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Key TaKeaways
·  Not implementing an exit plan 

brings myriad risks, especially 
in a soft economy.

·  Before selling, cast the  
company’s bottom line  
in the most favorable light.

·  Small businesses usually  
change hands via third-party 
sales, family transfers or  
employee purchases. Exit

Making a Graceful



While there are thousands of options for  
leaving a business, there are truly only two ways 
to exit: the right way and the wrong way.  

Establishing a plan early on will 
help you make the best decisions.

 By Heidi Hjerpe

Exit
Making a Graceful
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sTep 1: Define your Objectives
The best place to start is to plot a roadmap. Ask yourself: 
“After all of the effort I’ve put into building my business, what 
will I ultimately be looking to get out of it?” Once you’ve an-
swered that, factors like retirement age, family considerations 
and specific financial goals emerge. 

“If the owner is over 50, we ask them: How long do you 
want to work? How much money do you need to live com-
fortably in retirement? Who will you want to take over the 
business upon your exit?” Brown says. 

Selling your business to a third party or transferring it to 
a family member are both popular exit strategies, but there 
are limitless options once you get down to the finer details. 
“Working with so many small and mid-sized business owners 
over the years, I have helped plan thousands of paths for exit-
ing a business,” Brown says.

Along with defining their goals, owners also should consider 
their timeframe and long-term financial objectives. Assemble 
a list of potential buyers, including family members, inter-
nal candidates and third parties, who may have an interest in 
taking over the business. Carol Roth, an investment banker, 

business strategist and author of The Entrepreneur Equation, 
says it’s never too soon to start identifying possible successors.

“Engaging in this process early on, maybe five to 10 years 
before you are ready to exit, can help you to see your options, 
identify and resolve problems, get your business in order and 
ultimately maximize its value,” Roth says.

sTep 2: Bring In the experts  
Small businesses are like snowflakes: no two are alike. That’s 
why you shouldn’t rely solely on what you’ve heard from 
friends, relatives and colleagues about the best way to prepare 
for a sale. This is a job for the professionals, accountants and 
lawyers you trust who can give you objective advice. 

“Business owners have their own philosophy, clients and 
culture. Their succession plan can be tailored to reflect that,” 
says Evangeline Gomez, a New Jersey-based attorney who focuses 
on family and small business law.

In addition to hiring an attorney, it may be helpful to hire 
a financial planner or other investment expert who can offer 
advice about how a sale can affect both your business and 
family, including the tax implications. 

Many small business owners work their entire lives building their businesses. Still, many 
don’t have a good plan when it comes time to make their exit. 

Business owners are busy running day-to-day operations and, for many, their identity is so 
closely tied to their business that it’s too difficult to imagine leaving. For those reasons, many 
haven’t prepared for—or even contemplated—their exit. But not planning for the inevitable,  
experts say, comes with a wealth of risks, especially in a soft economy. 

“Many small business owners are very uncertain about their futures for a lot of reasons,”  
says John Brown, CeO and co-owner of Business enterprise institute inc., a Golden, Colo., 
organization that trains business advisers in small business exit planning. “People should plan 
when things are uncertain.”

To preserve your options and equity, remember that time is of the essence: Don’t wait  
until you’re ready to leave to start exit planning. No matter how long you’ve been running your 
business, start mapping out your succession now to secure a successful and profitable future.

Here’s our step-by-step guide to achieving your goals. 

Planned Voluntary exit
A scenario in which the business 
owner plans and executes an 
exit. A planned exit affords time 
to build up value in the business, 
making it more attractive to buy-
ers. “With a planned voluntary 
exit, the primary value strategy 
is to sell it to a buyer … who can 
use the business to expand, mar-
ket or acquire skilled staff,” says 
Dan Bowser, president and owner 
of Value insights, a Summerville, 
Pa., exit-planning consultancy.

Forced exit
A forced exit involves an unan-
ticipated and typically unpleasant 
event, such as bankruptcy. Bows-
er’s advice: Sell to a qualified 
buyer—someone with appropriate 
business experience and financial 
backing. this may mean accept-
ing a low offer to turn a quick 
sale. if no qualified buyers are 
interested, liquidation becomes 
the next best strategy. “A properly 
handled liquidation can generate 
a fairly significant [and immediate] 
amount of money,” he says. 

Foreseen inVoluntary exit
this is a terminal situation, such 
as an owner’s death or a divorce. 
When these events are spotted in 
advance, owners can take busi-
ness-preserving action. Bowser 
says training a family member or 
employee to take over the busi-
ness is usually the best option. 
“Speed is of primary importance,” 
he says. 

unForeseen Voluntary exit
Your landlord unexpectedly raises 
rent, or a competitor’s develop-
ment marginalizes your position 
in the marketplace. if your busi-
ness is unlikely to recover from 
the event, Bowser recommends 
selling the business—the sooner 
the better—to achieve maximum 
value. “if you’re willing to do what 
it takes, then you still have the 
opportunity to sell it to that third 
party and come out reasonably 
well,” he says.

