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A Business Owner’s Guide:

How to Buy Your Competitor
Using Its Cash Flow
to Improve Your Business
Proven Insider Strategies Shared in This Special Report:
 Discover proven, time‐tested, specific, real life methods that business owners like you
are using to dramatically grow sales and profits and to build a rock‐solid business.
 Learn new, cutting‐edge growth ideas that can double your sales and triple/quadruple
your profits almost OVERNIGHT. This is a very fast growth technology (the “Big Boys”
know this method very well).
 Master multiple ways to buy a competitor with little or no cash up front.
 Buy out your competitor even if you appear to be financially weaker. See a specific
example – you can “expand” your way out of financial distress. This is not a difficult
endeavor.
 Learn from the success of others—review 5 specific case studies of entrepreneurs, large
and small, who have grown through acquisition.
 Discover the 14 benefits of buying your competitor which provide improved cash flow,
usually starting immediately, if you do know the proper process.
 Learn 27 ways to finance the buy out of your competitor.
 Discover 8 ways to reduce the risk of a buyout transaction.
 Learn the insider secrets of paying the “right price” and not overpaying, which is critical.

A Message from
Merger and Acquisition Advisor, John Woods CPA:
I believe the information in this report will help you in your goal to build a more robust, faster growing
and more profitable company. More importantly, I believe you will discover a growth system that will
propel you through your entire business plan.
There are multiple ways to grow your business. There is one strategy that can be implemented at a low
cost and a minimum of risk when planned properly. It works for the “big boys” on a regular basis. It
works just as well for smaller businesses.
After each acquisition, I recommend that you implement a profit optimization system to maximize the
long-term business potential and maximize profits and cash flow.
--John J. Woods
Certified Public Accountant
Merger and Acquisition Advisor
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Introduction ‐ Who is behind this report
and why should I listen?
I am John J Woods (Jack) and I am a Missouri licensed CPA in St. Louis. I help entrepreneurial companies
make large, fast, sustainable improvements to their companies’ bottom lines. In 1980, I began doing
business turnarounds ‐ helping businesses that are in distress turn themselves around and become
profitable again. In most cases, I came up with ways that made those improvements VERY quickly. If
significant improvements didn’t come quickly, the businesses likely would have failed.
In 1984 I made an amazing discovery and my eyes were forever opened! I learned that you can create a
winning, profitable, stable company by combining two companies even if the two are losing money
before the acquisition.
A well‐planned, well‐structured and well‐executed acquisition ‐ combined with effective operational
changes ‐ can result in a massively profitable and rock‐solid company.
Today, my practice is focused on those areas that help entrepreneurs grow their businesses and
improve their profits‐‐
 Business Acquisitions and Mergers
 Profit‐Optimization Audits and Business Turnarounds
 Obtaining Business Capital
 Providing CFO Services with a Profit Improvement Focus
In addition, if you want high level tax planning, creative
income tax options, and high level business planning, we
can provide that to you.
While each business situation is different, and past results
cannot be used to predict future results, I can assure you
that I have been privileged to help my clients achieve their
goals by relentlessly pursuing the best outcome possible
within their business environment.

You can grow quickly, profitably and with a minimum of risk.
Are you ready for this adventure?
The techniques used by the “Big Boys” are not a secret and they are not complex. Since 1980, I have
been working closely with very successful and profitable emerging companies. There are many simple
methods for growing a business very quickly.
However, there is one method that is far and away more successful than most...
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My experience with these solid, fast‐growing, leading‐edge companies has led me to conclude that the
best, fastest, most reliable way to build a rock‐solid, fast growing, entrepreneurial company is this:
 Acquire your competitor’s business with a no‐cash, or low‐cash, out‐of‐pocket purchase.
 After the purchase, implement a profit improvement system to maximize the combined
business profit potential (I recommend the WoodsFormula Profit Optimization System).
My strategy has succeeded with progressive entrepreneurs who followed this basic format:
 Locate a competitor who is a likely motived seller.
 Negotiate a deal that allows a monthly positive cash flow sufficient to pay off the monthly debt
service on the purchase of the business.
 Purchase the competitor company and then you make one small, low‐risk profit improvement
change each week. This can increase the cash flow by 50% to 300%+ very quickly.

