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Wealth Planning Update

Six best practices for
selling or transferring
your business
Contemplating the sale or transfer of a business can be very exciting. It’s the culmination of many years of
hard work and an opportunity to monetize what is most likely your largest, albeit most illiquid, asset. A sale
or transfer can also free up your time to pursue other interests, as you embark on the next chapter of your life.
Further, it helps lay the groundwork for estate planning.
That said, transitioning from being a business owner to your next
stage in life requires forethought and planning to achieve your goals.
Preparation is the most important factor in a successful transition.
The best outcomes are realized through years of advanced planning.
This important preparation assures you have plenty of time to
assemble a team of advisors, who will lead you through each step
along this journey, and provide you with time in the case of any
necessary restructuring that ensures the most favorable outcome,
at the optimal price and with the best terms.
With years of experience in this arena, BMO Wealth Management
shares these six best practices to guide you in the pursuit of a sale
or transfer of a business.

① Leave ample time to structure the kind
of transition you want.

Start by thinking about your long-term goals. Do you wish to
monetize your company’s value, continue to grow the business,
or pass the family enterprise to the next generation?
Next, think about who you would like to see as a buyer. Some
owners want to keep the business in the family for children or
grandchildren. Others want the business to go to trusted employees,
who will continue to make an impact in the community. Still others
may want to sell to a strategic buyer with whom they can achieve
the highest value possible.

All these considerations take time to execute, so it’s prudent to
start years before any planned transfer. Use this time to assemble
a team of trusted advisors, including corporate and estate lawyers,
accountants, exit planning advisors, and bankers. This also leaves
you time to train and mentor your successors and gain a realistic
valuation of your business. And by starting early, you will have
enough time to make tax-efficient gifts or sales to your family
or community.

② Understand the true value of
your company.

To establish a starting point for negotiations with a potential buyer,
you must have a fair market valuation for your company. This work
is typically conducted by a mergers and acquisitions firm or an
investment bank. Knowing the realistic value of your business helps
ensure you avoid surprises when considering offers.
A valuation conducted by a qualified appraiser with knowledge of
your industry will not only establish a fair price for the business at
present time, but also it will identify areas for improvement, which
if completed may increase your firm’s value.
You will also need a fair market value if your transition plans involve
making gifts to family in order to have a valuation of shares or
interests transferred for estate planning purposes.
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③ Consider the emotional aspects of

④ Create a solid plan for the outcome

While the sale or transfer of your business is primarily a financial
transaction, there are also many emotional aspects. To set yourself
up for the best chance of success, make sure you are emotionally
prepared to accept the change before you begin your negotiations.
Your business has likely been one of your highest priorities for
many years. Consider what it will feel like for you on the other side.
Taking the time to process this, to envision how this will look for
you, will not only help you make appropriate decisions throughout
the negotiation process, but also help you realize you have things
to look forward to when the sale is complete.

The structure of a transfer depends on your goals, which will
direct you to the right type of buyer, whether it’s an outside buyer,
management, strategic partner or family member. In addition, sellers
will have a big say in the terms of the sale and will also want to
structure it in a way that fits their goals.

a sale or transfer.

We recommend you set aside some time to develop a well-crafted
plan for your next chapter. Are there charitable organizations you
wish to join? Is your hope to travel? Or maybe you want to spend
time with family. A transition will go more smoothly when you have
a plan for how you’ll spend your time when the sale is complete.

you desire.

For example, you may want to stay involved in the business during
a longer transition period after a sale. In that case, you will want
to find a buyer who welcomes your involvement. Or you might feel
strongly that the future owners should stay in the community that
you cherish. These negotiations are your opportunity to structure the
deal with the most favorable terms for you.
However, you should know that insisting on specific conditions may
mean agreeing to a lower sale price. Some owners are willing to
give up some value if it means executing a sale on their own terms.

We recommend you set aside some time to
develop a well-crafted plan for your next chapter.
Are there charitable organizations you wish to
join? Is your hope to travel? Or maybe you want
to spend time with family.
A transition will go more smoothly when you
have a plan for how you’ll spend your time when
the sale is complete.
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⑤ Plan for unforeseen circumstances.
A business is an illiquid asset, and a sale is often necessary to
monetize the value. However, emergencies may arise that can
preempt even the best-laid plans, such as the death of an owner.
If a business needs to sell fast, perhaps to settle an estate, that’s
a less than optimal situation to obtain the best price. For starters,
the right people may not be in place to take over, and the market
cycle may not be as receptive as other times.

