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Introduction

This information memorandum has been compiled to introduce the subject matter and 
to provide a general idea and information on the said matter. The information has been 
provided on as is where is basis without any warranties or assertions. Although, due 
care and diligence has been taken to compile this document, the contained 
information may vary due to any change in any of the concerned factors. 
NBDP/SMEDA, its employees or agents do not assume any liability for any financial or 
any other loss resulting from the information, as contained in this memorandum. The 
contained information does not preclude any further professional advice. The 
prospective user of this memorandum is encouraged to carry out additional diligence 
and gather any information which is necessary for making an informed decision, 
including taking professional advice from a qualified consultant/technical expert 
before taking any decision to act upon the information. For more information on 
services offered by NBDP/SMEDA, please visit / and http://www.nbdp.org.pk
www.smeda.org.pk 

Disclaimer 

SMEDA envisions growth of a globally competitive SME sector (in Pakistan), through 
creating an enabling environment and support services for increase in the national 
economy. SMEDA strives to achieve this vision by providing assistance in employment 
generation and value addition to the national income, through development of the 
SME Sector, by helping increase the number, scale and competitiveness of SMEs.

Small and Medium Enterprises Development Authority (SMEDA) works under the 
Ministry of Industries and Production, Government of Pakistan and was established in 
1998 with the objective to propel economic growth through development of SMEs. 
SMEDA serves as an SME strategy-advisory body for the Government of Pakistan and 
facilitates partners in meeting their SME development agendas.

National Business Development Program for SMEs (NBDP) is a project of SMEDA 
which intends to provide hands-on support services to SMEs. The aim of this business 
development support provided by NBDP is to advance new businesses and improve 
efficiencies in existing SME value chains to empower them to contend in global 
market. NBDP expects to facilitate around 314,000 SME beneficiaries over the period 
of five years.
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Ask Yourself a

Most of the people wish to start their business from scratch and develop their business idea from the ground 
up. However, in doing so they come across a variety of problems and bottlenecks. To avoid the difficulties of 
setting up a new business like finding new customers, setting up a marketing base, hiring of staff and 
managing business startup and cash flows, it is better to buy an operational business that is already 
generating cash flow and profits. Moreover, an existing business may already have established legal entity 
and rights, such as registered company name, patents or copyrights for which one does not have to waste 
time, effort and money. 

Buying the perfect business starts with choosing the right type of business. For this purpose, one has to do 
some introspection to find out what are their strengths and which business is suitable to them. One needs to 
look into a familiar industry that and experience and that can be taken to the next level by their inputs.

So, before taking a final decision to buy a business, the following questions should be asked by the person:

Type of 
business one 
wants to buy?

Resources 
required for 
buying the 
business?

Location of the 
business?

Size of the 
business?

If answers to these questions are generally satisfying, only then the next step should be taken which is to 
find a business for sale, as per the desired criteria. One can start the search from the relevant industry and 
talk to the business owners in that area. Start discussing it with a few of them in the beginning as many of 
them might not have their businesses up for sale but would consider selling if someone makes them a good 
offer. 

The Importance of Lead GenerationRationale for Buying a Business

Buying a running business is easier to manage than establishing a new business. Following are some of the 
other reasons for buying an existing business rather than starting new one: 

Buying an existing business is more likely to lend itself for raising finance than 
supporting an unknown start-up. Because there is less risk involved in financing a 
running business that has already proven it is able to operate profitably.

Easier to Secure Finance
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An existing business already has recognized/established name and credibility with a 
track record, complete with all the trademarks, copyrights and in some cases a 
website designed for it. This gives customers, suppliers, lenders and other contacts a 
confidence in the business that they may not have when interacting with an unknown 
start-up. 

Established Brand

An existing business also has an existing customer list. Various marketing strategies 
can be used to build on that customer base and there is no need to build it from 
scratch. It can be a major advantage in a competitive environment. 

Instant Customer Access

An existing business already has a network and contact directory that can be utilized 
instead of establishing new network of contacts. The reliability and trust of suppliers 
and others vendors is a major advantage as compared to a new startup.