If I do acquire my competitor,
what’s in it for me? What are the benefits?
A proven and time‐tested strategy to optimize your business is to buy your competitors. The potential
benefits of making good, well‐timed, strategic purchases of your
competitors are:















Purchase for little, or no, cash up‐front
Payments are made only out of new, add‐on profits and
cash flow
Realize immediate cash flow (often you can make more net
profit than the current owner did)
Purchase at little or no risk to you
Immediate improvement in cash inflow
Immediate improvement in new earnings and profits
Possible income tax benefits
Better and stronger bank relationships
Improved relationships with customers and vendors
Build an expanded, rock‐solid base while your competitor(s) are having tough times
A customer list that is active and may be open to new and bigger profit services
Compile a list of ex‐customers that you may be able to reactivate with a new management team
Acquire inventory and other capital assets at a potentially deep discount
In some situations, you may want to sustain additional locations to expand market reach
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What are the “Big Picture” steps that make this process work?










Buy a target business that has a positive operating cash flow after
you implement your operational changes. The goal is that you
will make more than adequate cash to cover all debt payments
on the purchase of the target.
If the owner of the target company is retained to continue
working for the buyer, their duties should primarily focus on
making sure the former clients of the target company are
satisfied customers. The former owner’s compensation should
be tied to customer retention.
Prepare a detailed integration plan of how the combined companies will be operated together.
Eliminate duplication of costs, personnel and any unnecessary costs.
Prepare a detailed profitability analysis and develop a plan to increase the critical ratio, decrease
non‐strategic costs and identify other business and strategic opportunities. A typical and
reasonable goal is to double the profit achieved after elimination of duplicate costs. These
concepts are detailed in the WoodsFormula Profit Optimization System.
Once the combined operations are stabilized and running smoothly, begin looking for the next
target to acquire.

Examples
(Disclosure details have been changed to protect confidentially)
Example 1

Buy target with minimal out of pocket cash
and eliminate duplicate overhead.
Obviously, every business opportunity is different. The following is an example of a typical successful
scenario. A target company has reasonably stable sales of around $2 million and a break‐even profit,
after the owner takes out $125,000 (salary and perks). The owner is willing to sell for $475,000 on an
all‐cash basis.
The Buyer Co, which is in the same industry, negotiates a purchase for $400,000 with financing as
outlined below.
Buyer concluded that there were many duplicate costs in the Target Co which could be eliminated. The
Buyer Co analysis led to the following conclusions:
 Buyer Co would have net cash inflow per year of $397,000 – See Exhibit 1.
 Transaction would be financed with low cash out‐of‐ pocket price for the Buyer Co – Exhibit 2.
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Cost to find, negotiate and close the transaction was $30,000 – See Exhibit 3.
Over just the first 5 years, the net cash flow to the Buyer Co before tax is $ 1,540,000 – See
Exhibit 3:
Net cash to Buyer Co before taxes



Year 1

Year 2

$ 134,000

$ 306,000

Year 3

$

Year 4

306,000

$

Year 5

397,000

$ 397,000

Buyer could improve Target Co’s cash inflow with an effective profit improvement program.
Exhibit 1 ‐ Average Annual Cash Flow to Buyer Co

Gross profit on $2,000,000 sales
Cost to be retained from the Target Co:
Estimator ‐ including salary increase
Clerical ‐ including wage increase
Employee taxes and benefits
Other recurring expenses

$ 640,000
$ 86,000
22,000
15,000
17,000

Additional cost in Buyer Co

(140,000)
(103,000)

Average annual cash flow to Buyer Co

$ 397,000

Exhibit 2 – Financing the Purchase

Bank loan on Target Co Assets (36 months)
Consulting agreement with Target Co
owner ($50,000 for 3 years)
Seller financing for 12 months (10% interest)
Assume Buyer Co liabilities
Buyer personal funds

$ 112,000
150,000
90,000
43,000
5,000

Total source of funds

$ 400,000

Exhibit 3 – Positive Cash Flow for First 5 Years
Year 1

Year 2

Year 3

Year 4

Year 5

Inflow from operations
$ 397,000 $ 397,000 $ 397,000 $ 397,000 $ 397,000
Out flow for purchase financing and
transaction costs:
Bank loan debt service
(41,000) (41,000)
(41,000)
‐
‐
Consulting agreement
(50,000) (50,000)
(50,000)
‐
‐
Seller financing
(99,000)
‐
‐
‐
‐
Pay Buyer liabilities
(43,000)
‐
‐
‐
‐
‐
‐
‐
‐
Acquisition transaction costs
(30,000)
Net cash to Buyer Co before taxes

$ 134,000 $ 306,000 $ 306,000 $ 397,000 $ 397,000

John J. Woods CPA // 314 414 2800 // 800 682 5170 // Page 5 of 13
© 2013, John J. Woods

