
7 Exit Strategies for Small Businesses

When you’re launching a small business, you aren’t thinking about exit strategies or what you’ll

do when it’s time to retire. Your primary focus is to grow the business into a thriving operation.

But at some point, every small business owner must plan for their exit. Whether it’s because

you’re retiring or the business is failing, it’s important to plan your exit strategy as early on as

possible.

Here are seven exit strategies to choose from:

1. Pass the Torch to a Family Member
Many small businesses are family owned and operated. For businesses that fall into this

category, it may make sense to pass the torch to a family member who has the experience and

desire to take over.

One advantage of going this route is that you have the opportunity to choose and groom your

successor. If you still want to be involved in the business, you may be able to take on an advisory

role.

Passing the torch will work best for businesses that are in the growth or expansion phases.

To make the transition go as smoothly as possible, make sure that the family member is truly fit

for running the business and that all stakeholders support your choice of successor.

2. Liquidation
If your business has reached the point of no return, liquidation may be the best option.

Liquidation is the process of closing a business permanently and selling all assets.

Keep in mind that you probably won’t be able to keep all of the cash that you generate from

asset sales. Debts and shareholders will need to be paid off first.

There are some benefits to liquidation, but there are also implications that you need to

consider.

● You’ll be free of having to worry about your business.

● The process is simple and relatively quick compared to other exit strategies.

● Employees, customers and vendors will be affected by the closure.

● You may not get the best return on your investment.

Liquidation works best for failing businesses.

To make the process go as smoothly as possible, make sure that you have an accurate inventory

of your assets and work with an experienced, qualified appraiser. Your accountant and lawyer

will have major parts to play in the liquidation process.



3. Sell the Business on the Open Market
If no qualified successor can be found, many small business owners choose to sell their business

on the open market.

Depending on the profitability of the business, you may be able to get an excellent return. Once

a suitable buyer is found, the sales process can move along quickly. Selling is a great option if

you want to wash your hands clean of the business and move on.

However, keep in mind that the buyer will likely be someone who is unfamiliar with your

day-to-day operations. To make the transition as smooth as possible, make sure that you

provide training to the new owners.

An open sale will work best for thriving small businesses. Only about 20% of businesses actually

sell, so if you want to go this route, make sure that you’re in it for the long-haul.

4. Merger
A merger may make sense for small business owners who still want to be involved in the

business. With this approach, two businesses combine to form one operation. Investors love

mergers because they increase the value of the business.

With that said, you will play an integral role in the transition process, and you will likely stay on

through an owner or managerial role.

Mergers work best for businesses that are in the maturity phase.

For a merger to be a success, it is crucial to choose a business that complements your

operations. Everything from the mission to company culture should be aligned.

5. Acquisition
In some ways, an acquisition is similar to selling your business on the open market. With this

exit strategy, you’re selling your business and giving up ownership. The main difference here is

that you’ll be selling to another business – not an individual.

One advantage of being acquired by another business is that you can name your price.

Depending on the circumstances, the buying business may be willing to pay more than the value

of your business, especially if it’s a competitor.

Acquisitions work best for profitable small businesses that hold a larger share of the market.

A few important things to consider:

● If a competitor is looking to acquire your business, their plan may be to fold your

business after the purchase. Existing employees may be out of a job.

● Competitors may pretend to be interested just so that they can get a closer look at your

financial information.
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If you want to succeed with this exit strategy, consider targeting potential businesses and

proposing the acquisition.

6. Employee Buyout
Many small business owners want their business to continue and succeed after they step down.

The best way to do that is to hand the reins over to someone with intimate knowledge of the

day-to-day operations, such as an employee or manager.

Employee buyouts work best when the business is profitable and still in the growth phase.

To make the buyout a success, make sure that the prospective buyer is serious and has a viable

plan for the continuation of the business. You may consider staying on in an advisory role until

you’re confident that things are running smoothly.

7. Go Public with an Initial Public Offering (IPO)
Going pubic isn’t practical for every small business, but it may make sense if you’ve reached a

plateau and need funding beyond private capital.

For small business owners, an initial public offering, or IPO, can also be a viable exit strategy.

Going public can make the business incredibly profitable, but the process can be a lengthy one.

An IPO is ideal for small businesses with excellent growth potential.

If you’re considering this route, make sure that your business is a good candidate for an IPO.

Your business needs to have an established track record of success in an industry that is

booming.

Choosing an exit strategy is not a decision to be taken lightly. Carefully weigh the pros and cons

of each option before making a commitment to ensure that you’re making the right decision for

you and your business.


