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T
he financial issues that surround a
pharmacy’s sale and purchase,
while seemingly complex, can be

distilled into two core premises:
• Sellers want to be sure that they will

r e c e i ve all the transaction’s proceeds.
• B u ye r s, particularly first timers, rarely

h ave enough money to pay in cash.

The primary borrowing sources for most
business acquisitions are financial insti-
t u t i o n s, relatives or friends, and the sell-
e r. Traditional bank financing, where the
b o r r ower posts some sort of collateral for
a loan, then receives the funding
required to buy a business, is not the
small business acquisition norm. Since
the collateral available in a retail phar-
macy acquisition rarely, if eve r, equals
the required loan’s va l u e, most commer-
cial banks and other lending institutions
are not comfortable lending a significant
portion of the purchase price. This is par-
ticularly true in pharmacy acquisitions,
where so much of the value is in the
goodwill attached to the pharmacy’s rep-
utation and the customer relationships
that reside in the prescription files.

SBA Loans: Terms, Conditions

The most notable exception to this rule is
a government-guaranteed Small Business

Administration (SBA) loan. In this sce-
nario, an authorized SBA lender prov i d e s
b e t ween 85 percent to 90 percent of the
purchase price. There are several terms
and conditions for both the buyer and
the seller that must be met, including:
• A “reasonable” equity contribution by

the buyer of between 10 percent and
20 percent of the deal’s total. If there is
real estate invo l ved in the transaction,
where the buyer is also purchasing a
building from the seller, this can lowe r
the equity contribution required.

• A professional evaluation of the busi-
ness to support the value and price
being paid.

• Complete financial documentation
from both the buyer and the seller, and
completing a reasonably complex set of
f o r m s.

• Additional collateral posting other than
the business’ assets, often a lien on the
b u yer’s home, assuming he or she
owns one.

• The purchaser’s personal guarantee.

Pros And Cons 

Of Personal Loans

The second financing method (borrow i n g
m o n ey from family or friends), is often
fraught with complications. Personal rela-
tionships can cloud business judgment
and create difficult situations. With that
s a i d, there are young pharmacists who
h ave the good fortune to have family or
friends with capital available who will
support them in acquiring a business. My
counsel here is to treat these loans as for-
mally as possible, clearly documenting
the borrower’s responsibilities to pay
back the money, under specific terms and
within a specific time frame. In this way,
misunderstandings about the pay b a c k
term, interest rates paya b l e, and default
p r ovisions can be avo i d e d.

Holding The Note

The third method, probably the most
widely used since this activity began, is
for the business seller to hold the note
from the buye r. In other wo r d s, to “take

back a purchase money mortgage.” In this
scenario, not dissimilar to bank borrow-
ing, the buyer places a down payment of
as much as the parties agree is required
(but rarely less than the value of the phar-
macy’s inventory value). The seller holds
a note (a promise to pay) for some agreed
upon period of time at an agreed upon
interest rate and payment interva l s,
which the buyer proceeds to start pay i n g
once the transaction is closed.

The benefits of this type of borrow i n g
for the buyer are the lack of paperwo r k
and professional fees that are required
for a bank loan (though the sellers usual-
ly require documentation of the buye r ’ s
personal financial situation and a formal
credit check). If the parties are in agree-
ment on all points, the loan is a done deal
without the need for government guaran-
t e e s, bank credit officers’ approva l s, and
other requirements that can impede or
kill a transaction.

From the seller’s perspective, these
notes/loans pay interest at market rates,
p r oviding a reasonable return on inve s t-
ment for them and regular monthly pay-
m e n t s. This produces a steady income,
and often provides some tax benefits by
avoiding a lump sum pay m e n t .

Do Your Homework

There are many ramifications to the va r-
ious financing methods for a transaction,
all of which should be explored by both
b u yers and sellers prior to negotiating
and closing a deal. It is important to seek
the advice of qualified professionals who
are familiar with these types of transac-
t i o n s — a t t o r n ey s, accountants, financial
c o u n s e l o r s, and others who can ex p l o r e
the various financing methods and help
guide both buyers and sellers in the
proper direction. o

TO N Y DE NI C O L A, R.Ph., is president of
Buy-Sell A Pharmacy.com, which is affiliated
with NCPA’s Independent Pharmacy
Ma t c h i ng Service. If you are thinking about
b u y i ng or selling a pharmacy, call 800-296-
IPMS or go to www. n c p a n e t . o rg .
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