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Private businesses face an uphill battle regarding 
ownership transition, even though many have either 
started the process or are considering it. But time is 
running out quickly as a whole generation of baby 
boomer entrepreneurs has reached or is quickly  
approaching retirement age. That translates into a 
large number of businesses that may be negatively 
impacted by an unplanned change in ownership. 
But according to financial executives participating 
in a Canadian Financial Executives Research 
Foundation (CFERF) study, the process is unlikely to 
be smooth sailing. The research findings indicate that 
succession plans at most companies are murky at 
best: only 4% of Canadian private companies have a 
clear business ownership succession plan in place.

As company owners age, along with the rest of the 
population, many entrepreneurs are finding they are 
ill-prepared for the inevitable ownership transition 
that lies on the horizon. The risks of this lack of 
foresight are enormous. By not having a plan in 
place, owners may fail to realize the full value of 
their business during the exit process or may take a 
significant tax hit – or both. For instance: 

•  60% of respondents (all financial executives 
employed at private enterprises) said that no formal 
valuation of the business had taken place. 

•  With regards to estate planning, fewer than half of 
respondents said that owners of the company were 
satisfied that their succession planning objectives 
would be achieved through their estate plan. Only 
half said their company owners had an up-to-date 
Will in place and adequate pension or retirement 
arrangements. 

•  Less than half of owners knew how much personal 
income tax would be triggered upon his or her 
death.

Other risks identified in the study include alienating 
potential successors – outsiders, senior members of 
staff, or family members – and putting the business 
as a going concern at risk. Families may be torn 
apart when there is a lack of clarity on succession. It 
may even be difficult to obtain long-term financing 
if lenders perceive there has been inadequate 
business planning. These findings should trigger a 
call to action in a country which relies on small and 
medium-sized businesses to generate as much as 
half of Canada’s gross domestic product.

“I think that every company needs to have a 
succession plan that is based upon multiple 
scenarios, be it exit through sale, buyout, 
death or lack of interest. The plan has to go 
beyond the president or the C-suite – it has 
to go right down to anybody who has any 
ground value to your company at all, and 
you integrate that in.”                 

Don Miller – CFO, Blast Radius Inc.

The study also pointed to challenges specific to 
family-run businesses, which employed half of the 
survey respondents. While the majority of family 
businesses had appointed designated successors, 
the survey indicates that some of those successors 
did not go through any training or relevant education 
to prepare for their future responsibilities. Only half 
of the financial executives respondents employed 
at a family business where a successor had been 
identified believed the successor was ready to take on 
the challenge of running the business. This red flag is 
a huge concern for businesses relying on a successor 
who lacks the personal drive and commitment, let 
alone the skills, training and education, to take it over.

Excerpt from the 2011 Canadian Financial Executives  
Research Foundation (CFERF) survey, sponsored by Grant Thornton.
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The research looked at situations in which some 
family members chose to retain an ownership stake 
while remaining uninvolved. The findings show that 
slightly more than half (55%) of survey respondents 
employed at family businesses said there were clear 
plans as to how family members not employed by 
the business would share in the profits, compared to 
family members working in the business. In addition, 
nearly 60% of respondents said there were no formal 
processes or mechanisms in place to address and 
minimize potential family conflicts. 

For family members not interested in the business, an 
exit strategy that would allow potential successors to 
take over through a buyout requires a meticulously 
thorough, accurate and fair company valuation. 
Study participants indicated that CFOs were uniquely 
positioned  to play a role in stick-handling the 
process; helping the owners in understanding the 
valuation process, and in keeping owners grounded 
and their expectations reasonable. It was noted that 
the CFO can also play a critical role post transition as 
a primary point of contact for new owners.