Buy Your Competitor Using Its
Cash Flow To Improve Your Business

BuyYourCompetitor.com

Example 2

Instant equity and zero cash out of pocket
to acquire competitor
My acquisition‐focused colleague KC Truby offers this example:
“How I was able to generate $140,000 of equity in a turnaround in one day from a
company with a negative net worth. [Woods note: total equity improvement was
$186,000.] I approached a failing competitor in the office furniture business to see if they
wanted to sell. I knew that from the very beginning the owner could not get bank
financing so he relied on trade credit to grow. This filled his warehouse but put the
owner on very shaky grounds financially. I agreed to buy the business assets & inventory
by assuming the trade debt. Between the time I signed the letter of intent and the
closing, I called all the creditors into a meeting and announced the immanent failure of
the business. I then offered the creditors 20 cents on the dollar. We got 100% buy in and
that moved the balance sheet from negative ($46,000) to $140,000 positive in one
day. Now all I had to do was get the 20 cents…”
This type of transaction could be financed in any number of creative ways. See section below “How do I
get the money to buy my competitor?”
Example 3

Larger deal with
low out of pocket acquisition
My client targeted two chemical companies which basically competed with each other, head‐to‐head,
selling to major retailers in the private‐label chemical products market. Due to fierce competition,
neither made a significant profit. As a result, each was a somewhat motivated seller. We structured a
detailed analysis of the two operations and discovered that a roll up of these two companies, along with
a third and fourth acquisition, approximately 9 and 14 months later, made significant business sense.
Below are the significant details of the transactions:
Target 1 was purchased for all cash of $1,760,000 ‐‐ this was a bargain purchase, considering the
tangible and intangible assets purchased (including unneeded patents which were sold 7 months later
for $521,000). Seven months after purchase, the Buyer Co also received financing for the remainder of
the purchase price of $1,239,000 from an asset‐based lender.
Target 2 was purchased for $990,000 with a 90% seller note and a restructured payment arrangement
with a major supplier group over 9 months. Net out‐of‐pocket expenditure for the buyer was
approximately $5,000.
Targets 3 and 4 were purchased for $5.1 million, primarily with a combination of private investor
financing, seller financing and bank debt. The out‐of‐pocket cost to the buyer at closing was $290,000.
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Three years later, the combined groups’ consolidated pretax cash flow from operations was $3,033,000
[$4,307,000 in year 4]. Total purchase price of the businesses was $7.3 million – most of the funds were
provided by outside financing of $7.0 million. Out‐of‐pocket net cash investment by the buyer was less
than $300,000. As projected, other than a few months in the first year, the business cash flow provided
the funds to pay off all the purchase notes and liabilities, with cash to spare.
Example 4

Other typical deals …
Here are more transactions that we have reviewed or with which we have been involved:
 Specialty contractor targets, new business (and
profits) from add‐on acquisitions of competitors
and related non‐competitors.
 Company targets collections agencies in the
Midwest specializing in US government and
financial institution collections.
 Client based in Florida in the package delivery and
logistics businesses targets businesses in Florida and
several neighboring states to expand strategically by buying excess capacity of competitors who
were not financially stable.
 Specialty distributor of pizzas in the St. Louis metro area bought out the manufacturer of frozen
pizza and other frozen food products. The buyer was able to substantially expand its product
offering to its existing customer base and expand into the target’s customer base.
 Physical therapy care provider targets with similar companies throughout the US. The strategic
objective was to install their cutting‐edge operational, financial and marketing methods used in
their current facility in the Midwest US. The target companies were primarily underperforming
because of a lack of marketing, management and operational talent.
 Midwest restaurateur buys out a chain of fast food restaurants with minimal changes in
operations. This investment makes a 31% annual pre‐tax return on investment. This is an
investment‐focused acquisition.

Another important example …
You CAN often buy out your competitor even if
YOU are the weaker competitor.
You can expand your company, its profits and cash flow even when your company is experiencing tough
times. If you think you can't afford to buy your competition, I will show you a real‐life case study of a
business owner who was failing, and ultimately saved his company by buying a competitor. It's not as
difficult as you might think.
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Can't afford to buy? You CAN buy your competitor(s) even if you think you can't afford it. Especially in
these difficult economic times, many of your closest competitors will be more frightened of their
business situations than you are. They see the glass half empty ... you see it’s half full. They fear the
personal nightmare of losing their homes, pulling their kids out of college, selling their houses, etc., just
to make ends meet.
You are calm. You are prepared. You’ve done your homework. You’ve forecasted carefully,
conservatively, and even considered the worst‐case scenario. You know that when you combine
companies, eliminate duplicate costs, make a few other strategic and tactical changes, and negotiate the
right arrangements, you will earn far more money than it will cost you to buy the business. You can set
up protections in the acquisition agreement that substantially reduce or eliminate your risk. Payments
for the competitor business are made only out of additional added profits and cash flow.

