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Welcome! 
 

You’ve made the decision to get into business.  You are a little afraid to 
start your own business from scratch – and I understand why you might 
feel that way – so have made the decision to buy an existing business. 
 
There is nothing wrong with that logic; however, there are numerous 
steps you are going to have to go through before you take over the keys 
and start running the business as your own. 
 

In the next 29 minutes, we will give you what we think are the most 
important factors that will ensure that your decision to buy an existing 
business is the right one. 
 
Let’s get going.   
 
As always, we will present this Handbook in steps and ask that you finish 
one before moving to the next.  Let’s get started. 
 

Step #1. Why buy someone else’s headache? 
 

You are going to have to do a lot of research before buying an existing 
business.   

The number one thing you have to find out is WHY the owner is selling.  
He/she may tell you several reasons: because he is tired; or ill; or 
moving to a new part of the country; and your first job is to find out the 
REAL reason. 

If an owner has a good business – “why doesn’t he keep doing what he 
has been doing?”  I would.  I might hire a manager to help me take over 
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some of the day-to-day stress; but really if I am doing well, why not stay 
the course? 

There is going to be a definitive answer to the question ‘why’ and you 
are going to have to be a kind of sleuth to get to the bottom of it.   

Once you find out, keep the information to yourself.   

Knowing the ‘why’ will allow you to deal from a position of strength as 
the process unfolds. 

 

Step #2. Forget the asking price? 
 

Price is a funny thing.  We have learned over time that a business is only 
worth what someone is willing to pay for it.  Therefore, do not get 
deterred by a ‘big’ asking price because who says you have to pay it?   
 
In fact you set the price, not the seller.  
 
If you know ‘why’ he is selling it will become clearer to you why he is 
asking, what he is asking.  If he wants to retire, of course he will be 
looking to make as big a score as possible because he has always viewed 
his business as his retirement fund.  Nice thought, but totally unrealistic 
in the real world. 
 
And let’s visit that whole psychological thing that a seller goes through.   
 
 If he has been slogging away day and night for years, he sees that 

work as a big part of the business’ value – goodwill - when it has 
nothing to do with it.   

 Goodwill is what value the customer base has, regardless of who 
the owner is. All the work that he put into the business was by his 
choice.  He could have hired people to help him run his business  
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more efficiently; or done a myriad of other things that would have 
lessened the workload. 

 Nonetheless, a seller will see things differently and there is 
nothing you can do but ignore what he thinks.   

 
Again, you are driving the bus in this negotiation; so, as the driver of the 
bus, you have to get rid of all the emotions involved in the process.   
 
Figure out what the business is worth to YOU. 

 

Step #3. Your Team 
 

You cannot be expected to go through this process alone and so don’t.  
Put your trust in a group of seasoned professionals.  You are going to be 
emotional and you will need a crew of people to keep you grounded.  
Listen to them! 
 

 Business Advisor 

 
You should probably include your business advisor in the early stage of 
the process.  Find an experienced advisor who has been involved in a 
sale more than once or twice.  If he has been through the process 
himself, he will better understand your feelings than will your 
accountant.   
 
Also, just as an accountant is risk averse, your business advisor will think 
more like you – like an entrepreneur.  He will also ask questions that 
accountants would never think of asking. 
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Once you have settled on your business advisor, make sure that you 
always include him or her in any decision going forward.  Your advisor 
will know when you need additional help. 
 

 Lawyer and Accountant 

 
Let both know what your intention is and let them chime in on how they 
feel.   
 
Is it an asset sale or are you buying the corporation?  See why you need 
those guys?  They will do their thing at the appropriate time so don’t 
worry once you have them on-side. 
 
They are going to be very objective about things so get used to it. 

 

Step #4. Determining Price 
 

Get your accountant and get him involved at this point.  He will be 
analytical and ruthless and that’s what you need.  He is not a very 
cheery person most of the time because he sees things in black and white 
and never lets his emotions get in the way.   

You’ll be all excited about your new business and can see yourself 
actually doing stuff before you have even made an offer.  Your 
accountant will keep you focused. 
 
 
In general, price is determined by accountants in a very simple way and 
they do it by multiplying earnings by a factor based on earnings and 
industry.   
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 So if the business earns $100,000 in profit per year on average, then 
the business is worth $100,000 times a factor.   

 
And you have to look at an average.   

 
An outstanding year with really big profits unlike other years has to 
be discounted.  There may have been a strange occurrence in a year 
that drove revenues wildly upward that didn’t occur in any other 
year.   You have to ignore that one ‘big’ year although the owner 
will want you to see it as normal.  Oh what fun? 

 
 Back to that factor.   
 
If the business is essentially a service business with few if any true 
assets, then the factor is more likely to be less.  Why?  Without tangible 
assets, the business is then worth only its goodwill and that is it. 
 
 If you are looking at a ‘goodwill’ purchase, you have to remember 

that a bank will not lend against goodwill, only against real assets; 
so, you can expect to have to finance a purchase like that completely 
on your own.  Or, the owner has to participate in the financing.  Read 
that last sentence. 

 
Statements don’t lie. Sellers do. Follow that rule going forward.  Sellers 
have a habit of telling you that:  
 
“Although the statements say I made $500,000 in sales last year, I 
actually made $600,000.”  
 
No he didn’t.  He made $500,000.   
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If he has been cheating, that is something that you cannot verify, so 
don’t you even think about acknowledging the fact that he might be 
telling the truth.   
 
The statements are what you believe.  End of story!  Your accountant 
will agree with that position. 
 