– Lisa Tomcko

some exits are foreseen, while others are not.  
Here are descriptions of the four major exit scenarios.
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“Advisers can help you look at and be thinking about the 
bigger picture; not just your personal goals, but about the 
economy and your timeframe, as well,” Roth says. “They can 
tell you, for example, if delaying the sale of your business by 
six to nine months will make for a better strategy.”

In preparation for sit-downs with your legal and financial 
team, Gomez says it’s never too early for small business own-
ers to start assembling and updating documentation such 
as buy/sell agreements, certificate of incorporation, articles, 
operating agreements, shareholder agreements, stockholder 
agreements and any other relevant documents, to make sure 
they are up to date. 

sTep 3: structure your Operations 
Potential buyers need to know they’re making a good decision 
by purchasing your business. That may mean building and 
diversifying your client base, creating a formal management 
structure or putting another person in charge to demonstrate 
to interested parties that the business can be successful with-
out your leadership. 

Brown stresses this final point is critical to making a con-
vincing pitch to suitors. “Create and implement a viable tran-

sition plan and team 
of people to show 
[potential buyers] the 
business can contin-
ue to operate without 
the [original] owner,” 
he says.

Motivating em-
ployees to remain 
with the company 
after a sale is also im-
portant, so take care 
of key team mem-
bers who may quit or 
look for substantial 
additional money if 
they suspect a forth-
coming sale. 

“Try to put in place 
incentives like a bonus program today to keep employees happy 
and avoid these kinds of issues,” Roth says. 

Another important factor when exiting is the numbers. 
When you run a private company, you typically try to mini-
mize taxes. However, just before you exit, you typically want 
to show more profits on your tax return, Roth says. “Maybe 
part of your strategy will be to stop certain expenses that 
aren’t vital to your business—such as out-of-state conferences 
that are more like vacations—for two years prior to the sale,” 
she says.

Lastly, and perhaps most importantly, show potential buyers 
the money. Roth advises her clients to set at least a three-year 
horizon for buttoning up a small business’ finances before a 

Read how three 
small business 
owners approached 
exit planning in 
their businesses.

PrEPArAtion PAYS off 

S ix years ago, one of the four siblings who co-owned 
NFiB-member business GLD inc. wanted out of the 
company. The family was prepared to buy her out, 

thanks to a comprehensive exit strategy they had drawn up 
several years earlier.  

“We have multiple owners, so we needed a plan in place 
before something happened,” says Mike Greene, president of 
New Albany, Ohio-based GLD, which owns and operates three 
Stanley Steemer carpet cleaning franchises. “in the mid-90s, we 
worked with an attorney to put together a buy-sell agreement so 
when we bought out my sister in 2005, we had an undisputable 
method of determining what we would pay her for her shares.”

The owners revisit the plan every four to six years, on the 
advice of their attorney. The exit plan covers a range of circum-
stances, including death or disability of an owner. The exit plan 
even protected the business when Greene’s brother was going 
through a divorce and his wife’s attorney eyed company assets. 

“The benefit of having an exit strategy is that it protects as-
sets and preserves family relationships,” Greene says.

These days, 
there’s a bright 
spot in the market 
for businesses 
worth at least  
$1 million to $2 
million: Banks will 
still make loans  
to purchase these 
businesses.

NFIB member Mike Greene developed a plan that 
protects assets and preserves family relationships.
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sale. Work with your team of experts to cast your company’s 
bottom line in the most favorable light.

sTep 4: Close the Deal  
Small businesses usually change hands in one of three ways, 
according to a 2010 Business Enterprise Institute survey: 
third-party sales, family transfers and employee purchases. 
Each transaction is a different animal, requiring a different set 
of considerations for small business owners. Here’s a rundown: 

Selling To a Third ParTy
The amount of cash received is the main factor when selling 
to a third party. According to Roth and Brown, despite the 
bleak economy, there’s a bright spot in the market for busi-
nesses worth at least $1 million to $2 million: Banks will still 
make loans to purchase these mid-sized businesses, making it 
a good time for sellers and buyers alike. 

“It is a very robust market at that price point,” Roth says. 
“Private equity firms want to put capital to work, and right 
now, the rates are low for debt financing. It is a great time to 
sell if you are at least in the $1 million to $2 million range.”

These days, buyers will usually pay cash for any business with 
at least $2 million in cash flow. (Buyers can’t borrow as much 
as they used to.) The 
fact is, you can never 
time the market exactly 
right, and while buyers 
are more risk-conscious 
than ever, a seller can 
take steps to bolster 
buyer confidence. 

“The seller needs 
to be well-prepared to 
sell,” Brown says. “This 
translates to having ac-
curate and documented 
financial reporting and 
inventory control; a 
strong management 
team in place; good, 
documented process 
systems (i.e. a “system-
atized” business); and a 
written, long-standing 
business plan that dem-
onstrates the seller has 
met his [or her] own 
goals over that period 
of time.” 

For small businesses 
with less than $1 mil-
lion in cash flow, it’s 
difficult to find a pro-
fessional buyer, such 

lEArn from tHE PASt

l ike many small business owners, Don Summers was count-
ing on the sale of his stock in his Austin, Texas, company 
that sells, rents and services generators to fund his retire-

ment. When it came time for him to retire, however, there was no 
formal plan to sell his portion of the business to his son, Kurt. Plus, 
the company’s value at the time might not have been enough to 
allow Don to live comfortably. Kurt stepped in and devised a more  
aggressive, long-term plan to build the value of the business. 

