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Transi on through Liquida on
FROM THE BEGINNING TO THE END
Once a business starts there will be at least one more transi on in the
life of the business. The owner will decide at some point to transi on the
business through a sale or closure. The simplest business transi on that
anyone will ever go through is to just close their business. Simple to do,
but diﬃcult psychologically. The owner sells the remaining inventory, the
equipment, and then takes care of the building. Either terminate the
rental or lease agreement for the building or sell the building if it is
owned by the business. That's it.
If the owner locks the door and walks away, this transi on can take less
than a minute. This transi on type is the one in which the owner gets the

TRANSITION

least amount of return for the business. This is the fastest business

“A change or shift from
one state, subject, or
place to another.”

transi on type; other business transi on op ons may require years.

‐Webster’s Dic onary

A business can transi on from one owner to
another, to a group, or simply close the
doors. The choices made create either a new
beginning or the end of one’s dreams.

FOR ALL OF THE BUSINESS TRANSITION
DIAGRAMS, THE ARROWS CAN HAPPEN
SIMULTANEOUSLY AND CAN GO IN ANY
TIME ORDER. THE DIAGRAMS VISUALLY
DEPICT WHAT IS HAPPENING WHEN
SOMEONE SELLS OR TRANSFERS A
BUSINESS TO ANOTHER PERSON OR
GROUP.
THERE ARE EXCEPTIONS AND SCENARIOS
NOT SHOWN IN THESE BRIEF DIAGRAMS.
WORKING WITH YOUR ATTORNEY DURING
THIS PROCESS IS RECOMMENDED.
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Transi on through a Private Sale
MANY NECESSARY DECISIONS
This diagram shows you some of the decisions that need to be made
when a business owner decides to sell a business. The business owner
can contact a realtor or business broker for an es mated value and then

TIME

they list the business for sale and sell the business. Even this simple

“An appointed, fixed, or
customary moment or
hour for something to
happen, begin, or end.”

sounding process can take more than a year to complete. At the
minimum, the seller should plan for at least three months for a buyer to
create their business plan and secure funding. This diagram shows the
simplest way to transfer a business and have it con nue opera ng.

‐Webster’s Dic onary

Business transi ons happen over me. The
transi on could be as short as a few months,
or occur for ten years or more.

PLAN AHEAD—IF THE BUSINESS VALUATION
IS TOO LOW, THE OWNER CAN INCREASE
THEIR PROFITABILITY OVER SEVERAL YEARS.
BANKS SET LOAN VALUES BASED ON
ACCURATE TAX RETURNS. WORK WITH
YOUR ACCOUNTANT TO ENSURE YOUR
PROFIT AND LOSS STATEMENTS MATCH
YOUR TAX RETURNS.

simplifying IT
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Transi on through Family/Employee Transfer
POTENTIAL TO LEAVE A LEGACY
A business transi on can be accomplished by giving a por on and/or
selling the business to a family member. This can also be done with
employees. The owner can give or sell a non‐controlling por on of the
business to a family member or employee and then each year the
owner sells or provides a percentage of that business to the family
member or employee as part of their compensa on package. That helps
them grow equity to go to a bank and get a loan for the en re business
in the future. During this me, the owner also works with them to
increase profitability in the store based on tax returns. This process can
take up to five or more years.
Another op on is seller financing. In this scenario, the owner would sell

SELL

“To give up (property)
to another for some‐
thing of value (such as
money).”
‐Webster’s Dic onary

a controlling por on of the business to the buyer and hold back a
por on of the business with the new owner making payments to the
seller. The bank would usually be in first posi on on the collateral and
the former owner of the business would be in second posi on. This
strengthens the banks posi on and makes the loan more agreeable to
the lender.
In any of these business transi on diagrams the arrows you see can

To sell or give a business to a family member
or an employee requires addi onal consider‐
a ons — what does the owner need financial‐
ly to cover their debts and what does the
buyer need to successfully operate their
business going forward.

happen simultaneously and they can go in any order. These diagrams
try to show a visual idea of what is happening when someone sells
business to anyone, there are always excep ons and scenarios not
shown.

