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BUYING A BUSINESS
You’ve heard about a business for sale.  It’s in a field you know something about.  So you grab your checkbook.  Whoa, not so fast!  The next thing you must do is to begin to gather information by interviewing the owner of the business.  The attached questionnaire is just to get you started thinking about the kinds of things you will want to know.  This form is for your use.  Better not confront the owner with a formal document like that.  Maybe just make notes on a yellow pad during the first interview and transcribe the information to your questionnaire later.  Be agreeable to signing a ‘confidentiality agreement’ if one is offered.  This will help the owner be more willing to release information. It may be that the owner has contracted with a Business Broker to help sell the business.   Don’t forget the broker is paid by the seller and is, therefore, not a member of your team, though he can be very helpful, at least initially, in the process. 

The first thing you’ll want to know is why does the present owner want to sell?  If he or she looks to be in the prime of life and says, “I want to retire, “ or  “ I just want to get into something else,” these may be code phrases for, “I’m losing money and want to get out while the getting’s good,” or “I’ve got a real problem coming up that threatens the whole business.”  Start with skepticism and work your way to optimism if the buying opportunity ultimately seems worthwhile.

At some point you’re going to want an accountant with business purchase experience to review the information you are gathering, to pose other questions and ultimately to suggest the purchase price and terms that you might offer the owner.  If you do a good job of obtaining needed information up front you will save the accountant time and you, some expense.  Such other things as ‘goodwill’ and a ‘non-compete agreement’ are considerations that both your accountant and your attorney will need to address.  

You must secure, if possible, five and a minimum of, three years of Balance Sheets, Income Statements and Cash Flow Statements and the Federal Tax returns for the same years.   One incidental reason for doing this is to make a Cash Flow spreadsheet on cash sales, cost of sales, expenses, non-continuing expenses and the related margin percentages for these years.   What you will learn with this exercise is: (1) Are sales trending upward?  Downward?   Holding steady?  (2) Are margins typical for this type of business?  If so, do they remain in a reasonable range?  (3) What is the net cash flow of this business and how does it vary over time?  You must have some type of financial and cash flow information at this point in order to proceed further.

Net cash flow is the crux of the matter!  The business is going to be worth some multiple of the free cash that is left on the bottom line before tax.  This figure is not always what the financial statements suggest.  You may find that the business has been paying for the owner’s country club dues, or a fancy car or Aunt Susie is on the payroll, but her duties are unspecified and she never comes to work.   You can eliminate expenses that would not continue, if you owned the business.  Of course, you have to figure on paying yourself as well as expensing the cost of this business over a reasonable period of time, like five or six years.  The way we do this in the formula is to use gross expense (a minus) and then add-back the non-continuing expenses (a plus).

There two phases to buying a business.  The first phase is reaching the point where you and your supporting cast of accountant and lawyer are reasonably comfortable in making an offer for the business, contingent on the second phase, which is called due diligence, where you prove out the numbers you have been given with solid financials and really poke your nose into the details of the business! Remember, though it is OK to buy a business with the expectations of what you can do to improve it, you should only pay as much for the business as it is worth today!
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Not a complete list by any means, but some questions to ask and things to think about:

1. Why does the owner want to sell?  Do you believe the answer?

2. Does the owner, or his broker, freely offer the requested financial information or just summaries?

3. If the business is incorporated, buy certain assets, like inventory, equipment, machinery, etc., not the corporation itself.

4. You don’t want to buy accounts receivable.

5. You can buy the use of the business name even if it was part of the former corporate name.

6. Do check out the leases on rented property.  How many years to run?  If the term is short, negotiate renewal with the lessor before buying the business.

7. Does the former owner own the building? Are you buying the building?  If not, is the rental to be charged reasonable in the marketplace?

8. Owner wants you to buy the machinery and equipment in addition to buying the business.  Using the multiple of free cash flow approach to buying a business, the machinery and the inventory is integral to the generation of cash, not a separate subject for negotiation.

9. Will the owner stay on for a reasonable period; say 90 days?  This reinforces the credibility of the owner.

10. Have you identified all the key employees?  Will they stay on?  

11. Which employee benefits, like health insurance, are company paid?   Are any paid by contract?

12. Have you identified any single customers accounting for 5% or more of sales?  Will they stay with you?

13. Are there any suppliers of products or services that, if lost, would negatively affect the business?

14. Does this business have insurance or bonding issues that will be difficult to solve?

References:

There’s a wonderful, easy to read, book on this subject, Buy a Business Close to Home-The Secret to Building Wealth by Bill Smith, available on line at Amazon.com or in your book store.

For a wealth of information for entrepreneurs including links to a site where you can benchmark the margins of your proposed purchase, go to the Ewing Marion Kauffman Foundation’s web site, www.emkf.org 
[image: image1.png]POTENTIAL ACQUISTION-CASH FLOW FROM OPERATIONS

ANNABELL'S ART & FRAME SHOPPE

Jan-June
1998 | 1999 | 2000 2001 2002 2003

Cash Sales 78400 83200 95500 E7300 94700 48800
Costof Goods/Ser | 28200 34700 38800 32000 36200 19,200
Gross Margin 50200 48500 56800 £5200 58500 29600
Gross Margin/Sales  64.03% £8.29% 59.41% 6323% 61.77% 6066%
Total Cash Exp. 40,100 44200 46100 39900 47200 23,100
Add Back Expenses 2000 2800 3200 3000 2900 1500

NetCash Marg. 12100 7100 13900 18300 14200 8,000

NetMargin/Sales | 15.43%  B53% 1454% 2096% 14.99% 16.39%
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Business Name__________________________________________ 

Main Office/Other Locations  ________________________________________________
__________________________________________________ Date established  _________

Contact  ________________________ Phone  _______________________
Fax  __________________ E-Mail   ___________________ Web Site  _______________                                





Business Structure (Sole Proprietorship, Partnership, S Corp., C Corp., LLC)   ______________________________

List Owners & % of Ownership  ______________________________________________

Describe Business  __________________________________________________________

Why Owner wants to sell?  ________________________________________________________________________

Hourly Employees, No. and Average Hourly wage________________________________

___________________________________________________________________________

Salaried Employees, No., List by Duty with Salary________________________________                                                    
___________________________________________________________________________

List Key Employees and Positions  (Indicate any related to the owner(s)  _______________________________

_________________________________________________________________________________________________________

________________________________________________________________________________________________________

List any individual customers accounting for more than 5% of sales or critical suppliers

___________________________________________________________________________
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Owners Asking Price  __________________________________ Cash?  ______________

Installment?  Terms?  _______________________________________________________

Is Owner willing to stay on, for how long?  ______________________________________

Would owner consider higher installments if based in part on future sales?  __________

Is property owned or leased?  Describe terms of leases or ownership ________________

___________________________________________________________________________

Are there any environmental, pollution or governmental concerns? _________________

What are the demographic trends for this industry or business? ____________________

___________________________________________________________________________

Other Notes: ______________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________


___________________________________________________________________________

___________________________________________________________________________

Obtain the following financial information:  5 years of Balance Sheets, Income Statements, Cash Flow Statements and Tax returns (if in business less than 5 years, obtain for number of years in business).   If sole proprietorship or other entity where owner reports business income and expense on a 1040, obtain Schedule C’s.  Transfer information to the attached spreadsheet.  
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BUSINESS ACQUISITION QUESTIONNARE











The material in this document is presented solely as a public service by SCORE® Chapter 72 and has been obtained from one or more 

Public or private sources.   No opinions, findings, conclusions or recommendations expressed herein necessarily reflect the views of SCORE.

