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What recent SBA changes mean for 
prospective pharmacy buyers 

by Angelo Medici 

When the Small Business Administration put new purchasing rules in 

place early this year, prospective pharmacy buyers suddenly faced a small

er financial burden in securing their ownership dreams. 

On Jan. 1, the SBA unveiled new requirements to finance a business pur

chase. The new standard operating procedure SBA released, referred to as 

SOP 50 10 5 (J) contains several modifications, but none more applicable 

than the changes surrounding equity injection requirements when working 

through a change in ownership. Previously, it required 25 percent of the 

total purchase price come from buyer personal liquidity, a seller holdback 

note, or a combination of both. The new SOP revisions requires only 10 

percent of the total project cost-
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Walking through two purchasing scenarios 

In one example, an individual will be purchasing the assets 

of a business from the current owner. The purchase price is 

$700,000 ($500,000 goodwilVassets plus $200,000 inventory). 

Loan soft costs (business valuations, UCC searches, etc.) 

total $15,000. As the new buyer will not be purchasing the 

receivables, there will be a one-month period following the sale 

in which the new owner will conduct business but will not have 

the income to support day-to-day operations until receivables 

are collected 20-30 days later. For this reason, $285,000 worth 

of working capital will be built into the financing package to 

support operations for the first month. This brings our total 

project costs to $1.3 million. In this scenario, the buyer would 

need to contribute at least $65,000 (5 percent of $1.3 million). 

In another example, an individual who currently owns 7 

percent of the business being acquired will be purchasing 

the remaining 93 percent of shares from the other owners via 

HOW MUCH CASH DO I NEED? 

Example 1 

• Assets - $500,000 

• Inventory- $200,000 

• Soft Costs + Working Capital - $300,000 

• Total Project Costs - $1,300,000 

Option 1 

Buyer brings in full 10% 

1,300,000 * 10% - $130,000 

What if I don't have 10%? 

.... 

Option 2 

Buyer brings in the minimum 5% 

Seller holds the remaining 5% 

(Must be on standby for the life of the loan) 

Buyer: $1,300,000 * .05 = $65,000 

Seller: $1,300,000 * .05 = $65,000 

a stock sale. Let's say the total value of the business, for all 

100 percent of shares, is $1 million. This 7 percent ownership 

would equate to $70,000 of equity. As the buyer is purchasing 

the remaining 93 percent, the stock purchase price would total 

$930,000 (93 percent of $1 million). 

In this case, the business stock includes goodwill, furniture 

fixtures/equipment, inventory, and accounts receivable. 

Because the buyer is purchasing the receivables, the cash 

cycle of the business should not be interrupted and therefore 

eliminates the need for working capital. Again, soft costs total 

$15,000, thus bringing the total project costs to $955,000. This 

would bring the equity requirement to $95,000, of which the 

buyer already has $70,000, meaning only an additional $25,000 

is needed to be brought in to meet the 10 percent equity 

injection requirement. 

Example 2 

• Total Business Value - $1,000,000 

• Existing Equity - 7% or $70,000 

• 93% Remaining Stock - $930,000 

• Soft Costs - $15,000 

• Total Projects Costs - $955,000 

Option 1 

Buyer brings in full 10% ($95,000) 

$1,000,000 * 7% = $70,000 

$95,000 - $70,000 = $25,000 via personal liquidity 

.... 

What if I don't have the remaining $25,000? 

.... 

Option 2 

Buyer brings in $70,000 (existing equity) 

Seller holds the remaining $25,000 

(Must be on standby for the life of the loan) 
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. . .  no matter the case, a minirnum of 5 

percent of the total project costs must be 

contributed via equity. 

WHAT IS THE DIFFERENCE BE

TWEEN PURCHASE PRICE AND 

TOTAL PROJECT COSTS? 

The purchase price is simply the 

asking price of the business. In an 

asset purchase, the buyer is typically 

purchasing goodwill (prescription files, 

branding, and a covenant not to com

pete), any furniture, fixtures or equip

ment, receivables, plus inventory. In a 

stock purchase, the buyer is purchas

ing the common stock of the business. 

Note that commercial real estate, if 

applicable, would also be considered 

as part of the purchase price. 

Total project costs, on the other 

hand, are defined as the total cost 

associated with obtaining the entire 

financing package. This would 

include the purchase price, any 

fees associated with closing the 

loan, any renovations that may be 

required tor upfitting the property, 

new equipment purchases, and 

working capital built into the loan. 
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WHAT IF I DO NOT HAVE 

10 PERCENT? 

With the new rules, the seller may 

still hold a portion of the purchase 

price, but only up to 5 percent 

and only from the purchase price. 

Furthermore, this seller note must 

remain on standby, meaning no 

principal or interest payments can 

be required for the life of the SBA 

loan, but interest may accrue. What 

this means for buyers is that no 

matter the case, a minimum of 5 

percent of the total project costs 

must be contributed via equity. 

WHAT ARE ACCEPTABLE 

EQUITY SOURCES? 

The most common and clearest 

source of equity is the buyer's 

personal liquidity. This is typically 

cash on hand, savings accounts, 

checking accounts or other assets 

that can be quickly liquidated at the 

time of closing such as marketable 

securities or cash surrender value 

of life insurance, to name a few. 

Gifted funds may also be used and 

are defined as funds received from 

another individual, typically a par

ent or other family member, without 

the expectation of any repayment 

for said gift. The individual(s) gift

ing the funds and the individual(s) 

receiving the funds will be required 

to sign a document that states the 

funds are a gift and are not expect

ed to be repaid. 

Borrowed funds may be used as 

well and may consist of a personal 

loan to the business or balance 

available from a home equity line 

of credit. Any borrowed funds must 

have the ability to be repaid from an 

income source that is outside the 

business cash flow to be included 

as equity. This can be cash flow 

from a separate business, ongoing 

outside income from the primary 

buyer, or spousal income. Spousal 

income may only be used if the 

spouse will maintain employment 

elsewhere and does not need to 

draw a salary from the business 

being purchased. A 401 (k) or IRA 

rollover funds may also be used as 

an equity source. 

It is strongly advised that you con

sult with tax professionals before 

making any withdrawals, as taxes 

and penalties may be associated 

with early withdrawals from these 

plans. Finally, in a buyout situation 

in which the individual buying out 

remaining partners already have 

established business equity, this 

equity can be counted toward the 

10 percent equity requirement. A 

full business valuation will need to 

be conducted to determine busi

ness equity value. ■ 

Angelo Medici is a loan officer with Live 

Oak Bank. Contact him at angelo.medici@ 

liveoak.bank. 
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