All these considerations take time
to execute, so it’s prudent to start
years before any planned transfer.

Again, advanced planning is vital, so you can sell on your terms
and realize the valuation you seek.

⑥ Understand the tax implications.
A sale of a business will most likely require capital gains on the
appreciation of the sale or stock or interest units (if you are selling
securities). In addition, there may be ordinary income and income
recapture if the buyer only purchases the business’s assets. However,
with early planning you can minimize some of the tax consequences
of the transfer.
For starters, you can structure the sale so you receive income
payments over time, rather than in one lump sum, which requires
you to accept all payment in a single year. Installment payments
may lower your overall tax obligation by keeping you in a lower
tax bracket.
Keep in mind that utilizing an installment sale involves some risk.
In theory, by doing this, you will be financing the buyer’s purchase.
So, if the buyer is unable to pay or the business fails you may not
realize all your payments. Or you may need to step back in and run
the business for a time, and then begin the transition all over again.
Consult with your tax and estate planning professionals for the most
tax-efficient strategies for your particular situation.

As you begin the next chapter of your business
and look toward the future, work with your team of
advisors to help you optimize value, find new owners,
and protect your heirs with the necessary estate
planning — all on your own terms.
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David Butts is a Senior Wealth Planning Consultant with BMO Private Bank. Dave provides customized financial
planning solutions to high-net-worth individuals and families as part of an overall personal wealth management
strategy. Dave is also a member of the Business Owner Strategies and Solutions (BOSS) team, a specialized group of
professionals that provides sophisticated wealth transfer, estate and succession planning guidance to business owners and
corporate executives. He joined BMO Private Bank in 2021 with 25 years of experience in the financial services industry.

Marcia Urban is a Wealth Planning Consultant with BMO Private Bank. Marcia provides customized financial planning
solutions to high-net-worth individuals and families as part of an overall personal wealth management strategy.
Marcia is currently a Trustee and Committee Chair of the Audit Committee for the Hamline University Board of Trustees.
She is also an adjunct professor at the University of MN Carlson School of Business Masters of Business Taxation program.
Marcia joined BMO Private Bank in 2021 and has over 35 years of experience in the financial services industry.

Feel confident about your future
BMO Wealth Management — its professionals, its disciplined
approach, its comprehensive and innovative advisory platform —
can provide financial peace of mind.
For greater confidence in your future, call your BMO Wealth
Management Advisor today.

www.bmowealthmanagement.com

Estate planning requires legal assistance which BMO Harris Bank N.A. and its affiliates do not provide. Please consult with your legal advisor.
This information is being used to support the promotion or marketing of the planning strategies discussed herein. This information is not intended to be legal advice or tax
advice to any taxpayer and is not intended to be relied upon. BMO Harris Bank N.A. and is affiliates do not provide legal advice to clients. You should review your particular
circumstances with your independent legal and tax advisors.
“BMO Wealth Management” is a brand delivering investment management services, trust, deposit and loan products and services through BMO Harris Bank N.A., a national
bank with trust powers; family office services and investment advisory services through BMO Family Office, LLC, an SEC-registered investment adviser; investment advisory
services through Stoker Ostler Wealth Advisors, Inc., an SEC-registered investment advisor; and trust and investment management services through BMO Delaware Trust
Company, a Delaware limited purpose trust company. These entities are all affiliates and owned by BMO Financial Corp., a wholly-owned subsidiary of the Bank of Montreal.
BMO Delaware Trust Company does not offer depository, financing or other banking products, and is not FDIC insured. Not all products and services are available in every
state and/or location. Family Office Services are not fiduciary services and are not subject to the Investment Advisors Act of 1940 or the rules promulgated thereunder.
Investment products and services: ARE NOT A DEPOSIT – NOT INSURED BY THE FDIC OR ANY FEDERAL GOVERNMENT AGENCY – NOT GUARANTEED BY ANY BANK – MAY LOSE VALUE.
Capital Advisory Services are offered by a division of BMO Harris Bank N.A.
BMO Private Bank is a brand name used in the United States by BMO Harris Bank N.A. Member FDIC. Not all products and services are available in every state and/or location.
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