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Successio Planning

ith the bab

boome
generation heading toward retirem
there is going to be a huge turnc
of business ownership in the com

decade
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Do you think about retirement? W
will you do with your business? I
family member or a key employ
interested in assuming ownership of
business? If you are thinking about
next stage of your life, you've alree
started your succession planning. It
informal plan but it's a starting poi

A “formal” succession plan is
strategic document that sets o
process and schedule for a busi
owner’s eventual withdrawal from t
business. It includes the legal and @
supporting documents to put this [
into effect

There is no cookie-cutter solutior
the succession planning process. E
situation is unique. Whether you
near retirement or planning to re
several years from now, the more t
you have for planning, the more opti
you can consider and the more lik
you will achieve your goal

What are the Issues’

Throughout the planning process,
will have to deal with many “technicz
issues and “soft” issue¢

* The technical issues involve leg
accounting and nancing matte
such as share ownership, the trar
of ownership, tax planning, t
nancing of the transition and tl
funding of your retirement as well
the “tools” — the legal and planni
documents — that ensure your
will meet your objective

* The “soft” issues involv
interpersonal relationships within
family and with other stakeholdt
and the need to maintain open
transparent communications
succession planning, communica
can spell the difference betwse
success and failul
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What are Your Options? Transferring Ownership through a ownership interest. Or you may decide
Management Buy-out to take advantage of the proceeds of
the sale and fully disassociate yourself
from the business.

Generally, the most common options
for exiting your business are: You may want the business to stay

« Passing the business to a successor!" the family, but after discussions

) ) with far_mly m_embgrs and t_horpgghly Selling a business is not like selling
« Transferring ownership through a assessm_g_thls option, decide it is not the o assets you might own. It requires
management buy-out or employee ~best decision for all involved. considerable time to get a business

buy-in; or ready for sale. Another factor is that
your family members may have mixed
emotions about selling. You will need
time to resolve any issues before you
begin negotiations with a purchaser.

One alternate option to transferring

« Selling the business (shares and/or the business to a family member is to
assets). offer key management an opportunity

to purchase all or part of the business.

options and other options that the nancing of a management buy-Outnce yoy have made the decision to
may be suitable for your particular ~ (Commonly referred to as an *MBO"),  gq)| your short-term plan will include
circumstances. including stock option plans, a nancedgetermining the value of the business,

purchase or a buy-out over time.
Initially, however, you will need to
consider whether there are employees
Family members can be good choices i, the pusiness who are willing and

for successors, but only if they have  prepared to take the risk of ownership

the aptitude, commitment and proven  and whether the business itself is a - - -
business skills to manage the businessyood candidate for this succession ~ Dc¢'S10nS Decisions, Decisions

identifying areas that diminish value
and then nding ways to improve these
areas so you can obtain the maximum
price.

Passing the Business to a Successor

Some busines_s owners select a single option. Whether you are on the doorstep of
successor, while others may select a retirement or looking into the future,
sibling or family team to serve as co- The management buy-out can be the decisions you make will affect the

managers. Great care should be takenadvantageous in ensuring continuity  future of the business, your customers,
if you are considering a team approachof personnel and the business itself.  your employees and, most importantly,
Roles and responsibilities should be  Like many proud owners of private your family.

clearly outlined to avoid any potential businesses, you may not want to risk

conicts. losing your company’s identity or Good, sound professional advice has

_ seeing loyal employees transferred or & way of paying for itself. Your exit
You will need to plan the successor's  terminated after a sale. A managementfrom the business may well be the most

development and your own future buy-out is more likely to achieve your complicated nancial transaction you
goals as you make the transition from \ish for continuity than a sale to an  undertake. Working with your chartered
the business. Doing as much advance g tside party. accountant and other professional
planning as possible will help ensure advisors throughout the planning

your successor builds the skills and Selling the Business stages will help ensure that you lay
knowledge he or she needs to assume the groundwork for successfully

the leadership role in the future. The ~ You and your family may decide that e, /610ning and implementing a
process of grooming your successor the best strategy for all involved is to succession plan that will achieve your
will include matters such as training, sell the business outright to an outside oals
introductions to key business contacts Party. A sale can be structured in several
and managing the transition so that ~ Ways. It may involve an active role for

there is little or no disruption to the ~ YOu in running the business for a period
business. of time or maintaining a minority
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TAXATION

It Doesn’'t Pay to File Late

recent surve
shows the
many Canadians are penaliz
themselves at tax time. A full 1¢
of those polled admitted to missin
tax deadline and 28% think they h
probably overlooked a tax write-off
exemption. In fact, 70% of responde
said they do not know the rst of cii
day they were eligible to submit th

returns

Persona Income Tax Returns

Just as April is sure to bring show:
April also brings the tax- ling deadlir
for most individuals. Each ye
Canadian taxpayers must le th
personal income tax returns for
previous calendar year by April .

