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Ready to sell your business? Life insurance can make it easier for everyone
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i5, Ina word, paranoid,

He's abways willing to
share things that vou should be
concerned about.

In the past, Tve learned that
you can he electrocuted while
talking on the telephone dur-
ing a thunderstorm, 200,000
aerions injurles happen in the
bathroom each year, and exces-
stve blinldng could be an early
sign of blepharospasm - a rare

P efe is a friend of mine who

miuscle disorder that can canse
ayelids ta shut permanently.
Kow, Pete s a business own-
er. 've told him that ifhe
should worry about anvthing,
It's nest his evalids, but his busi-
ness succession planning,
about which he's done litile.

THE SURVEY

A 2005 surver by the Canadlan
Federation of Independent
Businesses revealed that owo-
thirds of swners of small and
medium-sized enterprises plan
{0 exit thelr businesses aver
the next 10 years, Sadly, only
ahout 10 per cent of business
owners have any type of sue-
cession plan in place.

Twa of the biggest challenges
business owners face when
thinldng sbout thelr succes-
slon planning are Income taxes
(How can the tax burden on
the transfer of the business be
reduced?) and financing (How
will the sucesssor find the

maoney to make the purchase,
particularly a concern If the
bruyer 15 4 family member ar
employee of the business?).

The fact Iz, many business
owners may be getting ready o
retire, but they may not pocket
the full value of the business if
they're not prepared.

THE OFTIONS

There are a number of ways to
skin this cat, but 'd like to
share one particular strategy
that involves the use of life in-
surance, which can both re-

‘duce the tax burden on the

transfer of the business and-

make the financing easier, too,

Conslder Richard, :
Richard runs a successful ele-

vatar repair company, He's

‘now 50 vears old and ready o

slow dowr. While his childeen
have worked in the business at
different times, thay aren't in-
térested or capable of taking it
aver,

Hiz best optons include seli-
ing the business to an outside
party or helping his manage-
ment team purchase [t Ha de-
cided his best opportunity io
receive fair market valee while
providing long-term security to
hiz emploveesistosell to the
management team.

THE STRATEGY
How can nsurance-fit into this
pleture? “There's 2n altemative
that will enable Richard to re-
duce his tax Burden and make
the company very affordable
ior the management team to
acquire,” explains John Flrst-
brook, president and chisf ex-
ecutive officer of Flrstbroolk
Insurance Croup in Toronto,
Mr. Firstbrook explains the
strategy this way: Richard can
sell sufficient shares in his
company to the management
team to ke full advantage of
nis $750,000 lifetime capltal
“gains exempiion, This will give

the team a financial stake in
the success of the businegss. As
for the rest of Richard's shuares,
he can exchange them, on a
tax-deferred basis, for preferred
shares with a fixed dividend
yield. These preferred shares
will be frozen in value so future
business growth will accrue 1o

the management tearm,
The company will then buy

| permanent e Insurance an

| Richard's life that will be suffl-
cient to redeem his preferred

| shares after he dies. Specifical-

| Iy, upan his death, the com-
pany will receive the insurance
proceeds as the beneflciary of

| the policy, The company will

| then use the cash to buy back

| the preferred shares owned by

| Bichard's estate or heirs.

| What does all of this accom-

| plish? First, Richard can utilize

| hig Hfetime capital gains ex-

| emption, saving ahout
§175,000 in taxes. He'll defer-

!the tax on the remaining

shares (the preferred shares)
until his death, Richard will re-
ceive dividends an the full val-
e of his preferred shares whiie
he's alive, which can result in
greafer retirement income than
a full sale of shares (oday,

As for the management team,
thay can purchase the com-
pany for a lower amount than if
they had to buy Richard's
shares today {essentially fi-
randing the purchase through
dividends paid to Richard and
the cost of Insurance on Rich-

ard's life),
i Finally, it may be possible to

| structure the redemption of

Richard's preferred shares as

| tax free in the hands of Rich-

| ard's heirs through the nsur-
ance procesds and the
company's “capital dividend

! account,"

| By the way, this insurance
strategy can work if you're sell-

| jng]]tu family or third partbes as

well,
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