Established Network of Contacts

With a start-up, an entrepreneur has to channel all his energies into getting the 
business off the ground and this can be time-consuming and exhausting. In contrast, 
taking over an established business can help to focus on business growth. 
Sometimes the issues of a startup bog down a good entrepreneur more than the 
normal behavior and opportunities for growth are lost.

Focus on Growing the Business

An already established business generates steady income that can be utilized for 
reinvestment to grow the business further. 

Income to Put Back into the Business

It takes a while for new businesses to generate profits and during this period, it may be 
necessary for the business owner to spend money for operational expenses to sustain 
the business. On the other hand, existing businesses generate revenue from day one.

Income from Day One
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There is comparatively less financial risk for lenders involved in buying a new business 
and it is also a safer option for the potential business owner. Provided the business is 
doing reasonably well, it should continue to do so. 

Less Risk

Starting up a new business needs time and efforts and those who do not have the 
patience and energy for the business may find it challenging. In an existing business, 
business practices are streamlined and with existing employees who know the ropes.

Less Work

In a start-up, it takes time to build up and train a team of employees. However, people 
are already working in an existing business. This can make it easier to implement 
strategies for business growth because, there is a trained team that can keep things 
running.

Trained Employees in Place

The Importance of Lead GenerationPros and Cons for Buying a Business

There are many benefits to buying an existing business, but also some drawbacks are associated with this. 
So, for making the best decision for individual needs and experience, following are some pros and cons for 
buying an established business:

ConsPros

Price for Quality; Purchase cost depends 
upon the quality of the existing business. If a 

business is being sold on a cheap price, there 
is a risk that the brand is tainted, or that 

markets have rejected the product or service. 
Resuscitating a bad brand or a struggling 

business can be very difficult. 

Product/ Service Acceptability; In an existing 
business, market reaction on the products or 
services can be assessed. For example, if one 
buys a restaurant that is well-reviewed and is 
producing good sales numbers, he/she will 
know that local customers already enjoy the 

food.

Business or Technical Flaws; There might be 
issues related to staff, outdated equipment, 

unreliable suppliers, debt and cash flows in the 
business. Similarly, at the time of implementing 

changes, new problems may arise, for 
example employees may resist policy changes 

and even quit. So, try to find out as much 
about the existing business as possible to 

escape from such issues.

Established Product/ Service; In an existing 
business, products or services are already 

market tested and sale can be started quickly.
2

1
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ConsPros

New Strategy and Goals; In an existing 
business, there might be a need to make 

several changes in goals, products, services 
etc. and all these relate to costs and time.

Established Name; In an existing business, 
financing is much easier because there is less 
risk involved in financing a business that has 

already proven it is able to generate an 
income. 

4

Financial Forensics Requirements; In an 
existing business, there might be possibility of 
misrepresentation of information and financial 

data. To avoid getting scammed, review all 
legal documents and conduct considerable 

research prior to buying an existing business.

Brand Recognition; In an existing business, 
there would be less time, efforts and money 

required to struggle for the brand as the 
business will have an already established 

brand and it only needs to grow.

3
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Existing Customer Base; In an existing 
business, there is an existing customer base 

that will make purchases under new 
ownership, so it can be beneficial to buy a 

business that people know about.

Bad Reputation or Market Dislike; It is 
possible that the business might have a bad 
reputation and buying such business has no 

worth.

The Importance of Lead GenerationEconomic and Legal Aspects

There are plenty of business documents, files, agreements, and statements that need to be collected and 
analyzed, ideally with the help of a lawyer and accountant. Here are some of the must-have documents 
when carrying out due diligence before buying a business:

Ensure that the business has all the business licenses and permits it needs and the 
current owner has not mismanaged or expired any local business licensing laws. 
Businesses in certain industries, particularly highly regulated ones like food 
businesses and childcare, need a valid permit to stay open.

1. Business Licenses and Permits

If the business one is buying is a sole proprietorship or partnership, there may not be 
official “founding” paperwork. However, a registered business entity, such as a  
Limited Liability Company (LLC) or corporation, will have organizational documents 
on file with the state institutions. 

