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Preparing in advance to sell your business provides greater
potential that the outcome will meet your expectations and allow
you to retain control over the process

Defining what a successful transition means to you personally
and for the business establishes targets that help guide important
decisions throughout the transition

Assembling a strong deal team allows you to have advisors on
your side of the table to advise and negotiate for you and your
company’s best interests

Owning and operating a business requires a lot of Your day might also include more tactical activities

work. As the leader, your day might include to address personnel matters, monitor cash flow
strategic planning and decision-making on and address customer service issues. Every detalil
budgets, capital investments, products and target of your business requires attention to ensure
markets. continued success.
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Three Immediate Considerations When Selling Your Business

While it is typical to focus your efforts on the day-to-
day and immediate needs of the business, the same
level of care needs to go into how you plan for the
future of your business and the day you are no
longer leading it. And yet, a recent survey from the
National Center for the Middle Market found that just
6% of business owners start planning for a business
transition more than two years in advance.!

As more and more business owners opt to sell their
business rather than pass it to the next generation,
advance planning and preparation have become
increasingly important. The most successful
business sales result when business owners
prepare both the business and personally well in
advance of the ultimate transition.

The earlier you begin this planning, the more likely
you are to usher in a transition that works for you
and the business, and it allows you to retain control
over the process.

If you are thinking of imminently selling your
business, three steps you should consider taking
are:

» Defining success for you and the business
* Understanding your exit options

+ Assembling your deal team

Defining Success

The first step to building your plan is taking the time
to consider and define what a “successful” transition
really means to you, personally and from the
perspective of your business.

Personal

On a personal level, there are emotional and

financial factors that need to be carefully considered.

For some, selling their business will be their final act
before retirement. For others, the sale could be a
stepping-stone toward starting a new business or
reprioritizing their day-to-day life toward other
activities, like spending more time with family and
loved ones.

The proceeds from the sale of your business will
most likely play a major part in your financial future.
You want to have enough financial resources to
accomplish your goals. While the price you receive

for the business is important, what really matters is
how much you have left after paying taxes. In
addition, considering how the proceeds will be
deployed is an important part of your overall
transition plan.

While this might vary from person to person,
generally, the money you receive from selling your
business will be allocated across four buckets:

- Taxes and Lifestyle — You will need to
pay taxes on the proceeds from your
sale, and a portion will likely need to go
toward covering your immediate-term
expenses, unless you already have
another steady source of income.

Longer-Term Family Needs —
Whether it’s creating a long-term
portfolio to help support you and your
family over time or establishing the
legacy you want to leave behind for your
loved ones, a portion of the sale
proceeds will likely go to meet long-term
goals for current and future generations.

Opportunistic — Many people who sell
a business like to reinvest a portion of
the proceeds in more opportunistic
ventures, like buying property, becoming
a private investor or even starting
another business.

Philanthropic — Whether it's
supporting your local community,
nonprofits or a cause that’s particularly
important to you and your family, many
people who sell a business have found
using some of their proceeds for
charitable work to be an incredibly
rewarding experience.

Beyond the financial considerations, another one
that is often overlooked is addressing what you are
going to do with your time once the business is sold.
Owning a business takes up a considerable amount
of time in your life, and asking yourself how you are
going to use the time you now have is an important
part of ensuring that your post-exit life is personally
as well as financially fulfilling.
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Many owners continue to work in the business in
some capacity for a period of time after the sale, but
many business owners have said they have failed to
consider how their time will be spent afterward.
Often, owners initially enjoy activities like golfing,
fishing or travelling, yet many find more satisfaction
through entrepreneurial pursuits like philanthropy,
investing in new businesses or real estate, or
mentoring other earlier-stage entrepreneurs. It is
important to ask yourself the right questions before
the sale process begins to help ensure your
definition of post-sale success goes beyond your
financial security and addresses your personal
fulfillment.

