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OPTION ZERO:
BEFORE YOU EXIT YOUR BUSINESS
Do you have a business exit strategy? Developing an exit strategy or succession plan is essential in smoothly transitioning your Iowa based business and ensuring you maximize your opportunity to profit from the sale.
SCORE offers tips on when to begin planning an exit and how to complete a valuation of your business. The SBA
also offers great information on creating a sales agreement.
Closing your business involves a number of steps including financial ramifications, tax issues and relationships with
employees, customers and suppliers.
Process of an Exit:
1. Determine Your Reason For Selling: A buyer will ask this immediately.
2. Timing: Timing can be everything from finding a buyer to maximizing your sale price
3. Valuation: Valuing your business for sale is both an art and a science. There are various methods for determining a value. Like anything else, you’ll also need to take into account what demand there is for your business,
what you need to get out of it, and what a potential buyer is willing to offer.
4. Third Party Assistance: Business brokers and websites are two means for hiring an agent to work on your behalf
to find a buyer. The alternative is to sell the business yourself. As with anything, there are pros and cons to each.
5. Document Prep: Buyers will want to see financial documents related to the business. They may want to talk to
key clients or employees as well. They will want to do as much due diligence as possible, so be prepared.
6. Marketing Your Business: The broader you can market your business, the more demand, and hopefully increased pricing, you can extract from the sale. Create lists of potential buyers and start marketing to them!
State of Iowa Requirements
However you choose to exit your business, you will need to complete appropriate steps with the state of Iowa.
•

Contact the Iowa Secretary of State to dissolve or withdraw your business. You can also email them for the required documents at sos@sos.iowa.gov, or call 515-281-5204 for more information.

•

If you are closing your business or selling to a new owner, you will also need to cancel your registration(s) with
the Iowa Department of Revenue.

•

When you are no longer paying wages to employees remember to file the Employer’s Notice of Change (Form
60-111) with Iowa Workforce Development Unemployment Insurance.

•

If you have an environmental permit you will need to notify the Iowa Department of Natural Resources (IDNR).
You can email or call them at 515-281-5918 for more information.

If you’re selling to a key employee or other outside party, it’s recommended that you meet with a professional business broker, attorney, or with an Iowa Small Business Development Center consultant. Iowa is also one of only a few
states that has an employee stock ownership plan with financial incentives for businesses looking for succession
options.
Additional Options For Your Exit Strategy:
•

Initial Public Offering (IPO)

•

Strategic Mergers and Acquisitions

•

Management Buyouts (MBO)

•

Liquidation

•

Employee Stock Ownership Program (ESOP)

•

Inheritance

•

Worker Co-ops

OPTION 1: INITIAL PUBLIC OFFERINGS

OPTION 1:
INITIAL PUBLIC OFFERINGS (IPO)
What is it?

An Initial Public Offering is the offering of shares of a private corporation to the public in a new stock issuance. Offering public shares allows a company to raise capital from public investors.

How does it work?

When a company goes public, all privately owned shares convert to public ownership. This essentially means that
the existing shareholders’ shares become worth the public trading price. The transition from private to public ownership is typically a good time for initial investors to cash in on the returns they were expecting. These initial investors can also hold onto their shares in the public market and gradually sell them off for financial gain.
By transforming the private company into a public one, millions of investors have the opportunity to buy and sell
shares which ultimately contribute capital to the company and its shareholders.

When is this relevant?

Typically, companies who experience enough growth to switch to publicly traded, reach a valuation of approximately $1 billion. This is what’s typically known as unicorn status. However, private companies who have experienced
such growth (including overall profitability) without reaching $1 Billion in revenue, can also qualify for an IPO. This
typically depends on market competition and the company’s ability to fulfill listing requirements.
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OPTION 2:
STRATEGIC MERGERS AND ACQUISITIONS
An acquisition is when a company purchases most or all of another company’s shares to gain control of that company. If the purchasing company gains more than 50% of the selling company’s stock and other assets, the purchaser
can make decisions without the approval of the selling company’s other shareholders (because they are the majority shareholder).
Acquisitions are very common in business. We mostly hear about acquisitions of large/well-known companies
because of the size of the deal and overall general public interest. However, mergers and acquisitions (M&A) occur
more regularly between small to medium sized companies and larger ones.