Self-employed individuals must

their personal income tax returns
June 15; however, they must suk
any taxes owing by the earlier lii
date, April 30, to avoid interest on
balance owing. The spouse or partne
a self-employed person can also d
ling his/her tax return until June 1

What Happens if You File Late?

Failure to le your personal income 1
return or ling late can be an expens
exercise

Say, for example, you did not pay y
2005 personal income taxes on tim
there is a balance owing for 200<
your Notice of Assessment. The C
would have started charging intel

as at May 1, 2006 on any unp
amounts owing. The current rate
interest charged on unpaid taxes is
compounded daily. Note also that
prescribed rate of interest can che
every three months. If the return is |
late, you would also be subjectto a |
ling penalty on which the CRA wi
charge you interest at the prescri
rate, starting the day after your ret
is due

In the example above, the late- li
penalty is 5% of your 2005 balat
owing at the time the return was c
plus 1% of your balance owing"
each full month that your tax returr

late and the amount remains unp
to a maximum of 12 months. The t
penalty can be as high as 17%. If
is the second occurrence within tr
years and there has been a der
made by the CRA for that year’s
return, the penalties are increase
10% of the balance owing plus 2%
each full month to a maximum of
months. In this case, the penalty cc
be as high as 50% of the taxes ow

There is some relief. If you le yo
tax return late because of circumstal
beyond your control, you can reqt
the CRA waive or cancel the late- lii
penalty they have charged you. '
CRA will consider your case and m
in its discretion, waive the penalti

Taxpayers who anticipate a reft

or have a zero balance sometime
not le on time. If you belong to th
group, perhaps it is time to reth
your approach. If you are entitled t
refund, you will not face penalties
ling late. However, if you late- le i
return with a refund requested then
reassessed later reversing the reful
a balance owing, late- ling penalti
will be applied on the reassessmer
you are entitled to a refund, you do
start to earn interest on it until 30 d
after the later of the day the return
due and the day you le it. Why lea
your money in the Treasury’s coffe

If you have little or no income, vy
should still le your return. Child te
credits and GST credits can only
claimed if the tax returnis le

Corporate Tax Returns
Corporations must le their returns
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later than six months after the ent
each tax year. The taxation year
corporation is its “ scal period”, whic
is usually the twelve-month period o
which a business or profession reg
its income-earning activities. The si
period may or may not coincide w
the calendar year. The business us
establishes its scal period whel

les its rstincome tax return. Fc
example, a corporation with a tax y!
end of March 31 has a ling deadli
of September 30. For a tax year-en
August 31, the ling deadline would
February 2¢

All corporations have to le a t¢
return every year even if there are
taxes payable. This includes non-pi
organizations, tax-exempt corporati
and inactive corporatiot

And if the Corporate Tax Return
is Filed Late?

If your corporate tax return is led la
the same penalties described above
apply to your corporatio

Other Penalties

Failure to le certain informatia
returns, which are normally part of y
tax return, can result in additional I
ling penalties. These can apply evel
you are entitled to a refund for the y:
For instance, the failure to le for
T1135 — Foreign Income Veri catic
Statement, which is required when
own foreign investment properties w
a cost of at least $100,000, can rest
a penalty of $25 per day to a maxirr
of $2,50C

The Bottom Line: File on Time

Interest and penalties for late- lii
can add up to a substantial amc
very quickly. Not only does time
ling eliminate the non-deductib
penalties and interest that could ac
but it provides an opportunity for m¢
effective tax plannini

Be sure to meet with your charte
accountant throughout the year to dis
your personal and corporate nant
strategies to ensure that the pers

and corporate transactions you c

out do not result in unanticipated
consequences. Your chartered accou
can help you review your nanc
structuring and advise on the timing
other requirements that help reduce
strain in paying your fair sha -

MONEYSAVER

Credit Card Smarts

hen the ma

brings you th
good news that you are pre-apprc
for $10,000 or can obtain 25,000 {
air miles or an interest rate as lov
1.9%, the credit card offer can be t

to resis

Credit card companies are increasil
offering attractive incentives to ¢
you to change to their card or sigr
for another card. Whether the oft
are lower interest rates, easy trar
of balances from other cards, tre
insurance coverage, reward point
miles, how do you decide which ca
to keep and which ones you shc
swap? Should you apply for new ce
to take advantage of these appes
promotions

As a rst word of caution, although t
offer you've received may say you
“pre-quali ed” or “pre-approved”,

is your application that will determi
your eligibility. If you apply to sever
and get turned down, the turn-do\
will show on your credit recot

As a second word of caution, take t
to shop around. Compare fees

services as well as the speci c tel
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