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Distressed Businesses: 
 

Every acquisition carries an element of risk, making it particularly understandable that, when 
looking to acquire a new business, some entrepreneurs are wary of purchasing a company 
that is already in debt. 

 

However, for those who may instinctively avoid such a purchase, the fact that a business may 
be distressed or come with outstanding debts should not be reason to discount it. With careful 
planning and research, such expansions can lead to prosperity and financial growth. 

 

Expansion and growth: 
 

Business expansion plans always require careful consideration over the future and whether 
your current or projected revenue allows for the coverage of operational costs and interest 
payments on financing. This is especially true when considering making a deal with a debt-
laden company. 

 

By researching the business you intend to buy and taking a calculated approach to the 
process, however, you can safeguard future financial performance and learn to take risks that 
pay off. Understanding the strategic risks associated with acquiring a new business is the first 
step towards a successful purchase. 

 

Strategic risk can be divided into financial risk and business risk: financial risk is a company’s 
ability to manage and leverage debt, while business risk relates to a company’s capacity to 
generate enough revenue to cover the expenses integral to its operation. 

 

Many large corporations have entire teams dedicated to assessing whether the risks involved 
in financial decisions work to counteract associated business risks. Understanding a 

https://business-sale.com/distressed-businesses


 
HOW TO GROW YOUR BUSINESS BY ACQUIRING A DISTRESSED 
COMPANY 
Business Sale Report 

Report Date: 27.03.2020 2 

company's debt situation, and whether or not this will be factored into the purchase, is an 
essential prerequisite when buying a business. 

 

The majority of UK SMEs generally have an average of over £50,000 outstanding from their 
debtors. Large chunks of these debts, however, are routinely written off. Therefore it is wise to 
ensure you're fully aware of a company's debt situation, and whether or not it will transfer with 
the sale, before taking any further steps. 

 

It's also worth noting that a company’s debts may not be immediately apparent, so it's the 
buyer’s responsibility to make further enquiries. To do this, you will be required to sign a 
confidentiality agreement before obtaining access to this information. 

 

Buying the business 
 

There are several ways of acquiring a company with debt. You can either acquire a company 
along with its debts, in which case the seller may set a higher price and settle the debts in the 
process of the sale, or they will set a lower price and pass responsibility for them onto the 
buyer. 

 

A lower upfront purchase price will leave you more capital for the early years of operation – a 
huge bonus if you can utilise this to improve the company's profitability and pay off its debts. If 
you can't, you run the risk that the payments associated with the debt you acquired will hit cash 
flow and hamper your ability to access additional funding.  

 

Some sellers will even "split the difference" by settling a portion of the debt during the sale and 
passing the rest on to the buyer. Another option would be for the buyer to purchase the 
individual loans the company has taken out. 

 

If a company owes money on a loan, the lender can sell that debt to a third party. In this 
instnace, the company buying the loan secures the right to collect that money and can profit 
from the interest, as the original owner would have done. If the buyer purchases the loan in 
this way, they can retain complete control of it. 
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Another type of transaction for an indebted business would be a debt-for-equity swap, whereby 
a company’s obligations or debts are exchanged for something of value ('equity').  

 

In the recent acquisition of Addison Lee Group by a consortium of investors led by Liam Griffin 
and Cheyne Capital’s Strategic Value Credit business, the agreement involved a portion of the 
group’s existing £230 million debt being converted into equity and having the balance written 
down.  

 

This deal saw Addison Lee’s debt cut by over half and benefited its former owner Carlyle 
Group, which had been looking to offload the business before the majority of its net debt was 
due for repayment in April 2020.  

 

By completing the deal ahead of this deadline, Carlyle achieved its goal of avoiding debt 
restructuring or a possible extension, while Addison Lee gained an owner willing to both write 
down the majority of its debt and plough fresh capital, to the tune of £41 million, into the 
business.  

 

But the deal doesn’t just stand to benefit Carlyle and Addison Lee, as the significant 
investment shows, the new owners consider Addison Lee to be a worthwhile investment. As 
the new CEO Liam Griffin pointed out, despite its debts, Addison Lee remains a brand with a 
huge cache in its core market of London:  

 

“Whilst new entrants and technology may have changed over my 25 years with the business, 
what our passengers want remains the same. They are still drawn to Addison Lee’s values of 
quality, trust and, of course, choice.” 

 

Meanwhile, Cheyne Strategic Value Credit CIO Anthony Robertson detailed how the nature of 
the acquisition and the debt-for-equity tactic can ensure ongoing success for the company: 

 

“We’re very pleased to be investing in the future of Addison Lee. The new group structure will 
enable Addison Lee to be focused on its core UK market, with the objective of further 
consolidating its leadership position in the corporate sector to deliver enhanced profitability and 
cash flow. We will build on the strength of the underlying business by further enhancing the 
customer experience and supporting the driver community.” 
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Growth and risk often go hand-in-hand in business, and Addison Lee looks set to be a prime 
example of how a large, successful company, which nonetheless has struggles and debts, can 
prove to be an excellent acquisition.  

 

Turning liability into leverage 
 

When acquiring a distressed business, the key to making your acquisition a success is the 
ability to take calculated risks. 

 

As Paul Russell, director and co-founder at Luxury Academy London, explains, "Business risk 
often involves change, and change is something that people can shy away from based on the 
assumption that what is known is safer. But in business nothing stays the same forever, 
markets change, customer tastes evolve, the economy may falter or soar, and you have to be 
willing to make changes to survive. And, in most cases this involves some element of risk." 

 

Understanding whether taking on a business in debt or leaving these liabilities behind with an 
asset sale is right for you will be an absolutely crucial part of the buying process. Debt is 
common throughout the business world, and, if all other indicators suggest that the return on 
your acquisition will be profitable, you shouldn’t let it put you off taking the plunge.  

 

Having a clear idea of the company's corporate life-cycle during the valuation process can 
provide a reliable indicator of whether the purchase makes sense, and whether the financial 
and business risks posed by debt can be offset.  

 

Providing you calculate all the financial outcomes thoroughly, taking into account the status of 
the business and various factors surrounding it, there’s no reason why you can’t expand your 
business portfolio and profit from a distressed business or one with debt. 


