Questions To Answer Before Purchasing An Existing Business 

The key to successfully purchasing a business is to fully investigate the operation and find out as much information as possible.  

Is purchasing an existing business a good idea?  Here are some benefits and challenges associated with taking over an existing business.

	· Benefits
	· Challenges



	· Buildings, equipment, inventory, and staff are operational.
	· Buildings and equipment may be unsuited or obsolete.



	· Location is good.
	· Location may be poor for this type of business.



	· Product or service is already being produced and sold.
	· Inventory may be loaded with dead stock.



	· Market and goodwill are established.
	· Accounts receivable may be too high or uncollectible.



	· Cash flow is being generated
	· Hidden reasons such as lease expiring and renewable; zoning changes; deteriorating local conditions; labour problems.



	· Relationships are established with supplier and banks
	· Bad relationships with banks and suppliers.



	· Good growth potential.
	· No growth potential.


There are many questions to consider when purchasing an existing business.  This document includes a number of suggested questions relating to sales, costs, profits, liabilities, the purchase agreement and much, much more.

Sales

· What’s the future of your product or service?  Is it expanding?  Becoming oversold? Obsolete?


· Is the location good, or is it the reason for the sale?

· [image: image1.wmf]Have all sales been reliably recorded?  Are the total sales broken down by product line if applicable?


· Are bad debts deducted from records or are they still shown as receivables?


· What are the monthly and annual sales pattern?  Is it consistent?  Seasonal? Related to other cycles?


· Are some goods on consignment and able to be returned for full credit?


· Are some goods on warranty?  If so, will financial allowance be made for possible warranty commitments?
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