TWO STRATEGIES FOR TRANSITIONING A BUSINESS TO EMPLOYEES
ARE THROUGH EITHER AN EMPLOYEE STOCK OWNERSHIP PLAN
(ESOP) OR A WORKER COOPERATIVE. AN ESOP IS NOT A
COOPERATIVE BUT IS A TRUST IN WHICH EMPLOYEES RECEIVE
SHARES IN THE BUSINESS. THEY ARE NOT DIRECT OWNERS AND
THEY MAY OR MAY NOT HAVE VOTING RIGHTS. A WORKER
COOPERATIVE IS AN EMPLOYEE‐OWNED BUSINESS IN WHICH EACH
MEMBER HAS ONE EQUAL VOTE. ONLY WORKERS CAN BE
SHAREHOLDERS.
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Transi on to a Member Owned Coopera ve
SHARED OWNERSHIP, SHARED GOVERNANCE
When a business transi ons into a coopera ve, the store owner has two
op ons. The store owner can par cipate as a shareholder, or they can
sell the business outright. If they don't par cipate as a shareholder, the
sale is very similar to selling the business through a private sale. When
the coopera ve en ty has enough money and financing to buy the
business, they buy the business from the owner. The owner takes the
Elwood Hometown Coopera ve Market | Elwood, Nebraska
Photo courtesy of Omaha.com

money and goes home. If the store owner is par cipa ng in the
coopera ve as a shareholder, they simply receive shares in the
coopera ve as part of the purchase contract. They have the same rights
and responsibili es as any other shareholder.
This scenario is diﬀerent than the other diagrams because it focuses on
the forma on of the coopera ve who is in this case, the buyer. For a

COOPERATIVE

coopera ve to form there are many steps. When star ng a coopera ve

“An enterprise or
organization owned by
and operated for the
benefit of those using
its services.”

the ini al phase is to gather support for purchasing the business. Ini al

‐Webster’s Dic onary

community support can be measured through mee ng a endance and
ac vity. If there is solid community support, a steering team is
organized. The steering team creates a vision and purpose for the
poten al coopera ve. This helps to inform and guide community
members as they consider purchasing shares in the coopera ve. The
steering team researches the business and conducts a financial
feasibility study. The steering team con nues to build community

Inherent in the word is the one of the
primary tenants of a coopera ve business —
a willingness and ability to work with others.
In a coopera ve, members have a share in
the decision‐making process:
one member—one vote.

capacity toward mutual ownership, se ng ini al guidelines and
organizing the capital campaign.
When the steering commi ee has determined suﬃcient financing and
community support is available, they incorporate as a coopera ve.
During this phase, the commi ee writes corporate bylaws, secures a
board of directors, and begins building membership. A er they start
recrui ng members and can begin the capital campaign. Once full
financing is secured, they can define a management structure and find
opera onal employees. The Board of Directors could then sign a
purchase contract and purchase the business. Some of these steps all
occur at the same me, for example, the Board is securing financing and
at the same me, defining the management structure or perhaps they
are building the steering team while s ll hos ng public mee ngs. The
diagram shows the decisions and the flow of these decisions.
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Transi on to a Member Owned Coopera ve
TESTING THE FEASIBILITY
What happens if the Board is unable to secure financing? The project
ends. There are a couple other spots where the project could end. For
example, if the financial feasibility study shows that no ma er what
decisions are made, even with volunteer workers, the project is s ll not
financially feasible‐‐end the project. What if there is solid community
support, but no one is interested in serving on the steering team? if
nobody wants to put their me in on the steering team then the project
should end. Again, when the steering team organizes a hot dog feed to
determine if there is interest in a coopera ve grocery store and begin
to build community support but no one shows up, maybe that is an
indica on that the project should end.
There are a lot of decisions to be made when building a coopera ve
and it can be a complicated process. The Nebraska Coopera ve
Development Center have resource and specialists to help guide your
community through the process.

