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Considering selling your business?
Without doubt, selling your business can be a challenging
and emotional process for all involved. Careful preparation
is necessary to achieve the best possible outcome, from
both an after-tax value perspective and a smooth process
perspective. While the outcome of any sale process is
ultimately impossible to foresee, you can significantly
increase the likelihood of closing a deal on acceptable
terms if you carefully plan ahead from both a business and
tax point of view.
Business and tax factors are equally important to helping
shareholders achieve their objectives when they decide to
exit their business, and both should be considered well
before a sale takes place. Let’s review some key
considerations you should be aware of, preferably in
advance of deciding to sell your business.

Business considerations
Management succession plan
If you’re actively involved in the day-to-day operations of
the business, now is the time to think about who will run the
business after you sell. Do you still want to be involved in
the business? Is the next generation incorporated in the
current structure? Is there a strong management team in
place already?
If you’ve essentially made yourself redundant to the
general day-to-day operations of the business, that will be
an attractive selling point to potential buyers, assuming
you’ve got a strong management team in place. If you’re

still involved with the operation of the business but have
identified a leadership transition process, you should take
action to ensure that you don’t represent most of the
business’s goodwill. Not having a proper transition plan in
place can eliminate certain financial buyers, including
private equity firms. It can also reduce the value of the
business, lead to contingent consideration (earnouts), or
result in your longer continued employment with the
business or your retaining a larger ownership interest after
closing. Putting a transition plan in place is also a form of
insurance to allow for business continuity in the event of an
unforeseen tragedy.

Strong financial reporting
When selling your business, it’s critical to have solid
financial information since management reporting is one of
the main tools the buyer will use to assess the value of the
business. The financial information needs to be accurate
and consistent; it helps a buyer to understand what makes
your business tick and where opportunities for
improvement lie. When there’s uncertainty, buyers may
want to discount the price they’re willing to pay for the
business or adjust the terms of the deal structure in their
favour.
Having the right internal and external financial resources is
critical. Potential buyers will examine how you’re managing
finance operations. They’ll want to know whether you’re
using a part-time or full-time bookkeeper, controller, VP of
Finance or CFO. They’re also going to assess who is
carrying out external reporting on the financial statements,

EY Wealth Insights is a newsletter that covers tax strategies and related topics for preserving wealth. For more information, please contact
your EY advisor or EY Law advisor.

and whether through a notice to reader, review or audit
engagement.
In addition to looking at who is managing your finances,
potential buyers will also consider how that financial
information is being presented. Some of the critical
questions buyers will ask include:
•

How many adjustments are being made at year-end
(compared with month-end)?

•

Are the right systems in place to support the reporting
function?

•

What kind of monthly reports are available?

•

What kind of financial information is being tracked?
Customer, supplier, product line, revenues, margins,
contribution?

•

How accessible is the information?

When you present reliable and real-time financial
information, and can demonstrate that this information is
being used to manage the business, buyers will gain
confidence in the picture of the business and earnings that
is being presented. This in turn makes the due diligence
process easier to manage and reduces the potential for
business valuation discounts due to uncertainty. Of course,
if you have better-quality information available, you should
also see tangible benefits in managing your business during
your period of ownership.

Organization is key
When you’re preparing to sell your business, it’s important
to ensure your records are organized and easily accessible.
Potential buyers are interested in businesses that have
processes in place for document retention, employee
records, customer contracts, supplier contracts, leases,
risk management and regulatory matters. When
information is complete and presented in an organized
manner, it provides confidence to the buyer, minimizing
concerns around any “unknowns” and maintaining deal
momentum. If you’re in a position where formal contracts
don’t exist, now is the time to start getting those
relationships properly documented; you’ll want to have the
information readily available on request when going
through the due diligence process.
Some reports can be compiled quickly on an ad hoc basis,
but having proper processes in place — years before a sale
— can reduce the stress and time it takes to prepare for due
diligence. It also provides the added benefit of helping the
current business run more smoothly and with less risk while
you’re still the owner.

Optimizing your tax outcomes
Get your tax structure right
On the tax side, achieving the best outcome takes advance
planning. You’ll want to ensure that you have an optimal
tax structure that provides the greatest after-tax proceeds
for your selling shareholders. For example, you should
consider whether a reorganization of the corporate group
is needed to ensure that the greatest tax saving and
deferral opportunities are available to you on the exit.
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One example of such a structure involves having the future
growth of the operating company shares accrue to a family
trust so that you and your extended family can access the
lifetime capital gains exemption (LCGE) on the sale of the
company’s shares. To qualify for the LCGE, the shares must
be qualified small business corporation (QSBC) shares. The
QSBC share rules are quite complex but generally require
the shares to have been held for at least two years and for
the company, directly or through a connected corporation,
to be using 90% or more of the fair market value of its
assets in a business primarily carried on in Canada.
The LCGE is almost $850,000 per person, which may
represent a significant portion of the value if multiple
exemptions are available on the sale. However, you can
only pass future growth to the trust or to other family
members. This means that waiting until just before the sale
to put this structure in place will not be beneficial. There
would be little time available for the company to grow
sufficiently in value between the date of the reorganization
and the closing of the sale. Generally, the trust must hold
the shares for two years in order for the LCGE to be
available on the sale of the shares by the trust.
If your business has too much of its current value
represented by assets that aren’t used in operating the
business in Canada (such as passive assets or shares of
foreign subsidiaries), the LCGE may not be available. There
may be a need to “purify” the company so the shares
qualify for the LCGE, and depending on the proportion of
these “bad” assets, it may be necessary to purify more
than two years before a sale.
The LCGE is available only on the sale of shares. Some
transactions are structured as “asset deals” where the
corporation that carries on the business sells its tangible
and intangible assets to the buyer. Some buyers may prefer
this structure since they would not inherit the tax history of
the corporation that carried on the business and, because
they are buying the assets directly, they can depreciate the
actual fair market value of the purchased assets for tax
purposes. This perceived tension on deal structure between
buyers and sellers can often be overcome by prudent tax
planning and negotiation.