The softer side of succession planning
Succession is just like any other change: many find 
it difficult to accept. Yet, it is the challenge facing 
CFOs or senior financial executives managing a 
transition. For the financial executive who plays a 
support role for the owner facing such a transition, 
there are obvious technical and financial issues 
related to succession planning - estate planning, 
tax minimization strategies and wealth preservation 
are but a few. Some of the greatest challenges 
are human or emotional issues, areas which the 
financial executive may not be trained or equipped 
to deal with. Some of the issues on the softer side of 
succession include: 

•  Lack of common vision between interested parties 

•  Lack of a communication framework for all parties 
involved

•  Difficulty dealing with conflict, particularly around 
sensitive issues

•  Unwillingness for all involved parties to support 

the succession planning process, including owners 
ambivalent about planning for transition and/or 
reluctant successors 

•  Managing the business profitably through change

These issues, although not directly financial in 
nature, can have a very real impact on the numbers 
side of the business if left unresolved. This can create 
a ripple-effect throughout the organization and 
ultimately boomerangs to the CFO and the finance 
team.

Many businesses haven’t started thinking about 
succession, or may have decided the topic is too 
difficult to deal with, or can’t figure out where 
to begin. These are all reasons why succession 
planning has the reputation of being overwhelming. 
What may appear to be a linear step-by-step process 
may be better viewed through a holistic approach. 
Each organization is unique and is best viewed 
differently on a spectrum of succession planning 
readiness compared to other organizations. 

The unique aspects of every organization, together 
with the constant change and flux in the business 
environment, will have an impact on decisions made  
regarding succession planning and the eventual 
transfer of business ownership.

Tax and Estate Planning 
The importance of tax planning is well known. As 
one participant aptly put it, “every deal has three 
parties: the buyer, the seller and the government.” 
“The latter’s involvement tends to lead to one of the 
more typical pitfalls of succession planning, which 
is allowing tax issues to take centre stage too early 
on in the process,” explains Paul Coleman, a partner 
with Grant Thornton in Toronto. “If a tax planning 
perspective dominates, the tendency is to keep the 
valuation of the business as low as possible. But other 
factors have to be considered in estate planning, and 
the lower valuation may not benefit all the parties 
in a succession. There may be other ways to pass 
the company on to the successor(s) in a tax efficient 
manner (through the use of a trust, for instance). I’m 
a firm believer that you put the tax piece at the end 
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once you have fashioned all the other key decisions 
out,” Coleman said. “Make sure that the tax people 
have their role, but they don’t drive the process.”

Three-quarters of the respondents had sought 
professional tax advice with regards to the tax 
implications of a future transfer of ownership, and 
most said the owner had implemented a formal tax 
strategy to minimize the potential liability of income 
tax upon death. However, less than half knew how 
much personal income tax would be triggered 
upon his or her death. Most respondents said 
their companies had operations in more than one 
jurisdiction in Canada, and most were also operating 
outside Canada – two factors alone that can add to 
any tax burden upon death. 

With regards to estate planning, fewer than half 
of respondents said their company owners were 
satisfied that their succession planning objectives 
would be achieved through their estate plan. Half 
said their company owners had an up-to-date Will 
in place and had adequate pension or retirement 
arrangements.

“I was involved with two very different 
succession planning projects. One being 
a very successful transition, and one was 
not. In the successful situation, a personal 
succession coach helped navigate the 
process, take a holistic approach, and be 
a facilitator of the various dynamics at play. 
The focus was not just on tax and estate 
planning. Instead, the succession coach 
was a generalist who was independent and 
impartial; helping to facilitate a broad range 
of areas and quarterbacking the overall 
planning from both the dynamics of the 
demographics – the emotional, passionate – 
as well as the financial aspects.” 

- Vicki Nishimura – Vice President and  
Corporate Controller, Prism Medical Ltd.

Estate Efficiency

Has the owner(s) implemented a 
formal tax strategy to minimize 
the potential liability of income tax 
upon death?

Does the owner(s) have adequate 
pension/retirement arrangements? 

Does the owner(s) have up-to-date 
Will(s) in place? 

Does the owner(s) know how much 
personal income tax would be 
triggered upon his/her death?

The survey of more than 100 financial executives 
was conducted in July, 2011, by CFERF, and insights 
were gathered via an executive research forum held 
by video conference in Toronto and Vancouver. The 
research study was sponsored by Grant Thornton LLP. 
The full report is available here 
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https://www.grantthornton.ca/resources/insights/reports/Private_Company_Sucession_Planning_Where_do_you_stand_2011.pdf

