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he purpose of this article is to share some of
my observations on the benefits versus the
cost of technology. These observations are
based on 16%: years as a dental equipment
years as a lawyer representing dentists.

At a recent conference of practice brokers and consul-
tants, a practice broker who also happens to be a lawyer,
shared some information about a retiring dentist he knows
but does not work with. The practice purchased more than
$200,000 in technology but could not recoup its cost when
it came time to sell it. Unfortunately, this violates rule one
of this article.

Rule 1: Retiring dentists should not be spending
large sums on technology that may not be used by the
purchasing general dentist or specialist. Let the new
doctor make his or her own technology purchases.

' Now, let’s look at another scenario. A young dentist de-
cides to establish a practice. The equipment purchases for
the new facility include substantial new technology. Un-
fortunately, without sufficient patients, the young doctor
faces potential bankruptcy due to the additional debt.

Rule 2: Purchase technology only with sufficient
patients in your practice.

The young but established dentist decided to invest
almost $50,000 in a digital X-ray system. The dentist was
told by the manufacturer’s representative that the system
could be removed if it did not meet his expectations, so
the dentist purchased it with lender financing. However,
the system did not meet his expectations. When the dentist
tried to call the sales representative to remove the system,
the salesman would not return his calls.

Rule 3: Have your attorney review contracts for the
technology to ensure that you understand what you
have agreed to.

In this example, it was not written in the contract that
the technology could be returned and the purchase price

- refunded. Also, the company that sold the digital X-ray sys-

and supply representative, and the past 19°

tem was not a dental equipment and supply company.

It was a company that this dentist used for a one-time
purchase. The dentist was accustomed to working with
dental dealers who “make things right” and continually
serviced his equipment over his entire career.

My firm represented this dentist, and we were forced to
file a lawsuit to get the company to remove the technology
and refund the full purchase price. No, we did not charge
the dentist $50,000 to get the $50,000 purchase price back.
But that could easily happen, so have your attorney review
the contract before — not after — you sign it.

Now let’s look at technology considerations when planning
to hire an associate. Consider this example. The owner den-
tist is approaching age 60 and wants to relocate the practice
to a new building and hire an associate. The associate he
hires agrees to buy into the practice, purchasing the first
half while the owner-dentist continues in the practice and
buying the second half upon the departure of the owner.

The practice owner purchased technology for a rather
high cost when the costly office facility was built. The
associate could not adapt to the technology, did not want
to pay for the use of the technology, and decided to leave
the practice. Now the owner must work long hours to
cover the overhead and earn a living. At this point, he is
searching for a dentist to purchase the entire practice and
the building.

The practice happens to be in a problem geographic
area where jobs are being lost. The relocation should not
have taken place at all, but that’s not our fourth rule.

Rule 4: If you invest in technology and have or
plan to have an associate in your practice, limit the
associate pool to those dentists or specialists who
can or will learn to effectively use and pay for the
technology.

One more negative about this practice situation — the
building is financed in a way that will require lender ap-
proval before the building can be sold to anyone, including
a new dentist who will purchase the practice. Not good!

Now let’s look at a partnership. Two partners/share-
holders purchase technology that will be used by one of
the dentists and not the other. The technology cost is al-
located to the dentist who uses it, and the dentist who

80

May 2009 | www.dentaleconomics.com



Technology versus cost

does not use it is unaffected. Doing this requires a care-
ful allocation of “direct business expenses” by a CPA who
is experienced in representing general dentist and dental
specialty practices. ‘

Rule 5: Partners may allocate technology on the basis
of usage.

In our next example, a multispecialty practice wants to install
expensive technology for implants. We meet with the CPA,
who is designated as the gatekeeper, to determine whether
the technology is appropriate, and we determine it is. A cost
versus benefit analysis is made with the assistance of the spe-
cialists who sat with the CPA to determine the number of
patients per month who would benefit from the technology,
the cost per patient, and how the fees would be paid.

WEe also discuss the commitment of the doctors to follow
through on the use of the technology, the planned training
of the staff, and overall implementation of the technology
in the practice, given the specific facility design. The facil-
ity is new.

As part of the overall implementation in light of the cost,
we analyze patient acceptance and budget a marketing cam-

paign with an outside advertising consultant. So far, so good.

The accountant also determines items such as lease ver-
sus purchase, repayment period, interest rate percentage,
interest rate calculation, prepayment penalty, accelerated
depreciation, expensing deductions and credits, additional
fees generated from the technology, persenal guarantees,
and blanket security issues.

But most important — based on the information pro-
vided by the doctors to the accountant — the accountant
calculated the anticipated return on investment from the
technology. This item will be monitored on an ongoing ba-
sis and, in this case, we hold semiannual meetings with all
advisors.

Rule 6: Involve your advisors in the decision-making
process for technology purchases.

Doing the math

As an example, assume that technology in a given practice
costs $200,000. It is financed over five years at 8% for an
approximate yearly cost of $48,663. If we further assume
that this practice maintains a 40% profit margin of owner
compensation and benefits in all forms, we would want to
maintain the same profit percentage.
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$48,663 divided by 0.6
= $81,105. This represents
the additional yearly rev-
enue to maintain a 40%
profit margin and pay for
the cost of this technology.
To maintain the same pay
and benefits, the practice
would have to collect an
additional $48,663.

Rule 7: Authorize
your CPA to calculate
your anticipated re-
turn on investment.

Note that a seven or
10 year repayment pe-
riod was not used in this
example as there is an as-
sumption that the tech-
nology will have a useful life of five years.

Rule 8: Match the repayment period for the tech-
nology to its useful life.

As an additional example, assume that the practice is
planning to add an associate who will hopefully be elevated

to ownership after pre-
determined quality and
production objectives are
consistently met. Because
the facility is too small,
the practice mustrelocate
to have sufficient space
for the associate. The
equipment and build-out
cost is $350,000 and will
be repaid over 10 years,
because we believe the
useful life of the equip-
ment and build-out will
be at least that long.
With an interest rate of
8%, the yearly repay-
ment would be approxi-
mately $50,958.

To maintain a 40% profit in all forms, the required addi-
tional yearly revenue would equal $84,930. If the $200,000
in technology is also purchased, the required additional
yearly revenue to maintain a 40% margin would equal
$166,035. For the practice owner to maintain the same pay
and benefits, the practice would have to collect an addi-
tional $99,621.

What your accountant cannot tell you is where this ad-
ditional revenue will come from. If you believe the nice
salesperson who says your revenue will increase due to the
technology purchase, you need to take the responsibility to
ensure that it does. This requires change!

During my career, I have seen many offices with tech-
nology that was not used well, if at all. The difference
between past years and now is that the technology cost
is much higher and continually increasing. You need to
be committed to using the technology and you need suf-
ficient patients to purchase it. Purchasing technology will
probably not bring you new patients without an advertising
budget.

But all in all, newer technology will continue to be avail-
able in dentistry and improve patient treatment. The chal-
lenge is that patients need to be educated to understand
that quality dentistry is expensive and will probably be an
out-of-pocket cost. DE
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