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Tris aracle 5 not trended o provide specafic iegal

advice. For solunons o legal marters, consuir your

legal coumnsel

P:;r:h;r:.mg a dental practice can seem over-
«heiming. Not oniy are you making a cnoeal
move as far as vour career apd pracocee are con-
cerned, but 1t 15 2 Onangal investment that carmes
important ramiicanons for vour funire’s securcy.
Therefore. many significant steps are taken before
an actual purchase takes place. one of wiuch s th
valuanon of a pracoce

The purpose of a dental pracoce vainanon 5 10
determune 1t5 fair market value. As a purchaser, it is
UMPOrAnt 1or You 1o know that appropriate meth-
ods are being uciized to determine the fair marker

value ot the prachce being acquirec.

Paving for the Pracrice Within a Reasonable Time
lrrespectve of the pracuce valuanon method
umlized by vou and/or the seller, itis

vour responsibility to ensure that the sebler
is paid and you can meet vour obligatdons
within a reasonaoie ome
penod This means it
VOU MUsT project the
annual eoliections of the
acguired pracuce with
YOU 25 Its owner and do
the follewing within a
measured or predetermined Qme
period (e.g. Ove vears):
® Zarn 2 reasonable fiving
® Doy the operating expenses in

pracdce which you will incur

® Pay the lender(s) the purchase
price for the acquired pracdcs

Although your projected collec-
2ons may be idenocal o the histon-
cal collecnion rate of the selling den-
ast, vou should assess, caleulate

and attempt o determmine the

percentage of the seller’s patent

or referral base which will remain with the pracdes
affer 15 sale. Addivonally, it is cincal o review all
panent charts and recards prior to the acquisitdon
traking place.

A reasonable ome period o pav the lender(s)
for 4 practce would be Gve vears. This dme pertod
measures the degree of risk i1 the operanon of a
dental practice as an invesunent and provides fora
capializanion cate of rwenty percent. ' The lower
the capitalizagon rate, the higher the value of the
practce and vice-versa

The compensaton ( reasonabie living) which
vou should earn while paving for a pracoice saould
e shightly less than that which you would be earn-
ing 45 an assocute dennst (e.g. twency-fve percent
of producton as a general dennse thirty percent of

orodilcoon as a speclalise)!

Annual Operating Expenses

To determune the annual pracrice operanng
sxpenses you will incur, add the selling owner's
compensanon inall forms (including, but not lm-
ited 10, rénrement pian contributons and frings
benedits 10 the owner), as well as interest, deprecia-
don and ane-ame sxpense* Subtract this sum
Tom the annual collecnons of the practice. The
remaining sum will be your esumated, anoual
ODEraAUNg £Xpenses,

From your projéctad compensation, you must
pay the lender{s) for the acquired practice. Often,
practcs valuanons do not consider that the pur-
chaser pays for the acquired prachce o afier-tax
dollars—as opposed o pre-tax dollars. Remember,
if you cannot earn a reasonabie living while paying
for a pracdes, the acquisitton should not proceec.
To the exrent diat you anndpare ininal equipment
purchases, leasehold improvernent costs, relocazon
or other capital expenditures of any natare, such
expenditures would reduce the available cash dow
[ OWTer § COmpensation) to vou to 2arn i reason-
able iving and pay for the pracuce simultaneously.
Therefore, to the extent thar these expendinures
would reducs vour cash fiow, the fair market value
of the pracocs would be correspondingly reduced,



Other Considerations in the Fair Market Vaiue

Additionally, to the 2xxene that the seller would
continue 1o render services m the acquired pracoce
{exeepe to 4ss1st tn 1S transier), such renderance of
professional services by the seller snouid aiso be
considered tn the valuanon process. However, 10 a
shared solo-faalicy or multipie owner arrange- _
tment, the syisong pracnce owner would connnue
to render prafessional services in the practice and
the valuation process would account for such
multi-doctor/owner arangements.

Generally, you would not purchase the accounts
recevvable of the pracuce being sold. This 15
because you would oypreally be bormowing cash 1o
puy for cash that You may or may Dot receve,
depending on the histoncal collecton rate of the
pracuce. Alternanvety, where an assocate buyvs mto
an ongoing professional corporation, the assoGats
1% 2CqUIring 40 iNTerest in accounts recarvable,
undess such valuee is considersd separately u add:i-
ton to the acquisidon price.

Also, when determining practce value, ihe pro-
ducrion assocrared wirh managed care snouid be
constdered. In snort, the inangible goodwiil value
of the practice being valued would be reduced by
the percentage that the managea care revenues
relate o the waeal practice revenues. s

Joint Ownership

With regards to vahiing a pracoce for purposes
of jolnt owTiership arrangements and assocarte buy-
ins, the valuadon process saould be approacied as
if 100 percent of the practice were being acquired.
Thereafter, the sctual percenrage of the pracoce
being sald and acquired would be considered. For
exampie, if the fair market alue of a2 muldple
owner pracice was 3630,000 and the zcquiring
dentist was purchasing 1 one-third interest in the
practce, the fair market vaiue would be $210,000.
However, the fhir market vaiue may be farther
reduced by some amount to reflect the purchase of
4 MINOrITy iNterest, as the purciasing dentist/spe-

craiist, as best, would retain a one-third veice 1 the

operation and conmoi of the practce.

Furthermors, the i marker value may further
Se reduced to account for 1 lack of markembility, in
that the new gwner's mterest may be restricted by
the operanng agresments of the practce and it is
more dificuit to sell a parmal interest to 1 third-
party denfnst/specalist than it s 10 sell a 100 per-
CENL INterest.

High Revenue Producng Practices

High revenue pracuces tzad to be more difficuit
to seil than average sized pracuces. This is because
it geaeraily takes two or more purchasers o pro-
duce the revenues that one or more high revenue
produang denusts can generate, To the extent that
two or more compatbie dennsts/spedaiists are
needed 10 acquire 2 Jen revenue produding prac-
gee, it is more difficuit ro Ana such a combinanon
of companile talent in the pool of potennal pur-
chasers than it is to locare one denusyspecalist
For this reason, a lack of marketatnliey discount s
somenmes applied 10 hugh revenue produang
Jractces,

Sl] rememoer, whnen Ich.l.l"..ﬂg i pm!:l:lu IT IS
important to assess and determune 3 pracgce’s fair
marker vaiue pased on a numaer of varied cteria,
sach aocal in s own night (o addioon, consider
whaether or oot the pracuce can be paid forin a
reasonable amount of dme and talke muo sccount
ill operanng expenses. Acquinng a practce should
be 2 consQous step @ken with ail the necessary
precaunions. -
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