
Exit Strategies for Small Businesses 
 
Exit strategies are often discussed in the realm of venture capitalists or angels. It’s not always 
part of the conversation when you’re a small business owner. 
 
If you operate a one-person LLC or sole proprietorship, you might be more worried about 
getting work for tomorrow than wondering what to do when it is time to retire. 
 
The questions you ask yourself as a small business owner should be the same as any other 
investor.  
 
How can you get your money back out of the business, and how much will be available? 
 
If you take the time to strategize this effort now as part of your overall business plan, you’ll 
have more control over your future. 
 

Top Exit Strategies to Use for Small Business Owners 
 
When it is time to stop operating your business, you’ll have a few decisions to make. Are you 
going to hand the reins to someone else? Does there need to be paperwork filed with your local 
government to finish the process? 
 
Although you can’t enter and leave as quickly as an investor, you still have ways to maximize 
the value of your hard work. These are the top exit strategies that work for small business 
owners. 
 

1. Total Liquidation 

This exit strategy is what most single-person businesses adopt when it is time to close up shop. 
It involves selling all of the company’s assets to generate a final revenue report.  
 
It might be the only option for some small business owners. If your work is entirely dependent 
on the efforts that you alone put into the company, this exit strategy is the one to use. 
 
The problem with this exit strategy is its return. You’ve likely claimed depreciation on your 
assets, which means most goodwill value disappears. Even when the market is lively, 
second-hand goods don’t sell for high prices. 
 
Any creditors you have would get the first claim on the money generated from asset sales.  
 
If you don’t want to see your business disappear, you can retool its structure before exiting to 
have someone else start operating it. One option would be to move from a sole proprietorship 
to an LLC. 
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2. Profit Extraction 
Sole proprietors frequently use this method as an exit strategy by giving themselves a “payday” 
whenever revenues allow. Instead of reinvesting the cash back into the company, it gets spent 
on other needs or investments. 
 
If a large salary draw isn’t used for profit extraction, a small business owner could use a 
significant dividend over several years to create a similar result. 
 
It limits your business's growth potential, but it works well if you plan to close up shop without 
anything to sell when it is time to retire. 
 
How you approach this exit strategy depends on your business structure. It offers ongoing cash 
infusions instead of a lump sum, but you might run afoul of shareholders, if any exist. 
 
The advantage here for sole proprietors is that the salary gets taxed as personal income. You 
can control how much you take out each year to potentially limit other obligations. 
 

3. Keep it in the Family 

Many small business owners dream of keeping their company in the family. After spending 
years building a brand footprint, it can become a significant financial resource that helps future 
generations. 
 
That means you won’t get as much money out of it for personal use, but this exit strategy can 
help the people you love start earning a decent living from your efforts. 
 
It takes time to build a family succession plan, especially if your heirs disagree on the path 
forward. You might encounter issues where there aren’t enough people available with the 
necessary skills to take your place.  
 

4. Outright Sale 

Small business owners can take two different approaches to this exit strategy. 
 

▪ The company can be sold in the open market with goodwill and assets incorporated to 

maximize the return. 

▪ It can sell to your existing employees or managers who have an interest in continuing 

operations. 
 
If your SMB is profitable, finding a buyer shouldn’t be difficult since it offers an attractive 
investment opportunity. When your revenues barely reach the break-even mark, taking the first 
option might not be as easy. 
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With the second option, your best exit strategy could be an ESOP – an Employee Share 
Ownership Plan. This stock equity lets your employees or managers acquire ownership as time 
passes while you get the financial benefits of the transfer. 
 
You can also complete an outright sale to an employee or manager for cash to use this exit 
strategy. 
 
5. B2B Sale 
Businesses buy each other each year through the mergers and acquisitions process because it 
comes with several benefits. If your company can offer a fast expansion path, new 
technologies, or additional expertise, this option could be part of your exit strategy. 
 
When your small business can offer competitive advantages to another organization, the 
motivation to finish the acquisition process can lead to a fast sale and above-average profits. It 
can also lead to the loss of jobs if the goal is to put you out of business after leaving. 
 
You’ll need to position your company appropriately to have it become a beneficial target. It 
helps to think about what the more prominent players want to achieve in your industry and put 
yourself into a place where you can provide it. 
 

6. File for Bankruptcy 
Although this exit strategy isn’t your best option, it could be your choice of last resort if nothing 
else is working. It relieves you of your responsibilities and business debts, but not always. You 
might get tasked with restructuring the company to make it profitable once again. 
 
You’ll also find it problematic for the company to acquire credit for several years. 
 
It creates an untimely end to the relationships you built over the years during the profitable 
times. Depending on how your small business is structured, you might need to file outside of 
the Chapter 11 provisions. 
 
You won’t get much (if any) money out of this strategy, but it could relieve some sole 
proprietors of extensive debt. 
 

7. Take It Public 
Although some small businesses won’t qualify for an initial public offering (IPO), this option 
could be quite profitable as an exit strategy. The problem is the process that it takes to become 
a public company. It is lengthy, costly, and not guaranteed to let you withdraw your capital.  
 
The shareholders in an IPO often want to see the funds used to expand operations, complete 
research and development, or refine the current products or services. 
 

https://www.thebankruptcysite.org/resources/bankruptcy/new-bankruptcy-laws/how-does-a-sole-proprietorship-file-bankruptcy.htm
https://www.thebankruptcysite.org/resources/bankruptcy/new-bankruptcy-laws/how-does-a-sole-proprietorship-file-bankruptcy.htm
https://www.investopedia.com/articles/investing/080613/road-creating-ipo.asp
https://www.investopedia.com/articles/investing/080613/road-creating-ipo.asp


A public company has more reporting standards and regulation compliance requirements to 
meet. If you’re the owner, you could have personal liabilities to disclosure failures or 
accounting problems. 
 
It’s a high-risk, high-reward scenario. You could cash out with this exit strategy and retire 
comfortably, or you might stay in a leadership role for much longer than anticipated. 
 

What Is the Best Exit Strategy for SMB Owners? 
 
As a small business owner, you must keep retirement at the forefront of your financial 
decisions. Even if you are a sole proprietor, an exit strategy allows you to have concise plans 
that work to create the future you want. 
 
While you ponder the options that work best for your needs, don’t forget to continue 
contributing to your IRA, 401(k) plans, and any other savings option you have for your 
retirement. These funds are typically unaffected by whatever exit strategy you select. 
 
Your goal should be to start working on this process now. When you take the time to plan 
today, your business will be in a better position to maximize future returns when the moment 
comes to step away from everything.  


