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A distressed business is one that’s breaking even and about to slip into loss-making, or is loss-making already.

A word of caution
Distressed businesses are not for the beginner.

No matter how experienced you are, don’t buy a distressed business unless:

You know what the problem 
is: you understand what has 
caused the distress.

You know how to solve the 
problem: you have the 
knowledge and experience.

You have cash available: to 
get through the recovery 
curve.

Five main reasons a business becomes distressed

Sales and profitability drop and overheads 
are too high 

the same money is going out, but less is 
coming in.

Cash runs low 
the business is profitable on paper, but cash 

flow means there’s no money available when 
it’s needed.

Poor management
 the success or failure of a business is often 
down to the management; it’s the first place 
you should look if there’s a problem.

An unexpected situation like a lawsuit
even if a business has done nothing wrong, it 
may have to defend itself.

 Historic debts 
can mean a drop in income leaves nothing 

for overheads and working capital.

Buying via a pre-pack administration

This allows an insolvent business to be sold. It gives a 
distressed business a second chance.
You buy the assets via the insolvency practitioner and 
leave the liabilities behind: you get a clean business.
The current owner could do a pre-pack but they 
generally don’t.

Deals happen quickly
the longer a business is distressed, the less likely rescue is.You need a 

good insolvency lawyer; they will take you through the process.

How to value a distressed business
If the business doesn’t make a profit, you can’t price it based on 

a multiple of profit.

Taking the business for free
You can sometimes pay nothing for a business, but just because 

you can doesn’t mean you should. Act with the same level of
 caution as if you were paying for it.

The cost of a free business:
Time
Effort
Sleepless nights
Post-purchase investment

You can use net book value (NBV): value the 
assets, deduct the liabilities, what’s left is 
what you pay for the business. This doesn’t
take goodwill into account.

Share purchase of a distressed business
When you do a share purchase of a distressed business:

You take on 
the liabilities, 
which could 
be considerable.

You won’t know 
the full truth about 
the finances until 

you own it.

You need cash, 
or some way to 

access capital, 
to get through 
the turnaround.

If there’s a secured 
creditor, take the 

advice of your 
insolvency practitioner

You need a 
fantastic finance 
director on your 

team.

A huge benefit
A distressed business bought via a pre-pack 
administration is an ideal bolt-on to an 
existing platform business

you can use the existing infrastructure to 
immediately cut costs.


