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Are you a business owner thinking about exiting your company? 
Which exit strategy will benefit you most? It’s a tough move to 
undo, and you should know the pluses and minuses going in.

While the number of exit routes seems unending, you generally 
choose from only eight:

1 Transfer the company to a family member.

2 Sell the business to one or more key employees.

3 Sell to employees using an employee stock ownership plan.

4 Sell to one or more co-owners.

5 Sell to an outside third party.

6 Engage in an initial public offering.

7 Become a passive owner.

8 Liquidate.

While your emotions 
during the exit process 
can overwhelm you at 
times, your decision-
making can be relatively 
straightforward, so long as 
you keep the end in mind 
and do some up-front 
planning.



Planning early is key
First, establish personal and financial objectives to identify the best buyers of 
your business. Second, determine the value of your company. Finally, evaluate 
tax consequences of each exit path.

Let’s explore the eight exit strategies.

Transfer to a family member. Owners usually consider transferring businesses 
to family members for non-financial reasons. Among the advantages, this 
transfers the company to a known entity, provides for the well-being of your 
family, perpetuates your company’s mission or culture and allows you to 
remain involved in the business.

Disadvantages include:

• little or no cash from closing available for retirement

• increased (and continued) financial risk

• required owner involvement in company post-closing

• children’s inability or unwillingness to assume the ownership role and

• the family issues that surround treating all children fairly or equally.

Transfer to key employee(s). With this type of transfer, you hope to achieve 
the same objectives as when transferring the business to a family member, with 
the added goal of achieving financial security (albeit potentially over time).

Disadvantages of this route resemble those in family transfers and include 
employees’ possible inability or unwillingness to assume ownership.

Transfer via ESOP. These qualified retirement plans must invest primarily in the 
stock of the sponsoring employer. In addition to the advantages of a standard 
transfer to key employees, you enjoy tax benefits as well as cash at closing.

Again though, not all aspects of this route benefit you. ESOPs are costly and 
complex, offer limited company growth due to the borrowing necessary to buy 
the owner’s stock, net less than full value at closing compared with third-party 
sales, and use company assets as collateral.



Sale to co-owners. Advantages again resemble those of transferring your 
business to a family member. Disadvantages include the need to typically take 
back an installment note for a substantial part of the purchase price and, as in 
other avenues, increased financial risk, owner involvement past closing, and 
normally netting less than full fair market value.

Sale to a third party. This generally 
offers your best chance at receiving 
the maximum purchase price for your 
company and the maximum amount 
of cash at closing. This route appeals 
to owners intending to leave after they 
sell and to owners who want to propel 
the business to the next level with 
someone else’s financial support. It 
also allows you to control your date of 
departure.

Disadvantages include:

• potential loss of your personal identity as the business owner

• potential loss of your corporate culture and mission

• potential detriment to employees if you sell to a party that seeks 
 consolidation and

• part of the purchase price may be subject to future performance of the  
 company after the sale.

IPO. This route offers high valuation and cash for the business. Unfortunately, 
an IPO comes with significant disadvantages—just ask Elon Musk of Tesla. 
The disadvantages of this route are primarily:

• limited liquidity at closing

• not a full exit at closing

• loss of full control and

• additional reporting and fiduciary requirements.

Your company needs to be worth over $250 million in order for the IPO route to 
be considered an appropriate exit option.



Passive ownership. This attracts owners who wish to maintain control, 
become less active in the company, and preserve the company culture and 
mission. Your disadvantages stem from you never being able to permanently 
leave the business, you receive little or no cash when you leave active 
employment, and you continue to carry the risk associated with ownership.

Liquidation. Only one situation justifies this route: You want, or need, to leave 
the company immediately and have no alternative exit strategies. Liquidation 
offers speed and cash, but can bring enormous disadvantages:

• yields less cash than any other exit route

• comes with a higher tax burden than any other type of sale/transfer and

• has a potentially devastating effect on employees and customers.
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Disclosures: Litchfield Financial provides investment advisory services through Claro Advisors LLC (“Claro”) a registered 
investment advisor. Claro Advisors LLC ("Claro") is a Registered Investment Advisor with the U.S. Securities and Exchange 
Commission ("SEC") based in the Commonwealth of Massachusetts. Registration of an Investment Advisor does not 
imply any specific level of skill or training. Information contained herein is for educational purposes only and is not to be 
considered investment advice. Claro provides individualized advice only after obtaining all necessary background 
information from a client. This report is not a financial plan and is not intended as a solicitation or advice to purchase 
specific investments, but the information provided can assist you in evaluating your current financial situation and 
your ability to achieve your investment goals. Any projection of investment outcomes is hypothetical in nature, does 
not reflect actual investment results, and is not a guarantee of future results. Similarly, other information regarding 
various investment outcomes are hypothetical in nature, do not reflect actual results and are not guarantees of future 
results. The projections may not include all taxes applicable to your situation. Past performance is no assurance of future 
results. Investments may fluctuate and lose value, and unexpected market movements may result in changes in rates of 
return and anticipated performance. Claro does not provide legal or tax advice. The information herein is general in nature 
and should not be considered legal or tax advice. Consult an attorney or tax professional regarding your specific situation. 
Claro will provide all prospective clients with a copy of our current Form ADV, Part 2A ("Disclosure Brochure") prior to 
commencing an Advisory relationship. Please contact compliance@claroadvisors.com or toll free at 800-604-2838 with any 
questions.

