited in their duration. The provincial laws
governing this type of document vary within Canada. If the owner-manager is still an owner

of the business at the time the power of attorney is in effect, the attorney appointed generally has
the power to vote the owner-manager’s shares, but restrictions may be imposed under a
shareholders’ agreement, and additional steps will be required to allow the attorney to act in the
owner-manager’'s capacity within the company.
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Valuing For Your Business

A business valuation is a process of
determining the economic value of a
business or business unit. The goal is
to create a fair, unbiased estimate of
the company’s value that the owner
can use in business sale negotiations.

Valuation methods

There are several ways to value a business; the best
method depends on your situation. Here are three
standard methods:

Asset-based approach: This method calculates the
value of all assets minus the total of its liabilities.
It's often used for businesses with significant
physical assets, like real estate or manufacturing
equipment.

Income approach: The income or earning value
approach is based on the idea that a business’s value
lies in its ability to produce wealth in the future. The
most common method here is the discounted cash
flow (DCF) analysis, which involves forecasting the
business’s future cash flows and discounting them to
present value.

Market approach: This method values a business
based on how similar companies are valued in the
marketplace. Comparable business sales, or “comps,”
are used to estimate the value of your business.
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Understand the factors
that influence value

Several factors can influence your business'’s value, including:

Financial performance: A history of profitable operations can
significantly increase your business’s value.

Industry trends: Businesses in growing industries are often worth
more than those in stagnant or declining industries.

Market position: A strong market position, high brand recognition,
or a unique selling proposition can enhance your business’s value.

Customer base: A diverse customer base with recurring revenue is a
positive factor.

Employee skills and knowledge: A skilled, knowledgeable,
and stable workforce is an asset.

Preparing for valuation

Before the valuation, you must assemble various documents, including
financial statements, details of physical assets, information about
employees and customers, and any legal documents such as contracts
and leases.

Use the valuation as a tool

Remember, business valuation is not just for selling; it’s a tool that can
identify strengths and weaknesses in your business, informing your
strategy and helping you grow your business’s value over time.

Hire a professional

Given the complexity of business valuations, hiring a professional is
wise. They have the expertise to consider all the variables that can
impact your business’s value, including industry trends, market
conditions, and the value of your assets.

Valuing a business is a complex but necessary process when preparing
for a sale. By understanding valuation methods and the factors that
influence value, and working with a professional, you can ensure an
accurate and fair valuation of your business. Combined with a solid sales
process, this will help you achieve the best possible outcome.
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The art of valuing your business:
Methods and considerations

When it comes to selling a business, one of the most crucial steps is determining
the value of your enterprise. Accurately valuing a business is both an art and a
science, involving quantitative methods, strategic considerations, and market
factors.

|dentifying potential successors

Several standard methods are used to value a business, each with its strengths and
weaknesses. The most suitable method for your business will depend on its size, industry, and
specific circumstances.

Earnings Multiplier Method: This approach uses a business’s earnings, typically its EBITDA (Earnings
Before Interest, Taxes, Depreciation, and Amortization), and multiplies it by an industry-specific
multiplier. It provides a relatively straightforward valuation but relies heavily on the predictability of
future earnings.

Net Asset Value Method: This method values a business based on the net value of its assets. It's
often used for companies with significant tangible assets, like real estate or equipment, but it
may undervalue businesses with substantial intangible assets or growth potential.

Discounted Cash Flow (DCF) Method: DCF analysis values a business based on the present value of
its projected future cash flows. This method can capture the value of future growth but is highly
sensitive to assumptions about long-term growth rates and discount rates.
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Factors Affecting Business Valuation

Many factors can influence the value of a business, some of
which may be specific to your industry or location. Here are a
few key considerations:

Financial Performance:

A business’s past financial performance and future
earning potential are typically the most significant drivers
of its value. Profitability, revenue growth, cash flow
stability, and financial management efficiency all factor
into this.

Market Conditions:

The state of the economy and the specific market in which
the business operates can significantly influence its value.
Demand for businesses in your industry, competition, and
overall economic health are essential factors.

Assets:

Tangible assets (like property and equipment) and intangible
assets (like trademarks, patents, and customer relationships)
can add to a business’s value.

