WHAT’S YOUR BUSINESS EXIT STRATEGY?

When businesses hear the term “exit strategy”, most assume this means failing to thrive and closing their doors. But there are other reasons to exit a business – some planned and some not. 

Much effort and discussion go into starting a business, but most start up planning does not incorporate an exit strategy. Very few small business owners start a business with the intent to build it up and then, plan to get out - with a specific return on their investment.

For many businesses, the owner is involved with every facet of the operation, and the business is not structured in such a way that it could function effectively without the owner. The fact remains, however, that every business owner has to leave their business at some point in time. Given this inevitability, wouldn’t it make sense that all business owners should consciously consider how they want to move on?  Leaving this important decision to chance is not likely to give the best outcome. 

The most common form of exit is a business sale. The sale could be to a partner, to a new owner, to another business, to a family member or to employees through an employee stock ownership plan. Very seldom is a business bought by a venture capital firm and rarely does it go public with an IPO. The next most common is liquidation which can be intentional or unintentional, as in a business bankruptcy. Lastly, a business exit can also occur by unfortunate circumstances such as the death of an owner or a disaster event. 

Exiting your business successfully can be just as hard as starting your business. The major point is you, as the business owner, should choose a strategy rather than just let one happen to you. An exit strategy will help you focus on how and when you want to leave your business, and guides your decisions over the course of time to reach those goals. 

Every exit involves a series of considerations. Do you want to just cut back the amount of time you put into the business but yet retain ownership? Do you have family members who are interested in owning the business? If you answer yes to these questions, you may need to take steps over a period of several years to insure a successful transition. 

Is your business profitable? Does the business generate cash flow? Is your current market sustainable? What assets would have value to another owner?

Do you have proper life insurance to provide the resources for your family and business should this be necessary? Do you have proper insurance and disaster preparedness plans in place to safeguard your key assets (including data) in the event of a disaster? 

For most owners, exiting a business occurs after they have invested significant time and money into their business. Depending on the strategy, it can take time to accomplish - sometimes years. Don’t leave the decision to the last minute. If you are currently in business without an exit strategy, give it some serious thought right now. If you are on top of your game and you’ve made some plans for exit, be sure to review them on a regular basis and make sure that current situations still support your plan. If not, how does it need to change?  

Exiting a business can be a complex event so be sure to seek the advice of your accountant, attorney, a qualified business broker and other relevant professionals to make the process a successful one. At the SBA, we can refer you to free business counseling resources to help you formulate your plan. Call us at 775-827-4923 and tell us you’re ready to get started.

