RBC Rochdale

Entrepreneurs:

Consider an Estate
Plan to Protect Your
Family and Business

While it's always important to have an estate plan in place to
ensure your wishes are met and to protect your loved ones, it's
especially crucial if you own a business that is the family’s main
source of income or is a significant portion of your overall estate.
It will prevent a lot of worry and misunderstandings if couples who
own businesses are open about their concerns regarding how the
loss of income from a business might affect them.

Let’s say one partner owns a very lucrative business. The stay-at-
home spouse who does not generate income may have concerns
about how she will be provided for after a death. In this case, it
would be important for the spouse to know: “What happens to

the business and the income it provides should you pass away?
Am | receiving any portion of the business when you pass or do

| become owner of your share?” An estate plan is critical in such
situations because a lack of a plan for a business owner could
leave business partners and/or family members in turmoil and the
business itself in chaos.

If you own a business, there are three key issues to consider and
discuss with your spouse to create a plan that protects them and
the legacy you've built: the role of the surviving spouse, a buy/sell
agreement, and the division of business assets.
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The Role of the Surviving Spouse

Many of the concerns that come about when one member of
a married couple owns a business are strongly contingent on
whether the business is owned outright.

When a business owner dies, the surviving spouse must handle
both grieving and managing the financial repercussions of the
spouse’s death. When a business partner or multiple partners
are involved, and the couple did not own 100 percent of the
company, the issues become much more multi-layered. This is
especially true if the surviving spouse wants to be involved in
the business in some capacity. In this case, there are two main
questions to consider: Does the surviving spouse wish to, or
have any ability to, assume a co-management role? Secondly,
does the external business partner want to be in a partnership
with the surviving spouse?

No matter what you decide, you should also have the same
kind of frank conversation with your business partners about
developing a plan to protect your loved one’s interest in the
company. It will ease a lot of anxiety for your spouse and family,
as well as your business partner, if a plan is in place. A well
thought-out business succession plan will ensure a seamless
transition amongst all the parties while allowing the business to
continue to operate efficiently.

In most cases, even if a couple owns 100 percent of the
business, the surviving spouse may not want to operate

the company. It’s crucial for the spouse who doesn’t run the
business to be frank and feel comfortable saying, “I'm worried
about managing all this if you go before me.” For these reasons,
it's essential for couples — and their business partners — to
anticipate and discuss possible ownership and management
issues so their visions for the running of the company in the
event of a death are aligned.

A Buy/Sell Agreement

A buy/sell agreement takes into consideration what happens if the
business owner dies or wants to retire. It may seem like common
sense that a business agreement covering contingencies such
as death or retirement should be an integral part of building a
company. However, it's common for business owners to put off
such tasks until long after the company is up and running.
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A buy/sell agreement is as much about protecting your family as
it is about protecting your business partners and your company.
Not having some form of a business succession plan or
management agreement in place could prove extremely difficult.
Let’s say that your spouse has a 50/50 business partnership
with someone. A worst-case scenario would be that the
business has a pending government contract, but because of
the demise of one of the partners, the other partner cannot act
on it alone due to a pre-established rule that says both partners
must agree to new client contracts. Without a plan in place to
detail what happens operationally when one partner passes
away, the company’s future could be in jeopardy.

In a worst-case scenario without a succession plan in place,

the surviving spouse who does not have an understanding of
the business declines to sign the government contract out of an
abundance of caution. Next thing you know, the contract lapses,
potentially jeopardizing the business relationship.

These and many other potential complications can be avoided
with a comprehensive agreement that addresses how and by
whom the company will be run if when one partner dies.

Division of Business Assets

Even when a company is solely owned by one person, how to
fairly divide the assets of a business among family members
can be a complicated issue. For many families running a
business, it's often the case that much of their accumulated
wealth is derived from that business, which then gives rise

to many questions: If only one or two of the family members
work in the business, who inherits the business? Do you
divide it equally among all or do you give the business to

the family members who are working in it? If you give the
business to some family members, do you then provide cash,
bonds or securities to the other family members to offset the
business interest?

Even if you have a business succession plan in place, it's
not enough to simply hand over the company to the family
members most actively involved in the enterprise. That could
cause an inheritance imbalance and result in friction between
estate beneficiaries. Typically, that's when we see insurance
policies come into play. For example, the business might be
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worth $5 million, so the parents buy a $5 million policy to equal
the value of the business. Thus, child one and two inherit

the business and child three and four inherit the insurance
proceeds. Please bear in mind, this is not the solution for all
circumstances. An estate planning expert is best suited to
advise you on how to remedy the potential imbalance of assets.

How to Prepare Your Business

Ownership of a business can add numerous complications to
estate planning. It's a good idea to speak with a professional
to ensure all possible family, partner and business-related
concerns are covered in your will and estate plan. It’s also
especially critical to speak with your spouse to ensure you're
both on the same page when deciding what will happen to the
business when you pass away.
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To learn more contact your Financial
Advisor or RBC Rochdale Senior
Investment Consultant

or Portfolio Manager, visit us at
www.rbcrochdale.com, or email us at
info@rbcrochdale.com

IMPORTANT INFORMATION

This document is for general information and education only. It is not meant to provide specific tax
guidance. The information in this document was compiled by the staff of RBC Rochdale, LLC (Rochdale)
from data and sources believed to be reliable, but Rochdale makes no representation as to the accuracy or
completeness of the information. The opinions expressed, together with any estimates or projections given,
constitute the judgment of the author as of the date of the presentation. Rochdale has no obligation to
update, modify, or amend this document or otherwise notify you in the event any information stated, opinion
expressed, matter discussed, estimate, or projection changes or is determined to be inaccurate.

Rochdale as a matter of policy, do 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.

This presentation (or any portion thereof) may not be reproduced, distributed, or further published by any
person without the written consent of Rochdale.

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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