THE NEBRASKA COOPERATIVE DEVELOPMENT CENTER
(NCDC.UNL.EDU) HAS TOOLS AVAILABLE TO ANALYZE THE
FINANCIAL FEASIBILITY OF THE COOPERATIVELY OWNED GROCERY
STORE BUSINESS.
THE GROCERY STORE DECISION TOOL IS A FINANCIAL SPREADSHEET
THAT CAN BE USED TO DETERMINE FEASIBILITY OF DIFFERENT
FINANCING OPTIONS SUCH AS SHARE AND PRODUCT PRICING,
OPERATIONAL COSTS AND INCOME GENERATION.
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Transi on to a Nonprofit
BUSINESS DONATION AS AN OPTON
An exis ng nonprofit en ty wants to buy the business. The owner can
donate some or all of the business to the nonprofit and receive a tax
benefit. The nonprofit can then purchase the rest of the business from
the owner. If an owner does not par cipate in the sale through dona on,
the sale is just like a private sale (see page 3). The owner sets the price
and accepts an oﬀer.

Circle C Market | Cody, Nebraska—a school‐based grocery store
Photo courtesy of www.theshelbyreport.com

On the nonprofit buyer’s side, the board sees a community need and acts
on that need. They develop a business plan, with financial projec ons, or
a conduct a feasibility study. If the business is financially unfeasible, they
could end the project or find dona ons to fund con nuing opera ons of
the business. If feasible, the nonprofit secures financing either internally
or through a third party. The non‐profit defines their management

NONPROFIT

structure, opera ons, employees etc. and purchases the business.

“A nonprofit business is
exempt from taxes and
does not financially
benefits its share‐
holders.”
‐Study.com

However, to stay in business, all businesses
must make some profit to cover expenses.
Unlike a for profit business, nonprofits must
retain earnings and use these earning for its
own expenses, opera ons and programs.
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Transi on to Another Business En ty
BUSINESS TO BUSINESS TRANSFER
The last scenario covers the transi on if the en ty that wants to
purchase a business is an LLC or corpora on. The store owner could
par cipate as a shareholder and con nue to be involved in the store if
that is an op on. If the owner does not want to par cipate, then the
owner is selling the business outright to the other en ty just like if it is
sold to an individual.

CORPORATION
DJ & Lindy Schmidt | Peru, Nebraska—added to
their business holdings by purchasing Peru grocery store
Photo courtesy of 316strategygroup.com

If the LLC or corpora on does not yet exist then there are steps that will
be needed to gather poten al partners and create the LLC, etc. Like
other business transi ons the buyer would create a business plan with
their projec ons, and if it is financially unfeasible then end the project. If
it is financially feasible secure financing either internally or through a

CORPORATION

bank, and proceed to define the management structure, the opera ons,

“A body formed and
authorized by law to act
as a single person
although constituted by
one or more persons
and legally endowed
with various rights and
duties including the
capacity of succession.”

and employees. Finally, purchase the business.

‐Webster’s Dic onary

INDIVIDUALS CONSIDERING A
CORPORATION SHOULD WORK WITH AN
ATTORNEY OR ACCOUNTANT TO
DETERMINE THE CORPORATION
STRUCTURE THAT BEST FITS THE BUSINESS
SITUATION.
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One owner

Sole proprietor
contributes whatever
capital needed

Sole proprietor
manages the business

Unlimited personal
liability for the
obliga ons of the
business

Non‐en ty for tax
purposes; sole
proprietor bears all
profits and losses;
individual tax rate
applies

Ownership

Capital Contribu ons

Management

Personal Liability of
Owners

Tax Treatment

2018. P

None

Forma on
Documents

P
N

Sole
Proprietorship

Characteris cs &
En es

K

Non‐en ty for tax
purposes; profits and
losses are passed
through to the general
and limited partners

General partners have
unlimited personal
liability for obliga ons
of the business

General partners have
equal management
rights unless other‐
wise agreed

General partners
typically contribute
money or services to
partnership and
receive an interest in
profits and losses

,A

L

Non‐en ty for tax
purposes as profits
and losses are passed
through the general
and limited partners

Unlimited personal
liability of the General
partners for the
obliga ons of the
business; Limited
partners usually have
no personal liability

General partner
manages the business,
subject to any
limita ons of the
Limited Partnership
Agreement

The general and
limited partners
typically contribute
money or services to
the limited partner‐
ship and receive an
interest in the profits
and losses

Unlimited number of
general or limited
partners allowed

Limited Partnership
Agreement

Local filings if partner‐
ship holds real estate

Unlimited number of
general partners al‐
lowed

Limited Partnership
Cer ficate;

Limited
Partnership

General Partnership
Agreement;

General
Partnership

,C

G

,

, 402.434.7300.

