
Exit of Business



Need for Exit:

Entrepreneurs make a lots of efforts to create a business and make it grow. But they
often neglect the need for Exit Planning in their Business.

In absence of Exit Strategy, they often forget that the decisions that they are making
right from day one have huge implications on their exit of business in future.

Many of the small entrepreneurs become emotionally attached to their business and
they can’t think of passing ownership to others.

An exit strategy gives a business owner a way to reduce or liquidate his stake in a
business and, if the business is successful, make a substantial profit. If the business is
not successful, an exit strategy (or "exit plan") enables the entrepreneur to limit losses.

It also gives the business owner choice of choosing another venture of his interest in
case he finds other better opportunities of business.

Exit may also be required because of different preferences of next generation.



Important Points in Exit Strategy:

A business exit strategy is an entrepreneur's strategic plan to sell his or her ownership
in a company to investors or another company.

Ideally, an entrepreneur will develop an exit strategy in his initial business plan before
actually going into business. The choice of exit plan can influence business
development decisions.

Which exit strategy an entrepreneur chooses depends on many factors, such as how
much control or involvement (if any) he wants to retain in the business and whether
he wants the company to continue to run in the same way or is willing to see it change
going forward as long as he is paid a fair price for his ownership share.

A strategic acquisition, for example, will relieve the founder of his or her ownership
responsibilities, but will also mean giving up control.



Types of  Exit Strategy:

Common types of exit strategies include:

1. Initial Public Offerings (IPO)

2. Strategic Acquisitions (Takeover by other Businesses)

3. Management Buyouts (MBO)

4. Passing Down to Family

5. Closing / Selling Business

6. Succession Planning



Initial Public Offerings:

An initial public offering is when a private company or corporation raises investment
capital by offering its stock to the public for the first time. Growing companies seeking
capital to expand are those that generally use initial public offerings, but large, privately
owned companies or corporations looking to become publicly traded can also do them.

The promoters may liquidate some part of their shareholdings as a part of IPO and
thereafter they may gradually shift their role as non-executive Chairman and shift the
active management to the professionals.

The promoters may thereafter continue being an investor in the company by retaining
the minority share, in this way they are able to liquidate their money at the same time
they can see their company grow and managed by professionals.



Strategic Acquisitions:

In Strategic Acquisitions, the company is acquired by strategic acquirer. The
Companies who will benefit more by acquiring the company are the potential buyers.
Generally other competing companies in the same field or the big companies who want
to expand their base in a new territory are the potential acquirer.

If a Company is having a strategic value to the acquirer, they will pay far better than
any other realization option will offer to the promoters.

Sometimes, there are multiple acquirers interested in a company which initiates the
bidding war and leads to high value for the promoters.



Management Buyouts:

In Management Buyouts, the company is acquired by Senior Employees or the

Management of the Company. The benefits are lessor efforts to justify the value of the

Business and due diligence. In this case, the change in ownership does not entail the

change in management, hence the functioning of the company is least affected.

Sometimes, the promoters also fund the consideration by deferring the payouts to them.

The benefit to the promoters is that they are more comfortable about the future

functioning of the Company and they are sure that the Company which they nurtured for

so long does not come in wrong hands.



Passing Down to Family:

In this case the Promoters/Owners pass the ownership of the Company to their Family. This

is most commonly seen exit in Small Companies in the past. There are some benefits like

the acquirer is known to the promoters and the relations makes the acquisition smooth and

the next generation takes the project forward. However there are certain difficulties as well:

1. The next generation may not be competent/willing to take up the business.

2. The Next generation may enter into dispute with each other about who has got the larger

share.

3. Since this approach does not give attention to the professional management, the

Company may not grow with its full potential.

4. The next generation is most of the times less sensitive to the need of the business and

the growth slows down.



Closing Down / Selling Business:

This is not actually an exit strategy but actually is an absence of exit strategy. In case

of absence of any exit strategy, the promoters either sell the business of the Company

or its assets separately. Sometimes the business slows down gradually and there is no

strategic buyer for the same, in those cases the promoters simply close down the

business by realizing its assets and settling its liabilities.

If the Business fails, it is difficult to sell and hence the closing down is the only option

left. In some extreme cases, the closing down of business may also involve bankruptcy/

insolvency proceedings.



Succession Planning:

If you have spent many years developing and growing your business, the idea of
selling your business on the open market may not be as appealing as passing it on to
someone you know and trust. This type of exit strategy is known as succession
planning.

Succession is about ensuring the ongoing success of the business through a smooth
transfer of control. This requires a lot of planning. A formal succession plan should
define exactly who will take over the business, when they will take over the business
and how they will take over the business.

Planning succession well in advance helps you to prepare and train potential
successors for an important role within your business. This makes it easier for you to
attend training or have a holiday, as you will know your business is in good hands.
Succession planning is particularly beneficial if the business owner dies suddenly or
becomes ill, as the business can continue.

having a formal succession plan ensure a smooth transfer of ownership and control
and minimise disruption to business operations.



Disclaimer

This Presentation is intended to serve as a guide to the Member Participants of the

Seminar/Conference and for information purposes only; and the contents are not to be

construed in any manner whatsoever as a substitute for professional advice or legal

opinion. No one should act on such information without appropriate professional advice

after a thorough examination of particular situation. Information contained herein is of a

general nature and is not intended to address the circumstances of any particular individual

or entity. While due care has been taken to ensure that the information is current and

accurate to the best of our knowledge and belief, there can be no guarantee that such

information is accurate as of the date it is received or that it will continue to be accurate in

the future. These PPTs contain information that is privileged and confidential. Unauthorized

reading, dissemination, distribution or copying of this document is prohibited. We shall not

be responsible for any loss or damage resulting from any action or decision taken on the

basis of

contents of this material.