NDA – Non-Disclosure Agreement 
 
If you are going to ask to look at the financial statements, you are 
probably going to be asked to sign an NDA and get used to it.   
 
The seller wants to know that you won’t tell the world what he is doing.  
You’d want the same thing if you were the seller, so sign it and move 
forward.   
 
The NDA can cover all your associates as well; or the seller may want 
your accountant to sign one as well.  It’s all part of the game. 

 

Step #5. Financial Statements 
 

Now things are getting serious.  There is no more ‘talk’; it is now all 
about figures and those figures have to be verified.   
 
Most small business financials are not ‘audited’ statements rather 
‘notice to reader’ statements. This means you may have to ask for 
verification of a few key numbers.  

 You can verify Revenue by looking at Sales Tax Remittance forms 
and Labor costs by looking at Source Deduction Remittance forms.   

 You can track purchases of certain items by asking for Velocity 
Reports supplied by suppliers.   
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Don’t take “no” for an answer.  If the owner is a good operator, he will 
have all this accounting information at his fingertips.   

 Check to see that revenues match.   

 Sales that he shows on his statements must equal those that he 
uses in declaring sales to the government. 

 Ask for past corporate tax returns.   
 
This is getting bold of you; nonetheless, you have to know everything 
before deciding to put your savings on the line and borrowing money 
from a lender. 
 
Verifying numbers ensures that you are seeing actual statements and 
not those that have been ‘re-cast’ to shed the business in a better 
light.   
 
Sellers will tell you how they “write-off” all kinds of personal expenses 
as business expenses, so the bottom line is “actually better.”  Don’t fall 
for that.  As stated earlier, it is what it is and that’s what you are buying. 
 
 Arrange for a meeting with you and your accountant and the seller 

and his accountant.   

The two professionals will talk their own language and will interpret 
what is really being done; and make sure that there really is a 
business transaction being potentially completed.   

You want to buy – maybe – and the seller wants to sell – hopefully.  
That is the place you want to find yourself.  
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 As well, the formal statements that you want to see are: 
 

 Daily Cash Summary 
 Accounts Payables 
 Accounts Receivables 
 Cheque Register 
 Payroll Sheets 

 
You want to know that the business is being managed effectively.   If 
the business is operated properly, it is more than likely that the 
financials are probably true.  The opposite is definitely true.  

 

Step #6. The Employees 
 

At this stage you should also ask for a complete run-down on the staff.   

Personnel are extremely important in the purchase of a business.  You 
don’t want to start fresh the day you take over.  You want the old owner 
to be responsible for their holiday pay and severance before you decide 
who you want to re-hire. 

You also want to know wage rates and tenure for each employee; so. 
You can offer them a starting wage the same as their old wage.   
 
If there are managers, you want to arrange to meet them before you 
make an offer.  Also, at this juncture, you might want to ask the seller if 
he would be able to work during a transition period to help you ease 
into your new business life. 

? Are there job descriptions?   

? Has the business had issues with the Health Board or the Workers’ 
Compensation Board?   
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Step #7. Negotiating 
 

Do your homework to see if you can do what you want to do. 

Before beginning to negotiate a price, make sure that you have the 
resources to back it up.  Have an agreement in principle with the bank 
to lend you $x; so you can enter into a negotiation knowing how far you 
can go. 

This is no time to pretend to be someone you are not.  On the contrary, 
you should state that you are not a rich man and that everything you 
have will be put into the business.   

Being humble is a lot better than being a braggart. 

You may have to ask the seller to hold some paper, and he is going to be 
more comfortable dealing with a humble person.  Think if you were the 
seller - and you will be one day.  Will you do business with someone you 
don’t like? 

You can negotiate face-to-face or from afar.  It is not a card game, so 
distance will help you avoid getting caught up in the moment and 
making a bold move.    

You are going to have to be very blunt in the negotiations as well, so it 
makes sense that you avoid being in the same room as the person who 
you may be buying from.  
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Step #8.  The Deal 
 

There is always a moment in any negotiation where the cards are all on 
the table and someone has to make a move.  At this stage, I suggest 
there be an agenda in play.  The agenda is as simple as: 
 

1. Buyer’s Position 
2. Seller’s Position 
3. Common Ground 
4. The Next Step 

 
The purpose of this agenda is to get each side’s position out in the open 
and to see if there is a framework for a deal.  If no, so be it and move on.  
If things look good, then leave it to professionals to put the finishing 
touches on the deal. 
 
Timetable will be a key point of negotiation.  The seller will want to get 
out now and you want to start a.s.a.p.  However, take your time to 
ensure that the transition is smooth.   You have been very deliberate to 
date so don’t become knee-jerk now.  Listen to your business advisor.  

 

Step #9. The Next Step 
 

Sometimes it is easier to do a deal than it is to close it.  The reason is 
simple.  When you are in buying mode, everything is hypothetical.   

Thereafter, you have to do the real work:   

 Formalize loan documents  

 Have an official Offer of Purchase and Sale drawn up 
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 Notify government officials at all levels that you are taking over  

 

 Closing costs will be steep as you will have lawyer’s fees, adjustments 
to taxes and utilities etc.   

Ensure that there is no stone left unturned before you sign the dotted 
line.  

You will obviously have a lawyer on your side by this time and he will 
hold your hand through the whole process.  Yes, lawyers are expensive, 
but you want to ensure that your rights are protected.   

If there is an existing lease, is it set up, so you can sublet with no 
hassles?  It may be prudent to look at an extension right now since the 
landlord has to give his blessing to the sale anyway. 
 
So, there you have it.  You now know how to purchase an existing 
business courtesy of your taking the time to follow the steps in:  
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