En ty generally not
taxed as the profits
are passed through
to the shareholders
(“Pass‐through
Taxa on)

Generally, no
personal liability of
the shareholders for
the obliga ons of the
corpora on

Generally, no personal
liability of the share‐
holders for the
obliga ons of the
corpora on

Shareholders
typically purchase
stock in the
corpora on, but only
one class of stock is
allowed

Board of Directors
has overall manage‐
ment responsibility;
Oﬃcers have day‐to‐
day responsibility

Dis nct en ty for tax
purposes; Earnings
taxed at corporate
level; Shareholders
may owe further tax
distribu ons
(“Double‐taxa on”)

Opera ng Agreement

Cer ficate of Organi‐
za on;

LLC

En ty not taxed
(unless chosen to be
taxed), as the profits
and losses are passed
through to the
members

Generally no personal
liability of the
members of the
obliga ons of the LLC

The Opera ng
Agreement sets forth
how the business is to
be managed; a
manager can be
designated

The members typically
contribute money or
services to the LLC,
and receive an inter‐
est in profits and
losses

Up to 100 sharehold‐ Unlimited number of
ers allowed; Only one “members” allowed
basic class of stock

Ar cles of
Incorpora on; By‐
laws; Organiza onal
Board Resolu ons;
Stock Cer ficates;
Stock Ledger;
IRS “S‐Corp” Elec on

S Corpora on

Board of Directors has
overall management
responsibility; Oﬃcers
have day‐to‐day
responsibility

Shareholders typically
purchase stock in the
corpora on; Stock
may be either
common or preferred

Unlimited number of
shareholders allowed;
No limit on stock
classes

Ar cles of
Incorpora on; Bylaws;
Organiza onal Board
Resolu ons;
Stock Cer ficates;
Stock Ledger

C Corpora on

Business En ty Comparison Chart

.

Generally, patronage‐
sourced income is
eligible for single‐tax
treatment; non‐
patronage‐sourced
income is subject to tax
at the coopera ve level
when earned and at the
recipient level when
paid out to the patrons

Generally no personal
liability of the
shareholders or
members for the
obliga on of the
coopera ve

Board of Directors has
overall management
responsibility;
Manager/Oﬃcers have
day‐to‐day
responsibility

Members typically
purchase one share of
vo ng stock (one
member‐one‐vote) in
the coopera ve;
Coopera ve may issue
preferred stock;
margins of the
coopera ve may be
used to fund ongoing
opera ons

Unlimited number of
shareholders or
members allowed

*excep ons for Nonstock
Coopera ves or other
circumstances

Ar cles of
Incorpora on; Bylaws;
Organiza onal Board
Resolu ons;
Stock Cer ficates*;
Stock Ledger*

Coopera ve

LCA may choose to be
taxed as either a
coopera ve
corpora on (Sub T) or a
limited liability
partnership (Sub K)
(“Pass‐through taxa on”)

Generally no personal
liability of the patron
members or investor
members or investor
members for the
obliga ons of the LCA

Board of Directors has
overall management
responsibility; Manager/
Oﬃcers have day‐to‐day
responsibility

Patron members
typically purchase one
vo ng membership (one
member‐one vote); LCA
may issue Investor
Memberships; margins of
the LCA may be used to
fund ongoing opera ons

Unlimited number of
patron members and in‐
vestor members allowed

Organiza onal Board
Resolu ons

Bylaws;

Cer ficate of Organiza on;

Limited Coopera ve
Associa on
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