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Buying a Business

Introduction So you’re looking to buy a business?  Buying a business from somebody 
else is likely to be one of the biggest financial transactions that you will 
ever undertake.

It makes sense to invest time and money to ensure that you acquire an 
asset which lives up to your expectations.

At Better Business Accountants our role is to help you appreciate the 
issues and make an informed judgement as to whether or not to proceed.

Having assisted clients in this situation previously we would like you to 
benefit from our experience.

This kit is part of the way in which we want to work with you during this 
important evaluation phase.

Please ensure that all documentation, correspondence and notes are filed 
together with this guide.  This will ensure that you are able to locate items 
as they are required.

Above all else, keep an open mind on the facts as they emerge.  
Remember, it is a business decision and it is important not to let emotions 
override rational thinking.

One of the original American oil tycoons, J D Rockefeller once said, “some 
of the best business deals I ever did were the ones I walked away from”.

Starting the Process

The starting point Let’s start out with some basic facts:

Buying a business means that someone else, the vendor, is going to 
benefit.  The vendor will be approaching this from a self-centred point of 
view, not with your interests in mind.

The vast majority of business owners have an over-inflated view of what 
their business is worth.  This will often mean the starting price for the 
business is too high.  It may also mean that emotional issues intrude into 
negotiations.

There are many business opportunities both now and in the future:  Do not 
feel constrained to limit your consideration to just one opportunity.

Setting up in competition is in many cases a less expensive option.

If you have been introduced to this opportunity by a business broker, be 
aware that he or she will earn a fee for the successful sale.  That is not to 
say the broker will not give you valuable advice - he or she almost certainly 
will.  However don’t feel pressured or obligated.  At the end of the day, it’s 
your money and your decision.



The investment 
decision

The critical decision to make in evaluating the business is whether it is a 
‘good deal’.

By that it is meant that the investment must produce an adequate return, 
given the nature of the business and the degree of business risk 
undertaken.

The return on the investment should be evaluated after taking into account 
the fair remuneration that should be allocated to the time and effort put in 
by the owners.

In other words we do not recommend you go into an investment if all you 
are doing is ‘buying yourself a job’.

The Facts about Buying a Business

Introduction Purchasing a business can be an exhausting and heart-wrenching 
process, so let’s be brutally honest about what you’re getting yourself 
into...

The Due 
Diligence
process

You are embarking upon a time consuming process, which will require you 
to schedule appointments with various advisors etc, often with little notice.

This is usually a time of great uncertainty, as you work towards a decision.  
Remember, a cool head is required during this time... especially in the 
negotiations!

Your chances of 
success

Keep in mind that 80% of businesses fail within the first 5 years.  
Remember - your capital is at risk!

The better the systems existing in the business and the lower the degree 
of reliance upon the outgoing owner, the more chance you have of 
success.

The need for 
adequate capital 
to get started

For the first six or more weeks after buying your business, you will require 
access to ready capital.  This is to pay for the diligence process, setting up 
the right legal structure, as well as your initial orders of business cards, 
stamps and even marketing!

While you are waiting for revenue to start coming in from your first 
customers, you will also need access to sufficient capital to support your 
personal living requirements.

Starting a business in an under-capitalised position will dramatically 
reduce your chance of success.

Have you got 
what it takes?

Not everyone is cut out to be in business for themselves.

The stark reality is that being in business for yourself often means long 
hours, especially in the early years.  Your personal capital is at risk, and 



you will be called upon to make significant decisions on a daily basis.

In fact, some people are better suited as employees.

The more you know about the industry/field, plus the more business 
management experience you have, the more you are likely to succeed.

The support of your family is absolutely paramount.

The information 
you are provided 
with

The information you receive from the vendor is a very good indication as 
to the state of the business.

Many times this could be a dog’s breakfast of half-baked figures, prior year 
accounts and some scribbled notes - treat these early warnings with 
caution!

What are you
buying?

It is important to be clear about what it is that you are buying.

For example, is it shares in an existing company or just the business?

A business can consist of many components, some of them tangible, 
others not.

We recommend that fixed assets are listed in a schedule and a specific 
amount is attributed to each one.  This has particular significance in 
claiming depreciation expenses in your future tax returns.

Intangibles could include:

§ Business names

§ Registered designs, patents, trademarks

§ Client and prospecting lists

§ System manuals

§ Rights to territories

§ Use of premises

Your solicitor will help you assess the degree to which you can obtain 
valid, exclusive rights.

There is no sense paying good money for something that cannot be 
enforced.

Evaluating a 
franchise

It is common practice to receive an information kit from a franchiser if you 
are examining this type of business.

Some of these are excellent, others less so.  Frequently overlooked items 
in financial projections provided by franchisers are:

§ Depreciation of fixed assets

§ Interest costs

§ Leasing expense

§ Wages for working proprietors



The purchase 
negotiations

Having determined what you would like to pay for the business, the next 
step is to successfully negotiate this with the vendor.

In consultation with us, you may decide to make an offer significantly 
below that which has been presented to you as the worth of the business.

How the negotiations proceed and what you offer are important decisions, 
which can only be determined after consideration of all the particular 
circumstances.

In the case of a franchise, particularly if you are dealing with a large 
organisation, there will usually be little scope for negotiation of the 
purchase price.


