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Buying an established business is the dream for many South Africans. It’s an opportunity to become your own
boss, take ownership and build a legacy for yourself. 

But before you take the leap into business ownership, you need to ask yourself and the current owner a few
crucial questions. 

Use this blog post as a checklist of questions you should ask when buying a business to ensure that you make an
informed decision and begin your journey as a successful business owner.

 

1. Why Is The Owner Selling?

This question is, more often than not, the most important one. The answer will give you an insight into the
business’s  current  state  and the owner’s  reason  for  wanting  to  sell.  Does  the  owner  want  to  retire  or
immigrate?

It’s crucial to understand the motivation behind the sale to determine if it aligns with your goals and values. If the
current owner is selling due to financial struggles, a failing business model, or some other regulatory or legal
problem it is important to determine this within your due diligence it might not be worth investing in.

 

2. How Was The Asking Price Determined? 

A business’s asking price can tell you a lot about its true value and potential for growth. Ask the owner how they
determined the price. Was there a business valuation done? If so, by whom and when? Are there any assets,
such as equipment or property, included in the sale? 

Does the business have any unique selling points that justify the asking price? Is it a franchise or an established
brand with a loyal customer base?

You should also do your own research (on a business for sale platform, for example) to compare the asking price
with similar businesses on the market. This will give you a better understanding of the business’s market value
and help you negotiate a fair price.

 

3. What Are The Key Assets Of The Business, And Are They Still On HP? 

Assets in a business refer to anything that the business owns (tangible and intangible), including equipment,
inventory, intellectual property, and real estate. It’s essential to know what assets are included in the sale and
their current state. Are they still under HP (hire purchase) or other loans?

If yes, what are their settlement amounts? Is the equipment up-to-date and maintained regularly? What about
any intellectual property rights - are they up-to-date and transferable to the new owner?

Knowing the status of these assets will not only give you a better understanding of the business’s financial
health but also help you plan for any additional investments needed after the purchase.

If, on the other hand, there are no assets included in the sale, then it’s important to understand how the business

https://businessforsale.co.za/valuate-my-business
https://businessforsale.co.za/business
https://www.adams.africa/intellectual-property/intellectual-property-law-south-africa/
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generates income and what makes it profitable. This leads us to our next question.

 

4. What Are The Business’s Main Revenue Streams And Profit Margins? 

Understanding a business’s main sources of revenue is crucial when evaluating its potential for growth. Ask the
owner about their profit margins and how they generate income.

Are there any recurring revenue streams,  such as subscriptions or contracts? How diverse are the revenue
streams - is the business heavily reliant on one product or service?

Also, consider the profit margins - are they competitive in the industry? Are there chances to increase them in
the future?

A thorough understanding of these aspects will  help you measure the business’s potential for success and
identify any areas for improvement. 

 

5. What Is The Current Customer Base And What Attracts Them? 

A business’s customer base is its lifeline, so it’s vital to understand who their customers are and what keeps
them  coming  back.  Ask  the  owner  about  their  target  audience  and  any  demographic  or  psychographic
information they have on their customers.

Find out if there is a loyal customer base and how they generate new leads. For example, do they have a strong
social media presence or rely on word-of-mouth referrals?

As a buyer, it is crucial to consider the client concentration as well. Does a single client account for 70% of the
income? Or  is  the  income well-distributed among multiple  clients?  A diversified  income distribution  helps
mitigate risk.

Also, try to understand what sets this business apart from competitors and what attracts customers to their
products or services. This will give you valuable insight into the business’s reputation and brand image in the
market. 

 

6. Are There Industry-Related Regulations Or Compliance Issues?

Every industry has its own set of regulations and compliance requirements that businesses must adhere to. 

A franchise business, for example, may have strict guidelines that must be followed to maintain the franchise’s
integrity.  In  contrast,  a  healthcare  business  may  have  to  comply  with  privacy  regulations  and  insurance
requirements.

It’s crucial to understand the regulatory landscape for the specific industry that the business operates in. This
will not only help you assess any potential risks but also ensure that you are equipped to handle them if you
choose to purchase the business.

 

https://businessforsale.co.za/blog/why-purchasing-a-franchise-is-beneficial
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7. What Is The Business’s Online Presence?

In today’s technological world, a business without an online presence may be missing out on a huge market.
According to Meltwater, about 43 million South Africans use the Internet, of which 26 million use Social Media.

Find out if the business has a website, social media accounts, or any other online presence. If they do, it’s
important to assess their digital marketing strategy and how effective it is in reaching potential customers.

If the business doesn’t have an online presence, it might be up to you to establish one and drive the business
towards a more digital approach. This could be an added expense for you, so it’s important to factor this into
your decision-making process.Note that the added expense is not necessarily a bad thing. It ensures scope for
growth in the business.

 

8. What Is The Business’s Financial Health?

Nobody just buys a business for the fun of it. The ultimate goal is to make a profit and grow the business.

It’s important to carefully review the financial health of the business before making a purchase. This includes
reviewing past financial statements, tax returns, cash flow projections, and any outstanding debts or liabilities.

If you are not familiar with analysing financial statements, it may be wise to seek the help of a professional
accountant, business broker, or financial advisor. They can help you understand the business's current and
potential financial status and advise you on whether it is a wise investment.

 

9. What Is The Current Owner’s Exit Strategy?  

An exit strategy gives insight into the current owner’s plans for the business and can significantly impact your
purchase decision. Some owners may be looking to retire or move on to other ventures, while others may want
to stay involved in some capacity.

It’s important to understand the current owner’s intentions and how they align with your own goals for the
business. 

If you plan on running the business yourself, it’s essential to know if the owner will be available for a smooth
transition or if they plan on completely stepping away.

 

10. Who Are The Key Employees?

You would want to know who you will be working with once you purchase the business. Identify and get to
know the key employees who play a crucial role in the business's day-to-day operations.

Find out their roles, responsibilities, and how long they have been with the company. Their knowledge and
experience can greatly impact the success of your ownership.

 

https://www.meltwater.com/en/blog/social-media-statistics-south-africa
https://businessforsale.co.za/blog/what-is-a-business-broker
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Do You Have More Questions?

Do you have more questions to ask before making a decision? Don’t be afraid to reach out to us at Business For
Sale. We are here to help you navigate through the process of buying a business and make an informed decision.

And remember to keep this checklist of questions to ask when buying a business at your right hand. It will serve
as a guide during your search and due diligence process.

 

https://businessforsale.co.za/contactus

