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Determining the purchase price of your
practice; should you also sell the building?

QUESTION: I'm in the process of sell-
ing my practice, which operates as a
C-corporation. How is the purchase
price allocation determined?

WP: The purchase price allocation is
determined by a calculation of the fair
market value of all tangible assets and
goodwill. The practice valuation should
include an asset summation formula that
will determine the fair market value of

all tangible assets, and the selling price
above the tangible assets will be goodwill,
personal, or corporate. Note that there may
be multiple valuations used for the practice
valuation, and the tangible asset value will
be extracted from the asset summation
formula. However, the practice valuation
will not, with rare exceptions, distinguish
personal from corporate goodwill, which
requires a thorough analysis of personal

Editor’s note: In this bimonthly column, William Prescott, JD, EMBA, will address se-
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62 10.2021 | DENTALECONOMICS.COM

versus corporate goodwill through a spe-
cific goodwill appraisal.'

Tangible assets include dental equip-
ment, office equipment, furniture, and
technology. Dental supplies and instru-
ments are also tangible assets. Goodwill,
personal or corporate, is patients return-
ing and sources referring to the practice
time and time again, and represents the
selling and purchase price above the fair
market value of tangible assets. If you and/
or the purchaser disagree on the alloca-
tion of tangible assets as a percentage of
the goodwill, engage the dental equip-
ment and supply company that you work
with to value the tangible assets at their



PURCHASE PRICE OF YOUR PRACTICE

Tangible assets include dental
equipment and office equipment, furniture,

and tech. Goodwill is patients returning

and sources referring to the practice.

fair market value. The fair market value
of tangible assets is their in-place and
operational value, as opposed to depre-
ciated or replacement value. There will
also be an allocation to dental supplies
and instruments. For dental supplies,
consider three to four months on hand
and for dental instruments, one-half of
one percent of one year’s collections.

By practicing through a C-corporation,
the sale of goodwill is double taxed, which
is, by far, the largest part of the sale and
purchase price. Since 1998, advisors have
attempted to minimize or eliminate the
double tax based on two favorable tax
court cases.” With personal goodwill,
some advisors have taken the position
that you should not file a Form 8594 as
an individual because the sale of personal
goodwill without any other asset does not
constitute a “trade or business.”® However,
the tax regulations provide that the sale
of any group of assets constitutes a trade
or business in the hands of either the
seller or purchaser. Therefore, because
the purchaser buys tangible assets from
your corporation and personal goodwill
from you, there is a trade or business
requiring that Form 8594 be filed by your
corporation and you. If you don't file a
Form 8594 individually, the allocations
won't match under the purchaser’s Form
8594, which could trigger an audit, and
there are penalties for not filing under
the tax code.*

The Internal Revenue Service (IRS)
requires sellers and purchasers to report
the allocation of the sale and purchase
price on Form 8594 in accordance with
defined categories.® Depending on the fair
market value of each category, there will
be an allocation to the seller of capital
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gains for goodwill and usually ordinary
income for tangible assets. Although the
allocation of the selling and purchase
price will be binding on both the seller
and purchaser under a written agreement,
the IRS retains the ability to challenge the
allocation. The allocation of the selling
and purchase price becomes more sig-
nificant at any time when the difference
between ordinary income and capital
gains widens.

QUESTION: When I sell my dental
practice, should I also sell the
building that I own?

WP: When you sell your dental practice,
you have no reason to continue to own the
building. Should the purchasing dentist
relocate, you may have an unusable facil-
ity, depending on the building. While it’s
always nice to have rent income continue
to your real estate entity or you, you would
receive fair market value for the building
when you sell it. You are fully paid, and the
purchaser is happy because he or she can
pay rent to himself or herself.

However, the purchaser may be
required to obtain a down payment,
e.g. 20%, that may be difficult to obtain
when the purchaser buys your practice.
Therefore, you may lease the real estate
to the purchaser with an option for the
purchaser to buy the building through a
newly formed limited liability company,
along with aright of first refusal if you find
another purchaser to buy it. If an offer is
made to buy the building, the purchaser’s
entity or purchaser would have the ability
to match the third-party offer.

The real estate value under an option
to purchase is based on an appraisal either
agreed upon by the parties, or each party

obtaining an appraisal from a commercial
real estate appraiser. If each party gets an
appraisal, the appraisals are averaged. If
the appraisals are more than a certain
percentage apart, e.g., 10%, the apprais-
ers select a third commercial real estate
appraiser whose appraisal will be final
and binding.

There may be a “must buy” provision
contained in the option and right of first
refusal agreement, which would state that
the purchaser’s real estate entity must pur-
chase the building on or before a specified
date—for example, five years after the sale
and purchase of the dental practice.

The new practice owner should want
to purchase the real estate, assuming that
he or she plans to remain in the current
location. If the purchasing dentist plans
to relocate the practice, he or she should
not purchase it due to the build-out costs
associated with relocating. DE
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