2. Organizational Paperwork and Certificate of Good Standing
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Look if the business is secretly dumping chemicals into the nearby water sources or 
violating other environmental laws. Double-check that this business abides by all of 
the area’s small and medium business environmental regulations.

4. Environmental Regulations

While buying a business, the seller issues a Letter of Intent (LOI) to the buyer when 
both sides have agreed on a price point. This letter also covers which business assets 
and liabilities will be included in the transaction. The price, proposal, along with the 
terms and conditions of the sale deed should all be included in the seller’s LOI. 
Always use a business and legal advisor to wet these documents.

5. Letter of Intent

Ensure the transference of all the legal documents, lease of location, equipment or 
something else from the previous owner. Always use a business and legal advisor to 
wet these documents.

6. Contracts and Leases

Before buying a business, make sure to examine its past few years of financials, 
including:

7. Business Financials

Tax Returns
Balance 
Sheets

Cashflow 
Statements

Sales 
Records and 

Accounts 
Receivable

Accounts 
Payable

Debt 
Disclosures

Advertising 
Costs

Check with the area’s local zoning laws to make sure that one is buying a business 
that is not violating any laws. While some localities allow mixed-use commercial and 
residential zoning, others have restrictions on where businesses can be located. 

3. Zoning Laws
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The Importance of Lead GenerationOther Important Documents

Ask the seller for property documents, equipment/asset listing, brand assets for advertising materials, an 
account of intellectual property assets, insurance coverage, employee policies and contracts, 
incorporation information, and customer lists and examine them carefully before buying a business.

Ask the Seller and the Marketb

Once a decision of buying a business is made, some questions should be asked from the previous owner 
about the business:

1 2 3 4

5 6 7 8

What is the 
reason of 
selling?

How you arrived 
at the sale 

price?

How many 
hours a week do 
you work in the 

business?

Are you willing 
to agree on a 

non-competition 
clause?

Who are the key 
customers, 

suppliers and 
staff?

Are you willing 
to stay on for a 

transition 
period?

What are the 
biggest 

challenges in the 
business right 

now?

Inquire Legal and Financial Factorsc

Finally, buying a business is likely the most important transaction. Do it for the right reasons, be patient, 
resist the urgency of others, conduct due diligence, negotiate the best deal and be prepared to operate 
what is being bought.

Once both parties have agreed, always consult the business and legal experts to make final checks and to 
give a go ahead signal. Once the sale-purchase contract has been signed, the next step is to execute the 
transfer.

As the transfer process gets started, there are many steps in this process, including legal, financial, physical 
and organizational hand-off. The signed contract stipulating the terms of the deal is now a legally binding 
document. 

The Importance of Lead GenerationValuation and Negotiation 

Buying and selling a business can seem like a fairly straightforward process. A buyer and seller connect, 
agree on a price and transfer ownership. Before taking a final decision, there is a negotiation process. A 
business valuation uses an independent third party who has had tested methodologies to calculate the 
business' overall worth because the appraiser is an independent party, they have no interest tied up in 
inflating or deflating the calculated value of the business. 

What amount the 
owner used to pay 
themselves? (That 

would not be in 
case of sole 

proprietorship)
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The Importance of Lead GenerationConsult with an Expert 

For tactical challenges in buying and setting up a business, there is need to turn to an 
area expert. Good consultants typically charge a reasonable fee and should be able 
to tell upfront what they will charge for the specific job/task.

When vetting consultants, get referrals or recommendations from market and the 
business contacts if possible, and get a firm estimate of the time it will take to do the 
job. Also, be sure that the person or the firm that is hired will supply documentation 
allowing to retrace their steps if necessary, to solve a problem or duplicate their work 
later.

By getting a business valuation as a part of the process of negotiating a business 
sale, both sides realize significant benefits in the process. They can walk away from 
the negotiating table knowing that they have done a good job. The valuation 
process, when completed by a certified business appraiser, helps ensure that 
everyone is getting a fair deal. 