Business

A successful business transition will look different to
every business owner, and getting the biggest
selling price may not be your top priority. Just as you
need to establish your priorities from a personal
perspective, you also need to define what a
successful transition looks like from a business
perspective.

While this will vary from business to business, these
are typical seller’s priorities in a business sale based
on what business owners we’ve worked with have
said:

* Maximizing the company’s valuation to attain a
higher sale price;

« Securing more of the sales proceeds upfront;

» Reducing or eliminating contingent earn-out
provisions;

* Retaining a minority stake in the business;

» Retaining and/or incentivizing key employees and
management;

+ Determining your future involvement in the
business after the sale; and

* Maintaining the business’s legacy and culture.

Each of these can be incredibly complex in their own
right and contain intricacies that could impact the
sale process or deal negotiations. Business owners
have told us having more clearly defined priorities
for the business enabled them to approach sale
negotiations with a firm position geared toward
making a deal that worked for them and the
business.

Understanding Your Exit Options

Understanding your options will help you determine
which path might be best for you and your business,
yet 30% of business owners say they do not know
their exit options.?

Typically, for privately held businesses, there are
two main buyer types: internal and external.

Internal Sale

This type of sale can take various forms, each with
its own pros, cons and nuances. Typically, there are
three main types of internal sale:

* Leveraged (dividend) recapitalization — The
company takes on debt and uses those funds to
pay you a dividend, allowing you to extract
liquidity while retaining ownership and control.
This is a way to de-risk personally without fully
stepping away from the business.

* Management buyout — Your leadership team
(and/or key employees) purchases the business
from you. These deals are typically financed
through a mix of cash, seller financing, and third-
party debt (e.g., bank, nonbank, SBA).

* Employee stock ownership plan (ESOP) — An
ESOP transfers ownership to your employes
through a qualified retirement plan, often with
significant tax advantages for the seller. These
transaction are structurally complex and require
specific circumstances.

Typically, internal sales take a much longer time to
complete and will often require a period of time
where you remain involved in the business to
oversee the transition and help ensure the continued
success of the business, which can take years.

In addition, internal sales tend to come with lower
company valuations, due to the friendlier nature of
the buyer, which may impact your financial plans. It
is also common for internal sales to require some
level of purchase financing as well. Such financing
could either come through you, called seller
financing, or be outside funding through a bank or
another capital provider.
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External Sale

In contrast, an external sale is when an outside
party, like a competitor, private equity (PE) firm or
family office investor, buys the business from you.

In many cases, this kind of sale is handled through a
formal process, which will often involve an
investment banker or business broker. Typically, an
external sale process will be completed within six to
nine months. You will receive the majority of the
proceeds from this type of sale at closing, though it
can take up to a year or more for the full amount to
be paid. One exception is when selling to a PE firm,
where it may take three to seven years to get fully
paid out if you ultimately roll over some of the equity
in the business as part of the sale.

With all of the differences between these deal types,
it's important to bring yourself back to the personal
and financial priorities you’'ve defined for yourself
when considering which deal is right for you.

30% of business owners say they do not

know their exit options.?

Assembling Your Deal Team

Once you have defined your priorities and explored
your various exit options, the next step for an
external sale is building the team of professional
advisors who will support you in executing the
process.

Your Business Team

Your team will likely include several professionals
with different areas of expertise. Having the right
combination of experience and expertise on your
team will help guide you through the sale process
and ensure that you are getting the most value and
favorable terms out of your deal.

Assembling a strong deal team is important because
buyers often have a strong team working with them.

You should have an equally strong team of advisors

representing you and your goals.

As a seller, here are the most important members
you will need on your team:

» Certified Public Accountant — To provide
advice and support on all financial and tax
matters related to the deal;

* Mergers and Acquisitions (M&A) Attorney —
To not only negotiate deal terms but also to
review other professional advisor engagement
proposals and offer insights on pre-sale company
entity restructuring opportunities; and

* M&A Advisor/Intermediary (i.e., investment
banker or business broker) — To help you identify
and source suitable buyers and support the
execution of the sale process from start to finish.