Why Make an Acquisition?

There are many reasons why a company would want to merge with, or acquire, another company. They may want
to diversify their products/services, increase their market share, reduce costs, introduce niche offerings on a much
larger scale, enter a foreign market, or just reduce competition.
How Do I Start the Process of an Acquisition?
With all financial moves you make, it is imperative that you do your proper due diligence. Here are some things to
consider.
•

Is the price right? There are many factors that go into determining both interest level, and the willingness to
“pull the trigger” and buy. If an acquisition fails, it is often because of the asking price.

•

Examine the debt load. A target company with an unusually high level of liabilities should be viewed as a
warning of potential problems ahead.

•

Undue litigation. Although lawsuits are common in business, a good acquisition candidate is not dealing with
a level of litigation that exceeds what is reasonable and normal for its size and industry.

•

Obsess over the financials. A good acquisition target will have clear, well-organized financial statements,
which allows the acquirer to exercise due diligence smoothly.
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OPTION 3:
MANAGEMENT BUYOUTS (MBO)
This type of exit plan is very straightforward. An MBO is when a company’s management team purchases the assets
and operations of the business they manage. Strategically speaking, this type of exit strategy is very appealing to
professional managers because of the greater potential rewards and control that comes from being an owner vs.
employee.
Advantages of a Management Buyout
MBOs are viewed as a good investment for hedge funds and large financiers. This encourages the company to
streamline operations and improve their profitability. In doing so, the company can go public later on at a much
higher valuation. If you are the owner, or one of the owners of a company, and have the opportunity for an MBO,
there will likely be an attractive price for your assets (shares and other items). However, some private equity funds
may not push for the incumbent management team to take over the company. They may prefer the company is run
by managers they know and have worked with in the past to achieve the financial goals they have.
Disadvantages of a Management Buyout
Not everyone is made for a managerial role, let alone a co-owner of a major corporation. The transition from being
an employee to being an owner can be difficult for some, as it requires a change from a managerial mindset to an
entrepreneurial one. Another potential issue that could arise is an overall conflict of interest the management team
may have. If the management team is a serious bidder and knows the value of the assets the owner currently possesses, they could deliberately sabotage the future growth of said assets in order to buy them at a relatively low
price.

OPTION 4: LIQUIDATION

OPTION 4:
LIQUIDATION
One option for exiting your business is by way of liquidation. Liquidation refers to selling off assets or securities in
order to generate cash revenue. The more liquid an item is, the faster you can collect cash for it. Items like fine art,
homes, or a specialty collectors item are generally illiquid as it takes a certain kind of buyer with typically a larger
amount of money to make a purchase.
If you think you would like to sell your assets and/or securities in order to close your business, we suggest you ask
yourself these questions first:
•

Would there be an advantage with selling off the business as a whole (including assets & securities) rather than
selling things individually over-time?

•

What kind of market would give me top dollar for my assets/securities?

•

Should I consider another exit strategy for my business?

•

Out of all of my businesses assets/securities, what is liquid and what is not liquid?

