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SUCCESSION PLANNING 101: DEVELOPING A
FAMILY BUSINESS EXIT STRATEGY

For small business owners, developing a well-thought-out exit plan provides a
smooth transition and preserves the legacy of the family business. An exit strategy
serves as a roadmap for the future, outlining the steps and processes necessary
to successfully transition ownership and management of the family business to
the next generation or an external party. This guide will explore the importance of
having an exit strategy, the reasons for developing one, its impact on the business
valuation and legacy, the steps involved in creating a successful strategy, and the
various types of exit strategies available to family businesses.

The Importance of an Exit Strategy in Family Businesses

An exit strategy is vital to any family business’s long-term planning. It helps ensure
the continuity of the business, preserves the family's financial goals, and minimizes



potential conflicts that may arise during family succession. By having a clear plan
in place, small business owners can make informed decisions about the future of
their company, whether that involves passing it down to next-generation owners,
selling it to an external party, or pursuing other options.

Moreover, family business exit planning helps to align the goals and expectations
of all family members involved in the business. It provides a framework for
discussions about family succession, ownership structure, and management roles,
fostering open communication and reducing the likelihood of misunderstandings
or disruptive successors. By proactively addressing these issues, family businesses
can maintain harmony and stability, even during times of change.

Reasons for Developing an Exit Strategy

Developing an exit strategy helps small business owners to deliver a smooth
transition and secure their financial future. There are several compelling reasons
why every small business owner should prioritize creating an exit plan. From
retirement planning and wealth diversification to preparing for unexpected life
events and attracting top talent, a well-crafted exit strategy provides a roadmap
for navigating the complex process of transitioning out of your business.

e Retirement planning: As business owners approach retirement age, they
need to consider how they will transition out of their active roles and ensure
the company’'s continued success.

e Changing life circumstances: Unexpected events such as iliness, disability, or
divorce can necessitate a change in ownership or management, making
family business exit planning essentiall.

o Wealth diversification: By planning for the sale or transfer of the business,
family members can diversify their wealth and reduce risking their financial
goals.

 Attracting and retaining talent: A clear exit plan can help attract and retain
key employees who may be interested in future leadership roles or ownership
opportunities.



» Preparing for the future: Developing an exit strategy allows family businesses
to anticipate and prepare for future challenges, such as changes in market
conditions, technology, or consumer preferences.

Impact of Exit Strategy on Business Legacy

A well-executed exit plan can significantly impact a family business’s legacy. The
business can continue to thrive and grow under new leadership by implementing
a smooth transition of ownership and management. This continuity not only
benefits the family’s financial goals but also preserves the brand, reputation, and
business valuation that have been built over generations.

Moreover, a successful family business exit plan can serve as a model for future
generations, demonstrating the importance of long-term planning,
communication, and collaboration in maintaining a strong family business. By
leaving a positive legacy, small business owners can inspire and guide their
successors, ensuring that the company remains a source of pride and
accomplishment for generations to come.

Steps in Creating a Successful Exit Strategy

Crafting a successful exit strategy requires a systematic approach that addresses
the key aspects of transitioning your business. By following a series of well-defined
steps, you can ensure that your exit plan is comprehensive, effective, and aligned
with your goals and objectives.

o Assess the current state of the business: Evaluate the financial health,
market position, and growth potential of the company to determine its value
and attractiveness to potential buyers or successors.

 Define goals and objectives: Clearly articulate the desired outcomes of the
exit strategy, including financial targets, timeline, and family members’ roles
and responsibilities.

« Identify potential successors or buyers: Consider internal candidates, such
as family members, limited partners for a partner buyout, or key employees,



https://exitconsultinggroup.com/blog/partnership-buyout-of-partner/

and external options, such as strategic buyers or private equity firms.

» Develop a transition plan: Outline the steps necessary to transfer ownership
and management, including training and mentoring successors,
communicating with stakeholders, and addressing legal and financial
considerations.

o Implement and monitor the plan: Execute the exit plan according to the
established timeline, regularly reviewing progress and making adjustments as
needed to guarantee a successful outcome.

Types of Family Business Exit Strategies

There are several types of exit strategies available to family businesses, each with
its own advantages and considerations:

e Succession planning: Transferring ownership and management to the next
generation of family members maintains continuity and preserves the family
legacy.

 Sale to an external party: Selling the business to a strategic buyer, private

equity firm, or other investor provides liquidity for family members and
potentially brings new resources and expertise to the company.