Experience in this type of transaction is crucial, so it
is important to make sure that every member of your
deal team, whether someone you already work with

or a new relationship, has M&A expertise.

Key employees and management team members
will also most likely play an important role
throughout the process, so ensuring you are all
aligned on the priorities beforehand is crucial. You
may want to also consider financial incentives for
them ahead of the deal process to ensure they are
engaged and committed throughout this process.

Your Personal Team

You should have advisors who can help you
understand the ramifications of a sale on your
personal financial situation and help you create
personal wealth strategies to help mitigate the
impact of taxes and transfer wealth in a tax-efficient
manner.

This team likely will include:

* Financial Advisor — To recommend personal
wealth strategies that help minimize taxes on the
sale, as well as investment strategies for the post-
sale proceeds that support your previously
identified personal goals.

* Trust and Estate Attorney — To advise on
matters relating to the transfer of your wealth, as
well as asset protection considerations prior to
the sale process.

Having the right combination of
experience and expertise on your team
will help guide you and ensure that you
are getting the most value and favorable
terms out of your sale.
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Take the Next Step

If a sale transaction is on the immediate horizon, the
considerations above should be top priority for you.

If, however, your timeframe to sell is on the longer
end of the curve (e.g., two years or more), then there
are additional proactive advance planning steps to
consider that could potentially further enhance your
long- term result. The sooner you start planning, the
more time you have to put the pieces in place to
make sure that your transition is successful at every
level.

RBC Rochdale and City National Bank have
dedicated specialists who can help advise you in
collaboration with your financial advisor on all
aspects of your business transition, from the sale
itself to personal financial planning and your wealth

transfer plans. We pair sophisticated financial tools
and modelling technigues with a personal approach
to illustrate for you the financial benefits advance
planning can help deliver. We recognize the
connection between your business and your
personal finances, and understand that each
decision you make affects your entire wealth picture
today and in the future.

A business transition is a dynamic process. Working
with you and your advisors, we can help develop an
integrated plan for your business transition and your
personal wealth.

Reach out to your Financial Advisor if you are
interested in learning more about how RBC
Rochdale can help.
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IMPORTANT INFORMATION

The views expressed represent the opinions of RBC Rochdale, LLC (Rochdale) which are subject to
change and are not intended as a forecast or guarantee of future results. Stated information is provided
for informational purposes only, and should not be perceived as personalized investment, financial,
legal or tax advice or a recommendation for any security. It is derived from proprietary and non-
proprietary sources which have not been independently verified for accuracy or completeness. While

Rochdale believes the information to be accurate and reliable, we do not claim or have responsibility for
its completeness, accuracy, or reliability. Statements of future expectations, estimates, projections, and
other forward-looking statements are based on available information and management’s view as of the
time of these statements. Accordingly, such statements are inherently speculative as they are based on
assumptions which may involve known and unknown risks and uncertainties. Actual results,
performance or events may differ materially from those expressed or implied in such statements. All
investing is subject to risk, including the possible loss of the money you invest. As with any investment
strategy, there is no guarantee that investment objectives will be met and investors may lose money.
Diversification does not ensure a profit or protect against a loss in a declining market. Past
performance is no guarantee of future results.

RBC Rochdale as a matter of policy, does not give tax, accounting, regulatory or legal advice. Rules in
the areas of law, tax and accounting are subject to change and open to varying interpretations. Any
strategies discussed in this document were not intended to be used, and cannot be used, for the
purpose of avoiding any tax penalties that may be imposed. You should consult with your other
advisors on the tax, accounting and legal implications of actions you may take based on any strategies
or information presented, taking into account your own particular circumstances.

RBC Rochdale, LLC is an SEC-registered investment adviser and wholly-owned subsidiary of City
National Bank. Registration as an investment adviser does not imply any level of skill or expertise. City
National Bank is a subsidiary of the Royal Bank of Canada.
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