The details of the transaction:
It is often possible to combine two companies, each of which is losing money, and produce a combined
company that is profitable.
In this example, the two companies were losing a total of $690,200 per year when operating separately.
Once the operations were merged they achieved a combined profit of almost $1 million. Here is a
summary of this recent real‐life example:











The Buyer Co was losing close to $200,000 in the last 12 month period.
The company that was purchased (Target Co) was larger, but had a larger operating loss
(approximately $500,000).
Target Co had a reasonably good sales and marketing system. Buyer Co survived on the
business that walked in the door and was deficient in selling and marketing systems.
Buyer Co was a disciplined, well‐managed company.
Target Co was not well managed and the owner “lived” out of the company charging the
company with a lot of costs that were unnecessary luxuries.
Target Co had relatives on the payroll who were paid far above the going market for that
position, although their performance was less than adequate.
Cost controls, expense accountability and adequate budgeting was in place at Buyer Co, but not
at Target Co.
Target Co was purchased by paying the owner approximately $190,000 more in salary per year
than he had been making previously. His salary would be decreased if any of former Target Co
sales‐base went away after the sale of the company.
In the buyout agreement, the only job of the former owner of Target Co was to keep his former
customers happy and buying at the previous levels or higher.
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If I want to buy my competitor,
what are the steps in the process?




















Self‐assessment – does the current management have the skills necessary to manage the people
and process of a quickly expanding business?
Determine the objective of buying a competitor (i.e., faster growth ‐ buy the business cash flow
to add to your existing business, or faster expansion into new markets –expanded products,
services or geographic areas).
Compile a list of possible targets.
Make the contact with targets.
Find an interested, motivated target and sign a confidentiality agreement.
Request information from the target – financial statements, tax returns, business plans, lease
agreements and other relevant documents.
Determine if this is a transaction that appears to have good potential for the buyer.
Review documents and prepare projected financial results of the combined companies.
Determine the value to the buyer of target’s operations.
Conduct interviews with the current management of the target.
Prepare a letter of intent covering key provisions to be included in the purchase agreement.
Develop a summary plan for the changes in the target’s operations
after the sale is completed.
Initiate a “due diligence” review.
Draft a purchase agreement.
Close.
Tend to the post‐closing transactions, duties, adjustments, etc.
Update and expand the plan for the target’s operations.
Make necessary changes to target’s operations.

How do I get the money to buy my competitor?
The resources to finance an acquisition can be acquired from many traditional sources, as well as
creative non‐traditional sources. Here are some of the sources we have used to finance acquisitions:
 Loans from suppliers and vendors
 Bank loans secured by the business
assets of the target
 Assumption of seller’s liabilities
 SBA loans
 Sell‐off of unnecessary tangible and
 Bank loans secured by buyer’s existing
intangible assets
business
 Financing arrangements with suppliers
 Private equity firms
 Buyer’s personal funds
 Angel investors
 Sale/Leaseback financing
 Private investors
 Accounts receivable factoring
 Partners and joint ventures
 A “gradual” buyout over extended
 Seller financing
periods
John J. Woods CPA // 314 414 2800 // 800 682 5170 // Page 10 of 13
© 2013, John J. Woods

Buy Your Competitor Using Its
Cash Flow To Improve Your Business

BuyYourCompetitor.com








Lease the business
Finance with an employment
agreement/consulting contract to seller’s
owner(s)
Earn‐out financing based on sales,
earnings, gross profit, or other factors
Term revisions from current unpaid
suppliers and vendors
Friends and family loans









Advance payments from customer to
secure future benefits
Purchase order financing
Asset based lenders
Creative note payable financing with
seller based on business performance
going forward
Issue preferred stock of the Buyer Co to
seller with variable or contingent terms
Defer the business broker’s commission

The list is basically unlimited for the creative business buyer! Anyone related to the business who has a
financial interest in seeing the business continue is a prospective source of funding for the purchase.
Landlords, suppliers and vendors, business advisors, business brokers and even employees and
customers, all have a potential ongoing benefit if the business continues and prospers.