¢ Management buyout: Selling the business to key employees or a
management team, rewarding loyal staff, and maintaining continuity in
leadership.

o Employee Stock Ownership Plan (ESOP): This plan transfers ownership to
employees through a trust, providing a tax-advantaged way to transition the
business while rewarding and engaging the workforce.

e Liquidation: Selling off the company’s assets and closing the business,
usually as a last resort when other options are not feasible.

Preparing the Next Generation

One of the most critical aspects of a successful family business exit strategy is
ensuring that the next generation is well-prepared to take on leadership roles.
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Grooming and developing potential successors is essential for maintaining the
continuity and success of the business. Small business owners can ensure a
smooth transition and preserve the company’s legacy by investing time and
resources into identifying and nurturing future leaders.

To identify potential successors, family business owners should look for individuals
who demonstrate leadership qualities, such as vision, adaptability, and
communication skills. These individuals may be members of the family or
employees who have shown dedication, aptitude, and a deep understanding of
the business. It's important to objectively assess their skills, interests, and passion
for the business rather than basing decisions solely on emotional ties and family
relationships.

Once potential successors have been identified, provide them with the necessary
mentoring, training, and education to prepare them for their future roles. This may
include:

e On-the-job training: Provide hands-on experience in various aspects of the
business, allowing potential successors to gain practical knowledge and skills.

e Formal education: Encourage and support potential successors in pursuing
relevant educational opportunities, such as business degrees, management
courses, or industry-specific certifications.

e Mentoring and coaching: Assign experienced family members or trusted
advisors to mentor potential successors, providing guidance, support, and
feedback as they develop their leadership skills.

e Exposure to decision-making: Gradually involve potential successors in
strategic decision-making processes, allowing them to contribute ideas and
gain insight into the challenges and responsibilities of leadership.

o Networking opportunities: Facilitate connections between potential
successors and industry peers, professional organizations, and other relevant
networks to broaden their perspectives and learn from others’ experiences.



By providing a development program, small business owners can help the next
generation be well-equipped to take on leadership roles and drive the company’s
success. This investment in next-generation owners supports the exit strategy and
demonstrates a commitment to the long-term viability and legacy of the family
business. Whether through family succession planning, sale to an external party, or
another approach, a well-executed exit plan can provide security in financial
goals, continuity, and peace of mind for generations to come.

Expertise Born from Experience: Meet ECG

At Exit Consulting Group (ECG), we understand the challenges and complexities

of running a business and navigating a successful exit. Our story began when our
founder, John Ovrom, experienced frustrations and a lack of comprehensive
support during his own exit from his family-owned construction business. This
personal experience ignited his passion for creating a firm that could provide the
strategic guidance, expertise, and hands-on support that business owners need
during their most critical transitions.

With nearly two decades of experience in exit planning, ECG has become a trusted
partner to business owners seeking to envision, pursue, and achieve rewarding
exits. Our team of Exit Engineering® professionals brings a wealth of knowledge
and practical experience, having worked in day-to-day business operations, led
corporations, and run their own successful ventures. We combine our expertise in
finance, strategic planning, operations, and transactions to deliver tailored
solutions that align with your unique goals and circumstances.

Our purpose is to create alignment and bring peace of mind to business owners
as they navigate the complex journey of exit planning. We believe exit planning
should be an integral part of every business strategy, informing short-term and
long-term goals and growth. Whether you are preparing for a generational
transition, developing value-adding strategies, resolving partner disputes, or
exploring sale options, we are here to provide the strategic guidance and hands-
on support you need to achieve your definition of success.
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At ECG, we are more than just consultants — we are your partners, invested in your
success and committed to helping you exit on your terms, with no regrets. Let us
help you navigate the road ahead and achieve your WIN.

Frequently Asked Questions
When should I start planning my family business exit strategy?

It's never too early to start planning your family business exit strategy. Ideally, you
should begin developing your exit strategy at least 5-10 years before your
intended transition date to provide a smooth and successful process.

What are the tax implications of different exit strategies?

The tax implications of an exit strategy depend on the specific approach chosen.
For example, selling the business to an external party may result in capital gains
taxes, while an ESOP can provide tax advantages for both the company and the
selling member of the family. Consulting with advisory services can help you

understand and minimize the tax consequences of your chosen family business
exit plan.

How do | communicate my exit strategy to family and employees?

Communicating your exit strategy requires transparency, sensitivity, and a clear
plan. Start by openly and honestly discussing with family members and
addressing their concerns and expectations. Then, engage with key employees
and stakeholders, explaining the rationale behind the exit strategy and how it will
impact their roles and responsibilities. Regularly update all parties involved and
provide support and resources to help them navigate the transition process.
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