Dependence on the Owner:

If the business’s success heavily depends on the owner’s
skills, relationships, or knowledge, this could decrease its
value to potential buyers.

In conclusion, valuing a business is a nuanced process that
requires careful analysis and judgment. Selecting the
valuation method that best reflects your business’s unique
circumstances and potential is essential. While this guide
provides a starting point, consider engaging a professional .
business valuator to ensure a comprehensive and accurate
valuation.

4
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Understanding the legal
aspects of selling your business

Selling a business involves intricate legal
considerations that can significantly
impact the transaction’s success. These
aspects must be handled properly to
avoid costly mistakes, potential litigation,
and other complications.

Professional legal counsel

One of the first steps you should take when
considering selling your business is to engage a
lawyer experienced in business transactions.
They can guide you through the legal intricacies
of the sale, help prepare necessary documents,
and negotiate terms on your behalf.

Preparing for due diligence

Due diligence is a crucial part of any business sale.
It's the process whereby the potential buyer
reviews your business’s financial records, contracts,
assets, liabilities, and legal matters to confirm what
you've told them and identify potential risks. You
should be ready to provide access to all relevant
documents.

Confidentiality agreements

Before sharing sensitive information about your
business with potential buyers, it's wise to

have them sign a confidentiality agreement (or
non-disclosure agreement (NDA)). This legal
document protects your proprietary information
from being used against your business interests.

Business valuation and price
agreement

Reaching an agreement on the sale price is critical in
selling your business. Getting a professional to value and
clearly understand how assets, inventory, and
outstanding debts will be handled in the purchase price
is essential.

Closing the deal

The sales agreement is the key legal document in any
business sale. It outlines the terms and conditions of the
deal, including price, payment terms, included assets,
excluded liabilities, and warranties. It's crucial to have
this document reviewed by a lawyer.
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Warranties and representations

As a seller, you'll be expected to provide warranties and representations about various aspects of your
business. These may include affirmations that you have clear title to the assets you're selling, that the company
complies with relevant laws, and that the financial information you've provided is accurate.

Non-compete agreements

Buyers often require sellers to sign a non-compete agreement. This legal document prevents you from starting
a competing business within a particular geographical area for a specified period.

Transition and training period

The sales agreement often includes provisions for the seller’s involvement post-sale, including a transition
period or training for the new owner. The details of this arrangement should be clearly outlined in the sales
agreement.

Closing the sale

The final step of the sale process is the closing, where all the legal documents are signed, and the
payment is made. Understanding your rights and obligations under these final documents is crucial, as any
misunderstandings can lead to legal issues down the line.

Navigating the legal aspects of a business sale can be complex, but it's crucial for a successful transaction.
With legal guidance and thorough preparation, you can mitigate risks and position your business for a smooth
and beneficial sale.
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Tax implications of
selling your business

Selling a business can have significant tax implications for both the seller and the buyer.
Business owners must understand these tax consequences and strategically plan to
minimize the tax burden.

Asset vs. share sale

The way the saleis structured can significantly
impact your tax liability. The two common scenarios
are asset sales and share sales.

Asset sale: In an asset sale, the buyer purchases
specific assets and assumes specific liabilities of the
business. The seller is taxed on the capital gains and
recaptured capital cost allowance that may result
from each asset sold, the tax treatment varies
based on the type of asset. Capital property such as
land will trigger capital gains or losses, depreciable
property such as equipment may result in recaptured
capital cost allowance, whereas the sale of
intangible assets like goodwill may trigger both a
capital gain and recaptured capital cost allowance.

Share sale: In a share sale, the buyer purchases the shares of the company and the seller
realizes a capital gain equal to the difference between the sale price and the adjusted cost
base of the shares. However only one half of the capital gain is taxable. For example, if you
sold the shares of your business for $15,000,000 and your adjusted cost base in the shares
was $5,000,000, your capital gain would be $10,000,000, but the taxable portion of the
capital gain would be only $5,000,000.