St. Louis Investors and Banker Database
Private and Angel Investors. Over the years, we have compiled a database of local private and angel
investors who are willing to partner with high‐quality, growth‐minded business owners who are looking
to acquire their competitors.
Commercial Lenders. We have also identified the bankers and lenders who aggressively seek buyout
transactions.
These resources could be very valuable to you and your business ambitions.

Can I reduce the risk of significant loss
from buying my competitor?
Minimizing the transaction risk is a basic goal of the system that we
propose. You should NEVER engage in significant new risks from the
purchase of your competitor. Every transaction in which you engage has
some level of risk; buying your competitor should not result in anything
more than the normal business risk. If you can’t negotiate a deal that
meets your risk‐tolerance goals, you should avoid such endeavors.
These are the most common ways to reduce your business risk:
 Prepare the common sense financial analysis to determine that cash flow is adequate to insure
that the new business model can “pay for itself.”
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Have a good transactional attorney draft the purchase agreement so that you are fully
protected.
Have a state‐of‐the‐art due diligence checklist and carefully execute each step.
Monitor that your legal representatives constantly push the risk back to the buyer and off of
your side of the transaction.
Avoid ALL personal guarantees in all aspects of the transaction.
Focus on financing methods that limit personal financial exposure.
Buy the assets of the business instead of the capital stock to avoid undisclosed, unknown and
contingent liabilities of the target business.
As the buyer, NEVER STOP LOOKING FOR WAYS TO TRANSFER THE RISK AWAY FROM YOU AND
BACK TO THE SELLER. Don’t be afraid to negotiate hard on this issue. If the seller is motivated,
they will usually be reasonable about limiting your risk in the transaction.

How do I know how much to pay for the target?
This is a core, fundamental question. There are several methods of
valuing a business. The three major approaches are: The Income
Approach, the Asset Approach and the Market Approach. In the
majority of cases, especially for businesses with sales under
$5,000,000, the valuation method used is the Income Approach. The
various methods under this category all attempt to project a company’s
future free cash flow and operating income based on historical data.
Based on this data, the buyer applies common‐sense analysis of the current operations and the target’s
opportunities for the future to arrive at a reasonable forecast. Armed with this reasonable cash flow
estimate, the Buyer determines what this future cash flow is worth to him or her ‐ today. This is the
preliminary step in determining the business value. This determination is projected through the use of
appropriate Capitalization Rates or Discount Rates.
One of the most important factors is that the business has sufficient free cash flow to cover the
payments necessary to buy the business. In addition, there should be a cushion in your forecasts to
cover possible unanticipated downturns. Business valuations can come up with a value for the business,
but such value must make sense in the real world and it needs to be structured such that you have a
cash flow risk‐cushion to avoid unnecessary risks in the transaction.
We can perform a “mini‐valuation” for you to determine the right acquisition price or we can refer you
to a valuation specialist for a complete valuation analysis.

John J. Woods CPA // 314 414 2800 // 800 682 5170 // Page 12 of 13
© 2013, John J. Woods

Buy Your Competitor Using Its
Cash Flow To Improve Your Business

BuyYourCompetitor.com

We are NOT business brokers and do not have any listings for you to buy. Our business is finding and
qualifying the right targets at the right price with a financing structure that makes sense for you.
I hope you have found this report helpful. Good luck and fast growth!
John J. (Jack) Woods CPA

Are you ready for this kind of an adventure?
If so, please contact us.
John J. (Jack) Woods, CPA
231 South Bemiston Avenue ‐ Suite 800
St. Louis, Missouri 63105
Phone: 314‐414‐2800 ‐ Ext 1
Toll‐Free: 800‐682‐5170 ‐ Ext 1
BuyYourCompetitor.com

DISCLAIMER:
Each situation is different and past results cannot be used to predict future results. Your
management skills and abilities are a significant part of the success factor in any deal.
You should NEVER expand past your management skill level. Only you can determine if your skill
level is adequate to manage a larger operation and determine the appropriateness of an
acquisition target.
All of the case studies and information you read here is modified sufficiently that the buyer and
seller would not recognize themselves in theses case studies. That is to protect our buyers,
vendors, supplier, advisors, consultants, attorneys and sellers that are always under very strict
NDAs (Non‐Disclosure Agreements). Examples and case studies are presented here as “example
stories” to give you a clear idea of what is possible and what others have already accomplished.
Your results could be significantly worse than these examples. They, of course, could be better.
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