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Overview

 The Business of Family Business
 Business Succession: Definition, Development, Technical Issues, Soft Issues
 Features and Components of Succession Plan
 The Three Circle Model of Family Business
 Family Business Succession Challenges: The Owner, the Family and the 

Business
 Nitty Gritty: Shareholder Agreements, Powers of Attorney, Wills, Trusts
 Tax Avoidance Strategies: Estate Freeze, Probate Fees, Dividends vs. 

Capital Gains, Income Splitting, Alter Ego and Joint Partner Trusts
 Other Considerations: Cross Border Assets and Family Law 
 Funding Succession
 What Financial Planners Should Communicate to SME Owner Clients
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The Business of Family Business

 75% of businesses in Canada employ fewer than 5 employees;
 Almost 60% of Canadians work for a small or medium size 

business (a small and medium-sized enterprise or SME);
 The SME sector contributes approximately 45% of Canada’s 

economic output;
 According to the Canadian Federation of Independent Business 

(CFIB), 66% of SME owners in Canada plan to exit within the next 
10 years;

 The majority of those intending to leave cited retirement as their 
main reason; and

 In a survey of over 4300 responses, the CFIB found that only 10% 
of SME owners have a formal plan to sell, transfer of wind down 
their business in the future.
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What is a Business Succession Plan?

 A plan to establish the framework for the future 
transfer of ownership and management of the 
business to a chosen successor
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Succession Plan Development

Requires the input of:
 Professional advisors, including financial 

planners, accountants and lawyers;
 Internal stakeholders in the business, such as key 

managers and employees;
 Family members; and
 Successor(s), if already chosen.
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Succession Plan Development: 
the Technical Issues

 Legal transfer of ownership;
 Tax implications of disposing of the business;
 Financing the successor; and
 Division of future profits after the transition.
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Succession Plan Development: 
the Soft Issues

 Identifying long term personal and family goals;
 Communication of each stakeholder’s vision for 

the business (owner, family, employees, 
successor(s) and each individual’s anticipated 
role in the business after succession; and

 Processes for selecting and training the 
successor(s).
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Features of a Well Designed Succession Plan

 Maximizes value to the business owner and family;
 Reduces the potential tax liabilities of transferring the 

ownership;
 Sets a timetable for transfer of ownership to the 

successor, whether a family member, employee or 
outside purchaser;

 Ensures the future financial stability and value of the 
business;

 Contributes to the growth of the business in terms of 
market share, profitability and size; and

 Provides stability for employees.
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Components of a Formal Succession Plan

 Indentify successor(s);
 How will successor be trained;
 Roles of other key managers during transition;
 Mechanics of the transfer of shares and/or assets of the business;
 The distribution of ownership;
 Tax and legal considerations;
 Financial considerations ;
 Retirement considerations;
 Procedure for monitoring the process and dealing with disputes 

and problems; and 
 A timetable.
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The Three Circle Model of Family Business
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The Three Circle Model, cont.

 The Three-Circle Model of the Family Business System was 
developed at Harvard Business School by Renato Tagiuri and 
John Davis in the 1970s. It quickly became, and continues to be, 
the central organizing framework for understanding family 
business systems, used by families, consultants and academics 
worldwide;

 This framework clarifies, in simple graphic terms, the three 
interdependent and overlapping groups that comprise the family 
business system: family, business and ownership; 

 As a result of this overlap, there are seven interest groups present, 
each with its own legitimate perspectives, goals and dynamics; 
and

 The long-term success of family business systems depends on the 
functioning and mutual support of each of these groups.
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Family Business Succession Challenges: 
The Owner

 Fear of mortality
 Entrepreneurs often driven by powerful ego and 

conviction that they control their own destinies

 Reluctance to let go of control and power
 Surrendering authority can be a huge sacrifice

 Loss of identity
 Business seen as a personal achievement that defines 

their place in the world.  Letting go can feel like a loss of 
personal effectiveness

 Bias against planning
 Owners tend to be doers rather than planners
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Family Business Succession Challenges: 
The Owner, cont.

 Inability to choose among children
 Conflict between business principle that choice should 

be based on competence versus family values that 
children should be loved and treated equally

 Fear of retirement
 Moving out of day to day work into the vacuum of 

retirement can be seen as a life threatening event

 Jealousy and rivalry
 “no one can run this business better than me”
 Hostility and fear can occur between parent/child and 

siblings
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Family Business Succession Challenges: 
The Family

 Spouses resistance to change
 “retired spouse syndrome”

 Family taboos
 Cultural norms discourage discussion between parents 

and children about parent’s death and financial matters

 Fear about parental mortality
 Children have deep rooted psychological worries about 

parental  abandonment and separation
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Family Business Succession Challenges: 
Employees/Business

 Job insecurity
 Especially for senior managers, close relationship with 

business owner valued
 Fears that successors a potential threat to their job 

satisfaction and security

 External worries about change
 Important customers may be resistant to change, 

reluctant to trust a new owner
 Unwillingness of other SME owners to deal with their own 

succession (the owner’s peer group) acts to reinforce the 
founder’s bias against planned management succession
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The Nitty Gritty