The scenario which will provide the best tax result for the seller and purchaser is very fact-
dependent, but generally speaking, sellers prefer to sell shares and prospective purchasers
prefer to acquire assets. From the sellers’ perspective, a share sale will typically generate
capital gains which are tax-preferred, and from the purchasers’ perspective an asset sale
can avoid acquiring unwanted liabilities and allow for enhanced future capital cost
allowance deductions.
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Minimizing tax on a share sale

Capital gains deduction: Shareholders of Canadian-controlled private

The way the sale is

corporations may be able to claim the lifetime capital gains exemption StrUCtured can
significantly impact
your tax liability

if the shares sold meet the definition of qualifying small business
corporation shares. As of 2024, the exemption limit was up to
$1,016,836. For a shareholder in a 50% tax bracket, this translates
into potential tax savings of over $254,000 when the gain on private
company shares equals or exceeds their available exemption limit.
Planning is often necessary years in advance of a sale in order for the
sharesto qualify for the exemption.

Estate freeze: This strategy limits the capital gain attributable to an
owner’s shares in the business by passing future growth to a spouse
or the next generation, thereby limiting the tax liability for the
owner-manager. In an estate freeze, you typically exchange your
common shares for preferred shares, freezing their value at their
current value. Then, new common shares are issued to your successors,
or to a family trust, allowing them to benefit from future growth. This
strategy can be complex and requires professional guidance to
implement properly.

Other considerations

Negotiate the allocation of purchase price: In an asset sale, the buyer
and seller can negotiate the allocation of the purchase price among
the various assets. This can help minimize taxes for both parties. For
instance, where appropriate, allocating more to assets that can be
depreciated (like equipment or software) could provide the buyer
with future tax deductions, while the seller may benefit from a lower
tax rate if the recapture is active business income.

Capital gains reserve: If the proceeds from the sale of shares or
other capital assets are payable over time, a reserve can be
claimed to defer recognition of a portion of the capital gain
realized, generally spreading the taxation of the gain over a
period of up to 5 years.

Establish an Individual Pension Plan: Establishing an Individual
Pension Plan prior to sale can create even larger deductions and tax
savings. For a share sale, these large deductions for IPP past service
contributions can help purify the corporation of passive assets that
may be preventing use of a shareholder’s lifetime capital gains
exemption. Alternatively, these corporate tax deductions can be used
to offset corporate income resulting from an asset sale.
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Navigating the emotional
toll of selling your business

Selling a business can be an emotional journey. Often, entrepreneurs put years of effort,
dedication, and personal sacrifice into building their businesses. It's more than justa
financial asset; it's a significant part of their identity, which makes the decision to sell
emotionally charged.

Acknowledging the emotional impact

The first step in dealing with the emotional toll of selling your business is acknowledging it. You might
experience a range of emotions such as fear, anxiety, sadness, relief, or even excitement. These emotions can arise
from various aspects of the sale process:

Uncertainty about the future: Selling your business can bring about significant life changes. You might be
uncertain about what your life will look like post-sale, what you will do next, or how you will maintain your
sense of purpose.

Loss of identity: As an owner, your business is often intertwined with your personal identity. Selling can feel
like you're losing a part of yourself.

Concern for employees: You might worry about the future of your employees under new ownership.

Attachment to the business: Having put years of effort into building your business, you might feel a strong
emotional attachment to it. Letting go can be challenging.

Having a clear vision for your
life post-sale can alleviate

some of the anxiety and
uncertainty you may be
experiencing
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Strategies for navigating the emotional toll

Recognizing these feelings is important, and there are several strategies that can help you manage the
emotional toll of selling your business:

Seek support

Speak openly about your feelings with trusted individuals: family, friends, or a mental health professional. You
may also find it helpful to speak with other business owners who have gone through a similar experience.

Plan for the future

Having a clear vision for your life post-sale can alleviate some of the anxiety and uncertainty you may be
experiencing. Whether it's retirement, starting a new business, or pursuing a passion project, having a plan can
provide a sense of direction and purpose.

Separate your identity from that of your business

While your business is a significant part of your life, it's essential to remember that it doesn’t define you.
Explore other aspects of your identity outside of your role as a business owner. This could be your roles as a
parent, partner, mentor, or your hobbies and interests.

Ensure a good fit with the buyer

Finding a buyer who shares your values and vision for the business can make the transition easier. This can also
alleviate concerns about the future of your employees.

Be kind to yourself

Remember, it's okay to feel emotional about selling your business. Be patient with yourself and take the time
you need to adjust to this significant change.
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