Don began collecting Social Security and continued to 
collect a company salary until the stock purchase agreement 
was executed. “His sale of stock to me is his retirement,” says 
Kurt Summers, now president and general manager of Austin 
Generator Service. “i love my dad and always planned to make 
sure he was taken care of, but the outcome of this experience 
has been a big motivating factor for me to have [my own] plan.”

With the help of advisers, Kurt Summers has been working 
on his own exit strategy with a focus on growing the company 
and building value both inside the business, in revenue and 
assets, and outside, in personal retirement accounts. Most 
importantly, he is assembling a leadership team that can run the 
business without him. 

“in addition to my CFO, i now have a service manager and a 
VP of sales and marketing,” Kurt Summers says. “Solid financials 
and a key leadership team will not only enable me to more easily 
retire but will mean continuity for our family business of 33 years.”

After taking over the  
family business from  
his father, NFIB member 
Kurt Summers was  
motivated to institute  
his own exit strategy.2
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NFIB member 
Hugh “Buddy” 
Stith’s exit  
strategy has  
two employees, 
including his  
son-in-law,  
buying him out 
over a decade.
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as a private equity firm, Roth says. A more likely buyer is 
a competitor or individual, the latter of whom may have 
less cash on hand, or limited access to financing, she says. 
However, the seller can provide financing, usually structured 
as debt. “This debt could be secured by the business—which 
has risks if the buyer doesn’t do a good job managing the 
business—or other assets owned by the 
buyer, or both,” Roth says.

For small business owners in this situa-
tion, “the best option might be to sell to 
employees or transfer the business to a 
family member,” Brown says.

Selling To Family memBerS 
While perhaps the most rewarding, fam-
ily businesses offer unique complications 
when it comes time to sell. As family busi-
ness owners will tell you, interpersonal baggage can often get in 
the way of making the best financial decisions. 

“Some small [family] businesses can overcome these ob-
stacles, but it is difficult to do so because it requires them to 
separate objective business decisions from subjective family 
considerations,” Brown says. 

During this process, first determine whether there is even a 
suitable and willing successor in the family, whether it’s a child, 
spouse, sibling or other relative. Owners should assess a possible 
successor’s competency and interest in taking over the business.

“They need to take the name off the résumé and ask them-
selves: Does this person have the core competencies to run this 
company? [If not,] can they get them? Can you train them?” 
Roth says. “Ask the [family member] and yourself if this is a good 
fit, and be objective. If your [family member] is not passionate 
about the business, then it might not be the best decision.”

Selling To emPloyeeS or ParTnerS
Small businesses worth less than $1 million are often sold to 

longtime employees or partners, and the arrangement can 
work well for owners. After all, your employees and partners 
already know the business, Roth says, and you may not have to 
sell them as hard as you would an outside buyer. 

These days, however, the road to employee ownership  
is filled with obstacles. Again, finding a lender who’s willing 

to back a business sale to an individual can be difficult, if not 
impossible. 

One way is for the owner to sell only a small, non-con-
trolling part of the business at a time to the insider, keeping 
control of the business during the entire sale process until 
the owner has received the entire purchase price, Brown says.  
The length of such a process varies considerably from business 
to business.

Another option to sell to employees is employee stock 
ownership plans, or ESOPs. ESOPs deduct wages from  
employees’ paychecks in exchange for stock or give them op-
portunities to purchase stock in the company—or a combina-
tion of these. These transactions can be complicated though, 
so it’s best to consult experts before proceeding. 

One final exit route is worker cooperatives, an arrangement 
in which a group of employees buy the business together. This 
plan requires enough workers interested in business owner-
ship. Plus, the business is ultimately run as a democracy, which 
may impede its success, Roth says.

Potential buyers need to know they’re  
making a good decision by purchasing  
your business, which may mean building  
or diversifying your client base.

3lEt tHE BuSinESS run WitHout You

Hugh “Buddy” Stith founded his Birmingham, Ala., business in 1998. First 
Response provides training and resources to companies that want to be proactive 
in dealing with serious personnel and employment issues. 

Over the years, the company evolved into a family business, with Stith’s son-in-law, 
Terry, joining as president 10 years ago and Stith’s wife, Diane, a former teacher, working 
as controller for the past eight years. Diane plans to retire this year, and in anticipation of his 
own retirement, Stith hired Senior executive Vice President John Moser 18 months ago.

“i have not delegated responsibility very well until about a year ago,” the 66-year-old 
Stith says. “Now, Terry and John are more involved. i don’t even go on the initial sales 
calls anymore.”

Terry is a minority shareholder, with Hugh owning 90 percent of the company’s stock. 
Hugh is working with an attorney and his accountant on an exit plan that will entail Terry 
and John making an initial down payment and then buying him out over a 10-year period.

P
ho

to
 b

y 
D

ar
re

n 
C

ar
ro

l