An effective plan of action will include a
consideration of all of the following:
 Unanimous Shareholder Agreements
 Planning for Incapacity: Powers of Attorney
 Wills
 Trusts
 Tax Avoidance
 Funding Succession
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Unanimous Shareholder Agreements (a USA)

 a USA is an important tool in facilitating the transition of a 
business to the next generation;

 some of the next generation may be more active in the 
business than others; or all may be equally active but there 
needs to be a mechanism to resolve disputes and provide 
an exit strategy;

 often the best time to implement a USA is while the first 
generation is still alive and in control of the business; and

 USA for family owned businesses are typically similar to 
those of arm’s length USA and address issues such as 
corporate governance, the transfer of shares and 
distribution of profits.
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USA: Common Terms

 provisions in the USA addressing the remuneration to be paid in the 
capacity of family members as employees and the extent of their rights 
to continued employment;

 there may be provisions that restrict transfers of shares to third parties in 
favour of transfers to family members;

 terms for the gradual buyout of a family member by such means as an 
annual redemption or repurchase of shares;

 there may be a provision requiring the compulsory sale by a family 
member of her shares upon death, retirement, disability, bankruptcy, 
default under the agreement, termination of employment etc.; and

 there can be protections against shares being transferred to an 
estranged spouse under the Family Law Act or the Wills, Estates and 
Succession Act (by such events triggering a compulsory buy out of the 
shares by the company or family members).

18



Incapacity: Powers of Attorney

 a power of attorney, being a document granted by a donor to allow 
another person to administer the donor’s financial and legal affairs, is 
recognized at common law, yet at common law, a power of attorney 
terminates when the principal becomes mentally incompetent;

 pursuant to provincial Power of Attorney Acts, an enduring power of 
attorney can be created which continues to be in force and effect 
despite any mental infirmity befalling the principal;

 the main advantage of an enduring power of attorney is that it permits 
another person to carry on the business and financial affairs of the 
company without interruption should the business owner/manager 
suddenly become incapacitated; and

 Like a will, an enduring power of attorney is an essential component of 
any estate plan
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Death: Wills

 A will is a primary tool to implement a business owner’s 
proposed estate plan;

 It is the document which often sets out the persons 
who will assume control of the business owner’s 
business upon death and the manner and scheme of 
control and equity the business owner wishes to make 
to intended beneficiaries;

 Properly drafted, a will achieves these estate goals in 
a manner which will ensure the continued viability of 
the business, maximize the advantages to the 
intended beneficiaries and minimize the potential 
expenses to the estate;
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Death: Trusts

 A trust is a legal arrangement under which legal ownership of the 
trust property is settled (created) by an individual, by held by an 
individual (the trustee) for the benefit of one or more individuals 
(the beneficiary);

 The terms of the trust are dictated by the legal document which 
formed the trust, either the trust deed (an inter vivos trust) or the 
will (a testamentary trust);

 Two main reasons for business owners to use trusts may be: 
 asset management (where ownership of a company can be 

separated from control of the company); and 
 asset protection (to protect company assets from tax liabilities, 

creditors of beneficiaries and from the beneficiaries 
themselves).
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Tax Avoidance

 The goal is to legally minimize the tax burden for the SME owner's 
estate, spouse, family and business itself;

 The lifetime capital gains exemption limit for qualified small 
business corporation shares is currently $800,000 of capital gains;

 Since one half of the capital gain is taxable, the lifetime capital 
gains deduction limit increased to $400,000 (indexed after 2014); 
and

 The most common method for triggering the exemption is an 
estate freeze. The objective is to crystallize the current fair-market 
value of the owner's business at a moment in time, usually by: 
 Exchanging the owner’s old common shares for new preferred fixed-price voting 

shares; and
 Issuing new common limited-voting shares to other family members via a family trust 

with all future growth occurring inside the family trust.
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Tax Avoidance, cont.

Probate Fees
 Each province sets its own probate fees - usually a sliding 

percentage of the estate's value. Probate is a judicial process 
that confirms the authority of an executor. To protect themselves 
from legal liability, third parties such as financial institutions usually 
require probate before they transfer assets to the executor;

 SME owners and their families can plan to minimize probate fees, 
primarily by minimizing the amount of the estate that is subject to 
the probate process; and

 This can be accomplished various ways, such as transferring 
assets before death, using trusts, double wills etc.
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Tax Avoidance, cont.

 Assess dividends versus capital gains: capital gains treatment 
can have a lower tax rate than deemed dividends

 Income splitting with children
 Alter Ego & Joint Partner Trusts
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Other Considerations

 Cross Border Assets
 Family Law considerations
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Funding Succession

 Life insurance
 Bank Financing
 Mezzanine Debt
 Equity Investment
 Vendor Take-Back Loan 
 Shareholder (Buyer) Equity or Loans
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What to Communicate to SME Owner Clients

 Planning should start today, not tomorrow
 don’t wait for looming retirement, sudden illness or death 

to jeopardize the business and their financial security

 A succession plan should start with an 
emergency plan, i.e. a contingency plan for the 
sudden death or disability of the business owner
 What income will sustain the owner and family?
 Who will run the business?

 An optimal timetable is 10 years to reduce stress, 
cost and to maximize value to the business and 
the owner
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