*The Five Star Wealth Manager award, administered by Crescendo Business Services, LLC (dba Five Star Professional), is based on 10 
objective criteria. Eligibility criteria – required: 1. Credentialed as a registered investment adviser or a registered investment adviser 
representative; 2. Actively licensed as a registered investment adviser or as a principal of a registered investment adviser firm for a 
minimum of 5 years; 3. Favorable regulatory and complaint history review (As defined by Five Star Professional, the wealth manager has 
not; A. Been subject to a regulatory action that resulted in a license being suspended or revoked, or payment of a fine; B. Had more than 
a total of three settled or pending complaints filed against them and/or a total of five settled, pending, dismissed or denied 
complaints with any regulatory authority or Five Star Professional’s consumer complaint process. Unfavorable feedback may have been 
discovered through a check of complaints registered with a regulatory authority or complaints registered through Five Star 
Professional’s consumer complaint process; feedback may not be representative of any one clients’ experience; C. Individually 
contributed to a financial settlement of a customer complaint; D. Filed for personal bankruptcy within the past 11 years; E. Been 
terminated from a financial services firm within the past 11 years; F. Been convicted of a felony); 4. Fulfilled their firm review based 
on internal standards; 5. Accepting new clients. Evaluation criteria – considered: 6. One-year client retention rate; 7. Five-year client 
retention rate; 8. Non-institutional discretionary and/or non-discretionary client assets administered; 9. Number of client households 
served; 10. Education and professional designations. Wealth managers do not pay a fee to be considered or placed on the final list of 
Five Star Wealth Managers. Award does not evaluate quality of services provided to clients. Once awarded, wealth managers may 
purchase additional profile ad space or promotional products. The Five Star award is not indicative of the wealth manager ’s future 
performance. Wealth managers may or may not use discretion in their practice and therefore may not manage their clients’ assets. The 
inclusion of a wealth manager on the Five Star Wealth Manager list should not be construed as an endorsement of the wealth manager 
by Five Star Professional or this publication. Working with a Five Star Wealth Manager or any wealth manager is no guarantee as to future 
investment success, nor is there any guarantee that the selected wealth managers will be awarded this accomplishment by Five Star 
Professional in the future. For more information on the Five Star award and the research/selection methodology, go to 
fivestarprofessional.com. 3,580 Boston wealth managers were considered for the award; 463 (13% of candidates) were named 2020 
Five Star Wealth Managers. 2019: 3,619 considered, 566 winners; 2018: 2,819 considered, 532 winners; 2017: 2,467 considered, 
623 winners; 2016: 2,530 considered, 632 winners; 2015: 3,542 considered, 801 winners; 2014: 1,707 considered, 655 winners; 
2013: 2,362 considered, 713 winners; 2012: 2,591 considered, 454 winners.

*The Top 100 in Finance award is designated by the Top 100 Magazine. The Top 100 Magazine utilizes proprietary software, which 
employs an algorithm to search a variety of online resources for industry-specific terms and key words. These resources include social 
media, blog posts, peer reviews, and Google indices. Once the software has compiled a preliminary list of qualified candidates, the Top 
100 Magazine performs a manual analysis to verify top results and make final selection. The selection criteria is based on who are 
financial advisors or wealth managers, which meets the following criteria: 1. Registered with the SEC as a registered investment adviser or a 
registered investment adviser representative; 2. Not more than 1 filed complaint and never been convicted of a felony. Once 
selected, the Top 100 Magazine sends approximately 140 invites for the magazine, where final section is on a first come first serve 
basis. Those selected for the Top 100 Magazine may purchase additional profile ad space or promotional products, but do not make any 
initial or additional fees for the award. The Top 100 Magazine selection is not indicative of the wealth manager ’s future performance 
or an endorsement by the magazine. Working with a Top 100 Magazine advisor or wealth manager is no guarantee as to future 
investment success, nor is there any guarantee that the selected wealth managers will be awarded this accomplishment in the future. 
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