The Importance of Lead GenerationDeal Structure 

Deal structure is a binding agreement between parties in an acquisition that outlines 
the rights and obligations of both parties. It states what each party is entitled to and 
what each is obligated to do under the agreement. Simply, a deal structure can be 
referred to as the terms and conditions for buying a business.

It is one of the steps that must be taken for buying a business. It is the process of 
prioritizing the objectives of a merger or acquisition and ensuring that the top-
priority objectives of all parties involved are satisfied, along with considering the 
weight of risk each party must bear. Initiating the deal structure process requires all 
parties involved to state:

Their stance on 
the negotiation

How much risk 
they can 
tolerate

Observable latent 
risks and how 
they could be 

managed

Conditions under 
which 

negotiations may 
be canceled

Developing a proper deal structure can be quite complicated and challenging because of the number of 
factors that need to be considered. These factors include preferred financing means, corporate control, 
business plan, market conditions, antitrust laws, accounting policies, etc. Employing the right kind of 
financial, investment and legal advice can make the process less complicated.
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The Importance of Lead GenerationSale and Purchase Agreement

A purchase and sales agreement is a contract that define the terms and conditions of a business/ financial 
transaction to buy and sell a running business. Its templates are available at SMEDA website. 

There are contract templates available for use on internet and one can find a useful one at SMEDA website 
also.

There is detailed buyer and seller information in purchase and sales agreements, including names, phone 
numbers, addresses, and co-signers, if applicable. The agreement also lists the following:

What are a Sales and Purchase Agreement?

Type of sale

Dates of 
the agreement

If a deposit 
was paid

Dates when 
the rest of the 
contract will 
be complete

Date of contract's 
final closing and 

ownership transfer

These agreements are often considered "living" since these are subject to revisions often. Detailed 
descriptions are also included, including any defects or deficits that are known when the agreement is 
created. There may be language in the agreement that lets the buyer hire professionals to inspect the 
business if they wish. Further language can state that if the expectations are not met by the buyer after the 
inspection or there are defects found that were not expressed by the seller, the buyer can end the contract.

§ The agreement defines the terms and conditions of buying the business and sets 
the transaction's timeline.

§ The closing date and purchase price are included in the agreement, which are 
crucial items in a purchase.

§ Earnest amount; How much money the buyer puts down as the earnest money 
and this money should be put in an escrow account until settlement occurs.

§ The contingencies and commitment to the business purchase should also be stated by the seller. 
There are certain contingencies that can be stipulated to release the buyer from purchasing the business 
and allowing the deposit to be returned.

§ List of items/assets; The parties in the transaction may want to include items that 
come with the purchase of the business, such as furniture repairing and appliances. 
Items that are not expressed, can also be stated by the person selling the business.

What Buyers and Sellers Should Know?
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Items Included in the Purchase and Sale Agreement

Following items are included in the purchase and sales agreement:

 The final sales price is the 
purchase price that is 

agreed upon by the seller 
and buyer. (This may 

change somewhat during 
negotiations prior to the 
final closing date. For 

example, if there ends up 
being an issue with the 

inspection, the buyer can try 
to negotiate a lower 

purchase price).

Details on the earnest 
money deposit, including 

instructions and the amount 
for making the deposit. 

(This will be held until the 
deal is completed by a 

neutral third party). 

On the closing date, the 
purchase is completed and 
the transference of business 

is recorded with the 
government. The seller will 
then be paid for it. All the 

paperwork will be signed a 
few days before the closing 

date.

Rs.
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Sale Purchase Agreement - Template* d ANNEXURE 

*The templates can be downloaded from SMEDA's website: https://smeda.org
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Conclusion

Before buying an already existing business, a few things 
should be checked thoroughly including the type of 

business being bought, area and location, size of the 
business, the resources required for it and why is it being 
sold. Before purchase of a new business one must get its 
valuation assessed from a third party. It is also crucial that 

all the financial and legal requirements are carefully 
drafted and complied to by both parties as they sign the 

sale purchase agreement.

Rs.
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