•

Do I actually know what my business, assets and securities are worth?
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OPTION 5:
EMPLOYEE STOCK OWNERSHIP PROGRAM
Iowa Employee stock ownership plans (ESOP) are a useful tool that allows departing owners to share the business
equity with existing employees. ESOPs are commonly used to create a market for the shares of departing owners of
successful companies and to reward the employees of the company.
To set up an ESOP, a company will create a trust fund, into which either new shares of its own stock or cash to buy
existing stock will be contributed and stored. Any contributions made to this fund are tax-deductible, which makes
this plan attractive to many companies.
Once the company accumulates new shares, or uses its cash contributions to buy back existing shares, the shares
are allocated to individual employee accounts. The allocations are commonly made on the basis of relative pay,
although other nondiscriminatory methods can be used as well. The employees will gain an increasing right to the
shares in their account as long as they continue to work at the company, also known as vesting.
When employees leave the company, they receive however much stock they have vested. These shares must be
bought back by the company at their fair market value. These shares give employees the right to vote on all issues
within public companies, and the major issues within private companies.
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OPTION 6:
INHERITANCE
Considering keeping your business in the family? The dream of many small business owners, keeping your business
in the family ensures that your legacy lives on and provides a living for your heirs. But how do you successfully and
efficiently make this transition?

Choosing the Right Heir

Choosing an heir as your successor is a popular option for business owners, especially those with children or family
members working in their organization. It is regarded as an attractive option for providing for your family by handing them the reins to a successful, fully operational enterprise.
Tips to pass your business onto an heir smoothly include:
•
•
•
•

Determine who will take over: This is an easy decision if you already have a single-family member involved
in the business. However, things get more complicated when multiple family members are interested in taking
over.
Provide clear instructions: Include instructions on who will take over and how other heirs will be compensated.
Consider a buy-sell agreement: Many succession plans include a buy-sell agreement that allows heirs that are
not active in the business to sell their shares to those who are.
Determine future leadership structure: In businesses where many heirs are involved, and only one will take
over, you can simplify future discussions by providing clear instructions on how the structure should look moving forward.

Failing to address these steps may lead to a less than desirable transition. For example, if a future leadership structure is not implemented, and the business passes on to more than one heir, the resulting power struggle may
negatively impact the business. Alternatively, each heir may incorrectly assume the other will take over day-to-day
responsibilities.
Before instructions can be given on who will take over leadership of the business, a future leader should be chosen.
This is likely to be complicated when more than one heir is interested in taking over. Business owners can reference
current business contributions and responsibilities from potential heirs to assist in choosing a successor. Ask the
question; is inheritance the best idea? If your successor is skilled and business savvy, then perhaps the answer is
“yes.” If not, you may consider selling your business to a co-owner, key employee, or outside buyer instead.

Advantages of Inheritance:
•

Can make for a smooth transition by grooming a family successor.

•

May allow for you to keep a hand in the business in an advisory (or other) capacity.

•

Continue the business under the family name.
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OPTION 7:
WORKER CO-OPS
Considering a worker co-op exit strategy? First understand, ‘What is a worker co-op?’ - A worker cooperative is a
value-driven business that puts worker and community benefit at the core of its purpose. A business is owned by its
workers. Employees can buy a membership to become an owner. They are then entitled to a portion of the money
that the business makes and have decision-making abilities during business related votes. The two central characteristics of worker cooperatives are:
•
•

Workers own the business and they participate in its financial success on the basis of their labor contribution to
the cooperative.
Workers have representation on and vote for the board of directors, adhering to the principle of one worker, one
vote.

An exit strategy by Co-op can be particularly advantageous for ventures that have a strong purpose, rather than
making money alone. Chances are high the employees working for the business will be as committed to that purpose as the founders themselves. Employees will gain from taking ownership of the company, not only financially,
but also from being able to influence the company’s strategic future.
For employees, it is likely that their motivation will be greatly enhanced, as opposed to a sell-out to new owners.
They will have a more direct sense of participation in the future of the enterprise. The process may be somewhat
drawn out, with a larger number of individuals involved compared to a sale ownership transition. The Co-op route
may require more negotiation, given that while the commercial operations continue as normal, the employees may
be more reserved about the change.
The owner who seeks an exit strategy by Co-op needs to proceed cautiously. This strategy requires a longer lead
time to plan than an outright sale of the business, given the human factors involved. Human factors are probably
the most critical aspect of an exit strategy by Co-op. Buying into the dream created by the founders is not easy, unless the company founders have already created a way that meets the aspirations of the people employed.

