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5) Business Valuation Requirements — Change of Ownership
Determining the value of a business (not including real estate which is separately valued through an
appraisal) is the key component to the analysis of any loan application for a change of ownership. An
accurate business valuation is required because the change in ownership will result in new debt
unrelated to business operations and create an intangible asset. A business valuation assists the buyer
in making a determination that the seller’s asking price is supported by historic operations and
permits the buyer to make a reasonable return on his or her investment.

a) If the amount being financed (including any 7(a), 504, seller, or other financing) minus the
appraised value of real estate and/or equipment being financed is $250,000 or less, the lender may
perform its own valuation of the business being sold.

b) If the amount being financed minus the appraised value of real estate and/or equipment is greater
than $250,000 or if there is a close relationship between the buyer and seller, the lender must
obtain an independent business valuation from a qualified source.

C) A “qualified source” is an individual who regularly receives compensation for business valuations
and is either:

1) Accredited by a recognized organization; or
2) A licensed Certified Public Accountant (CPA) that performs the business valuation in
accordance with the “Statement on Standards for Valuation Services” published by the
American Institute of Certified Public Accountants (AICPA).
3) Some recognized organizations and the accreditations they provide include:
a. Accredited Senior Appraiser (ASA) accredited through the American
Society of Appraisers;
b. Certified Business Appraiser (CBA) accredited through the Institute of
Business Appraisers;
c. Accredited in Business Valuation (ABV) accredited through the
American Institute of Certified Public Accountants; and
d. Certified Valuation Analyst (CVA) accredited through the National
Association of Certified Valuation Analysts.

d) In order for the individual performing the business valuation to identify the scope of work
appropriately, the business valuation must be requested by and prepared for the lender. The
business valuation must include the individual’s opinion of value, the qualifications of the


http://www.sba.gov/idc/groups/public/documents/sba_homepage/serv_sops_50105b.pdf

individual performing the valuation and their signature certifying to the information contained in
the valuation. The cost of the valuation may be passed on to the Small Business Applicant.
e) The lender may use a going concern appraisal to meet these requirements if:
1) The loan proceeds will be used to purchase a special use property;
2) The appraisal is performed by an appraiser experienced in the particular industry; and
3) The appraisal allocates separate values to the individual components of the transaction

including land, building, equipment and intangible assets.

f) A business valuation may be submitted as part of the loan application to assist with the
underwriting or as part of the loan closing.

1)

2)

3)

If the lender is going to require the business valuation at closing, the loan application
must include an estimate of the value of the business and the estimate must be identified
in the loan authorization with the requirement for a business valuation that supports the
estimated value at time of closing.

If at time of closing the business valuation:

a. Comes in at 90% or more of the estimated value, the lender may close the loan
but must include a written explanation as to why the business valuation is less
than the estimated value in the loan file; or

b. Comes in at less than 90% of estimated value, the lender may not close the loan
without SBA’s prior written permission (see exception below for PLP lenders).
The lender’s justification to SBA must provide a sufficient understanding of the
reasons for the differences in values between the estimated and actual values as
well as a recommendation as to a remedy to offset the difference in values such
as reducing the purchase price and/or loan amount or obtaining additional equity
or collateral. If additional collateral is being required, the lender must identify
both the fair market and liquidation values of the additional collateral.

Exception for PLP Lenders:

PLP lenders are permitted to close a loan when the business valuation is less than 90% of
the estimated value but the lender must include a written justification as part of its file
that may be reviewed by SBA at time of guaranty purchase or when SBA is reviewing the
lender. The justification must include a thorough analysis by the lender of the reasons for
the business valuation being low and an explanation as to what steps the lender took to
offset the risk from the low business valuation such as reducing the purchase price and/or
loan amount or obtaining additional equity or collateral.