The tax bridge
Taxes can be a bridge. Creative tax planning can help you
bridge your needs with those of the buyer. The top-line
price you’ll receive when you sell your business is far less
important than what you keep in your pockets after taxes
have been paid. If the structure that is used for the sale can
also provide tax benefits for the buyer, such as in the case
of an asset deal, the buyer may be willing to increase the
purchase price to share some of this benefit with you. Even
if the buyer does not wish to change the price, perhaps the
buyer’s tax benefit will help with other deal negotiations
and help bridge other gaps in the process.

Choose the right advisors
Having experienced M&A advisors working with you as early
in the process as possible can help you achieve the best
financial outcome. Strategic and financial buyers often
come to the table prepared with advisors who are looking
out for their best interests. It’s important that you be
equally prepared so that you can achieve the best financial
and structural outcome.
For many, selling a business is a once-in-a-lifetime
transaction. You’ll want to surround yourself with a trusted
team of business and legal advisors who understand your
intentions and will work with you to achieve your goals.
Success can mean different things to different people.
Whatever that means to you — whether it’s optimizing preand after-tax proceeds, preparing for retirement or
continuing your interest in the business — having the right
people behind you can help you sell your business on your
terms.
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Learn more
For more information on this and any other topics that may
be of concern, please contact your EY or EY Law advisor or
one of the following professionals:
Ryan Ball
+1 306 649 8225
ryan.ball@ca.ey.com
Gabriel Baron
+1 416 932 6011
gabriel.baron@ca.ey.com
Jason Burbank
+1 204 933 0240
jason.a.burbank@ca.ey.com
Catherine Collard
+1 514 874 4373
catherine.j.collard@ca.ey.com
Teresa Gombita
+1 416 943 3272
teresa.gombita@ca.ey.com
Chris Hutchinson
+1 416 932 6002
chris.hutchinson@ca.ey.com
Chris Jerome
+1 613 598 4865
chris.jerome@ca.ey.com
Steve Landau
+1 416 943 2067
steve.landau@ca.ey.com
Dan Leblanc
+1 506 388 7728
dan.leblanc@ca.ey.com
Stephane Leblanc
+1 514 879 2660
stephane.leblanc@ca.ey.com
Sandy Maag
+1 514 874 4377
sandy.maag@ca.ey.com
Dean Radomsky
+1 403 206 5180
dean.w.radomsky@ca.ey.com
Sanjaya Ranasinghe
+1 780 441 4692
Sanjaya.ranasinghe@ca.ey.com
John Sliskovic
+1 519 646 5532
john.t.sliskovic@ca.ey.com
David Steinberg
+1 416 932 6206
david.a.steinberg@ca.ey.com
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About EY
EY is a global leader in assurance, tax, transaction and advisory
services. The insights and quality services we deliver help build
trust and confidence in the capital markets and in economies the
world over. We develop outstanding leaders who team to deliver on
our promises to all of our stakeholders. In so doing, we play a
critical role in building a better working world for our people, for our
clients and for our communities.
EY refers to the global organization, and may refer to one or more,
of the member firms of Ernst & Young Global Limited, each of which
is a separate legal entity. Ernst & Young Global Limited, a UK
company limited by guarantee, does not provide services to clients.
For more information about our organization, please visit
ey.com/ca.
About EY’s Tax Services
EY’s tax professionals across Canada provide you with deep
technical knowledge, both global and local, combined with
practical, commercial and industry experience. We offer a range
of tax-saving services backed by in-depth industry knowledge.
Our talented people, consistent methodologies and unwavering
commitment to quality service help you build the strong
compliance and reporting foundations and sustainable tax
strategies that help your business achieve its potential. It’s how
we make a difference.
For more information, visit ey.com/ca/tax.
About EY Law LLP
EY Law LLP is a national law firm affiliated with EY in Canada,
specializing in tax law services, business immigration services
and business law services.
For more information, visit eylaw.ca.
About EY Law’s Tax Law Services
EY Law has one of the largest practices dedicated to tax planning
and tax controversy in the country. EY Law has experience in all
areas of tax, including corporate tax, human capital,
international tax, transaction tax, sales tax, customs and excise.
For more information, visit www.eylaw.ca/taxlaw.
About EY’s Private Client Services practice
In order to achieve growth, privately owned organizations
require a unique approach and set of services. EY’s Private Client
Services practice is focused on working exclusively with privately
held businesses. We offer the best of both worlds — hands-on
personalized service, with the added reach and bench strength of
a global firm, helping private companies address the challenges
and opportunities they face in each stage of their business cycle.
For more information, visit ey.com/ca/private.
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