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Inheriting a Business?

HERE'S HOW YOU CAN ENSURE A SUCCESSFUL TRANSITION

Ideally every family business owner should craft a thorough succession plan, vetting it with a knowledgeable legal,
accounting and banking team to make sure all the right pieces are in place to assure a smooth transition to the
next generation. In reality, however, many business owners don’'t have formal succession plans — or any plans —
to transition their firm to a new generation. This can leave their companies - in many cases, their family’s most
valuable asset - at risk as the incoming generation takes the reins.

Only 18 percent of family businesses say they have formally adopted “a robust succession plan — that is, a
documented and communicated leadership transition strategy,” PwC’s 2019 Family Business Survey found. It's
important for the next generation to initiate some of these conversations. Timing, identity, training, hope, respect,
complexity and a host of other issues are wrapped up in a succession plan that will ultimately determine their
success.

If you anticipate someday taking over a family business, you need to play an active role in initiating, creating and
following a formalized succession plan in order to set yourself up for success.

Your Role in Taking Over the Family Business

Beyond the legal, tax and financial aspects of business succession, family dynamics and employee relations can
make or break a generational transition and must be handled with care as company control shifts to children or
other family members. A next-generation owner’s vision for running the business also plays an important role.

If you're assuming ownership of your family business — whether through gradual gifting, inheritance or purchase
— you can take several steps to help ensure a successful transition, starting years in advance.

RESPECT THE CURRENT OWNER AND BE MENTORED

Transfers from founders to second-generation owners can be more difficult than subsequent transitions. The
first generation built the business up and sometimes it’s hard to let go. It’s important for the successor to feel
empowered to take on responsibility. It's very challenging for the founder to let go and it’s challenging for you
to get that respect. Passing a business from the second to the third generation is generally easier because it’s
already happened once.

Respect for those who came before is important when taking over the family business. A key for any offspring
coming in as a next-generation leader is to value what was created by your parents or your grandparents or other
family members. It would be a mistake for heirs to graduate from college, return to the family business and say,
“Let me show you how to run the business.”

One individual made a generational transition but the founder stayed on for a decade, for instance, offering
guidance and invaluable industry connections and reputation to the new leaders. Even though the successor
runs the company, the individual valued the input that the founder contributed and still brings his predecessor
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to conventions and conferences. At the same time, the new owner streamlined operations, which meant making
sometimes-uncomfortable changes along the way. But the individual honored the founder and the way that
person did business in the industry - and it’s making them very successful.

Be an open book, let the previous generation mentor you and hold on to what works. That’s the best advice to
any next generation coming in.

But it’s not just the owner you're succeeding that you need to respect and learn from — it’s every person at the
company. It’s really important that the family member taking over the business respects the fact that there are
other people who are working there and they have helped grow the business. The family business’s new owners
should be respectful of those people and not come in entitled, thinking they can just step in and take over. Most
organizations are successful because of the people that are there. It's not smart to do anything rash or sudden
without explanation.

UNDERSTAND THE INNER-WORKINGS OF THE ENTIRE COMPANY FROM BOTTOM TO TOP

There are specific steps the younger generation can take to gain an understanding of their own family business,
its employees and the realities of the work world in general.

A child who will inherit the family business should do apprenticeships in all aspects of the operation, preferably
before the current owner exits. Not only would you learn about the business, you would get to know the
employees. You need to respect them and gain their trust, and that’s going to take time.

Sometimes unexpected circumstances will force a grown child to be thrown into leadership early, without time to
work in the stock room or gain experience somewhere else first. That’s a little bit of a different situation because
you don’t have time to do a lot of these things, but it’s still important to understand everybody’s perspectives
and concerns.

UNDERSTAND THE DETAILS OF THE TRANSFER AND HOW THEY IMPACT THE BOTTOM LINE

You also need to thoroughly understand the transfer’s financial and tax implications. Transfers can be structured
in a number of different ways, with far-reaching ramifications. This is where experienced accountants and lawyers
can provide crucial guidance, both to maximize positive results for everyone and avoid unwanted consequences.

A company buyout, for example, requires cash flow sufficient to make payments to the owner who's relinquishing
the business, while a gift will affect the owner’s estate planning. How the business is being transferred should be
thoroughly understood.

You also need to consider how you and the business will take care of the older generation. When you start
navigating multiple generations and you have them all working in the same office, how do you tell your father,
“It’s time for you to retire?”

Dad may transition out of ownership, but the new generation may keep him on the payroll for health insurance or
other reasons. How do you continue to take care of them? You have what you have because they did what they
did. And if you manage it right when you're a close-knit family, it can work out.

To learn more contact your Financial Advisor or CNR Senior Investment Consultant or

Portfolio Manager, visit us at CNR.com, or email us at info@cnr.com.
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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 City National Rochdale (CNR) from data and sources believed

to be reliable, but CNR 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. CNR 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.

City National Bank, its managed affiliates and subsidiaries, 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 CNR.

City National Rochdale, LLC, is a 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 and City National
Rochdale are subsidiaries of Royal Bank of Canada.

© 2025 City National Rochdale. All rights reserved. CAS00012668-02/25
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