Strategically managing risks

Significant risks: Practice exit and entry choices
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HOW AND WHERE YOU PRACTICE s the product of your vision. You need to figure out what
you want and how you will get there, whether it's leaving or entering practice. It's OK to

determine that you will not become a practice owner and that you will work for someone else,
which means less responsibility and no stress of practice ownership. Just keep a parachute on

your back should you decide to leave.

ENTITY SELECTION

The more employees there are, or if there
is more than one doctor in the practice,
the greater the need to practice through
an entity that is not a sole proprietor. This
means an S corporation or a limited liability
company (LLC). It is very common for CPAs
to recommend forming the practice entity
as an LLC, with the dentist working as a sole
proprietor until it becomes economically
appropriate to be taxed as an § corporation.

Let your attorney know of the S election so
that either a corporate record book can be
prepared, or appropriate provisions that
allow S corporation distributions to be
included in the LLC operating agreement.
For real estate, use a separate LLC outside
of the practice entity. Note that S corpora-
tions and C corporations are required to pre-
pare minutes each year in accordance with
state laws. Your lawyer should have a system
for maintaining minutes on a yearly basis.

Author's note: This is the second in a three-part series. It discusses a second com-
mon element of strategic planning for dentists—risk management. The first article
discussed practice exit and entry choices, and it can be found at dentaleconomics.
com. Search for “William P. Prescott.” The third article will cover the necessity for
strategic planning by dentists and will appear in the November issue of DE.
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HIRING AND FIRING STAFF
The biggest problem with employment ter-
mination is that there is often little or no doc-
umentation. Document employee behavior,
whether positive or negative, in writing for the
employee files. Consider the employees per-
sonnel file as a defense for any potential claims.
As to reference policies, the “name, rank,
and serial number” approach in any negative
referrals can result in litigation. Understand
that a glowing referral for a former quality
employee and silence on an employee with
poor work quality can lead to litigation.

THE FACILITY LEASE
Always understand your space require-
ments. Too little space is better than too
much. Being busy in a small facility may lead
to an eventual relocation. Not being busy in
a large facility has negative economic con-
sequences. Entering into co-ownership or
partnership usually requires a newlocation
or an expansion. If the partnership does not
proceed, you have too much space.
Understand term and renewal options. You
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want the ability to assign your lease when you
sell your practice. The lease should specifi-
cally allow for the future assignment, hope-
fully without a personal guarantee by you.

PRACTICE REAL ESTATE

It's always good to have the option for the
new owner to purchase the real estate if it's
owned by the existing practice owner. In addi-
tion, if the existing owner or existing owner’s
LLC chooses to sell the real estate, the buyer
will want the right of first refusal to purchase
under the same terms and conditions as any
third-party offer, or pursuant to the terms of
the option agreement. Sometimes the exist-
ing owner does not want the real estate after
retirement. However, if the new owner relo-
cates the practice, it may be difficult to locate
anew tenant or real estate buyer if the single
best use is as a dental practice.

ESTATE PLANNING
CONSIDERATIONS, RETIREMENT,
AND ADVISORY TEAM
Estate planning is often overlooked—not
only for the dentist but also for the family,
parents, and in-laws.

Should dentists save outside of their
retirement plans? Most people are not
disciplined enough to do so.

Table 1: Risk management chart

¢ Practice exit and entry choices
o Entity selection
» The practice; S corporation versus
LLC
» The real estate LLC
» Entity maintenance
o Staffing, hiring and firing
» Documentation
» Reference policy
¢ The facility lease
» Space requirements
» The lease
» Term and renewal options
« Ability to assign when ready to
sell your practice
e The practice real estate
» Options
» Rights of first refusal
 Estate planning considerations
» You and your family
» Your parents and in-laws
» Retirement plans
» Will you save outside of your retire-
ment plan?
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BIGGEST CHALLENGES FOR YOUNG
DENTISTS

One big challenge is locating the right oppor-
tunity while carrying school debt. Often, the
only practice opportunity may be a corporate
practice. As income rises, living expenses
increase and school debt still exists. At this
point, it may be difficult to own or establish
a practice due to these expenses.

What's the solution? Recognize this chal-
lenge and save at least 10% or more of your
income in some form.

Other challenges include very high
practice values in destination locations,
high values due to supply and demand
of quality practices and substantial com-
petition by corporate practices, basing
value on future potential, joining a prac-
tice that has insufficient demand, signing
an employment agreement without legal
counsel, onerous restrictive covenants,
not addressing future ownership with the
practice owner before joining, and com-
promising your practice vision.

BIGGEST CHALLENGES FOR
MIDDLE-AGED DENTISTS

Messing up a good practice by a poor
decision—e.g, taking in a partner with insuf-
ficient patients—is a mistake often made
by middle-aged dentists. Most dentists and
dental specialists who believe they need a
partner actually do not. They often don't
realize this until the partner is in place and
the economics don't work, or when the busi-
ness and tax structure is inappropriate, often
after a costly relocation.

What’s the solution? Consult with
competent advisors who are experienced
in dental partnerships. If you do enter into
co-ownership or partnership, make sure
a buy-sell agreement is in place with a
mandatory buyout for retirement, and an
agreement for either owner to disengage
if necessary.

Some other challenges are inadequate
retirement funding, reduced fees, lack of
patients, and inappropriate location or
relocation.

CHALLENGES FOR OLDER DENTISTS
The biggest challenge for older dentists is
usually retirement affordability. If you can
afford to retire, congratulations! You're work-

ing because you've chosen to. However, that's
often not the case due to a lack of savings.
Practice sale proceeds are often insufficient
for a dentist and his or her spouse to live on
for the rest of their lives.

Ifyou have five years or more to practice
and have a sufficient profit, you can fund a
defined benefit or cash balance plan up to
$225,000 per year in 2019, If your practice
is not sellable, work two years longer than
planned, save, and then walk away.

Other challenges for older dentists are
losing alease, maintaining health insurance,
and figuring out what to do with their time
when they retire.

Risks will always be present for dentists
of any age, although the risks are different
depending on the dentist’s age. View the
risk management chart in Table 1. An effec-
tive way to manage and minimize the risks
in dentistry is through an ongoing strate-
gic planning process, which allows you to
plan how to avoid risks by understanding
what they are. Equally important, strate-
gic planning assists in maximizing patient
care and long-term profitability with mini-
mal stress. DE
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Note: Risk considerations should be ac-
cessed through an annual planning audit
with your CPA and attomey on an annual
basis or when needed. Advisors with dental
experience are vital. Always understand
how they are paid. If the experienced lawyer
is not licensed to practice in your state, local
counsel should be on the advisory team.



