PRACTICE

PART ONE

Group practice: [ 0ok betore
yOu leap, especially into a
nontraditional group

William P. Prescott, Esq., EMIBA

A TRADITIONAL GROUP PRACTICE usually consists of Dr. Senior and Dr. Junior
and maybe two or three dentists or specialists practicing as co-owners. When

Dr. Junior achieves ownership, Dr. Junior buys a pro-rata interest in the practice
with a mandatory buyout of Dr. Senior, who is often older than Dr. Junior.

While traditional group practices like this continue to
flourish, there are now more choices to consider. Forming
or joining a group practice for the appropriate reasons is
increasingly important in light of other opportunities, which
include nontraditional group practices. However, too many
dentists and dental specialists form or join group practices
for the wrong reasons.

STRATEGIC CONSIDERATIONS

Before you commit to a group practice form, determine
whether it is the best way to achieve your practice vision.
Managing or working in a solo practice is different from
practicing in a multiple-owner office, and working in a
multilocation practice involves additional complexities
that require skills beyond dental or dental specialty
training,

Your life can easily become overly complicated due to
dentist, dental specialist, and nondentist staffing and train-
ing; banking and loan guarantee requirements; systems
implementation; and management. The greater the number
oflocations, the greater the need for administrative manag-
ers, who are probably inexperienced in this emerging type
of dental practice, although some practice management
consultants are now serving as administrators.

Askyourself these questions: How will the group prac-
tice impact your stress level and work hours? Will you
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lose your autonomy? Is the opportunity for equal owner-
ship (versus minority) available? If so, how much capital
must you contribute to become equal, and how long will
it take you to break even through increased compensation?
If disagreements with the other co-owners become heated,
how will you get the practice you contributed back? How
much can you contribute to the group practices retirement
plan? You may have a 401(k) plan, but what about
age-weighted profit-sharing contributions, not to mention
a defined-benefit or cash-balance plan? You might think
you can save outside of your retirement plan, but will you?
Probably not.

The need for strategic or long-range planning is crucial,
but many dentists do it inadequately or not at all. Getting
into a group practice is easy, but the way out is usually
ill-planned, if it'’s planned at all. If you simply want to
practice dentistry or your specialty, reconsider a group
practice.

Still want to join a group practice? OK, you had better
understand your vision and how to achieve it. But first,
let’s examine alternative practice exit and entry choices.!

CONFIRM PRACTICE EXIT AND ENTRY CHOICES

A complete sale is simple. The seller gets paid in cash and
receives mostly favorable capital gains, and the purchase
price is fully deductible to the purchaser. You can hire or
become an associate with a complete sale and purchase
in one to three years. Thereafter, the seller works for the
purchaser’s practice. There is one owner and favorable tax
treatment, except for family members with practices formed
before August 10, 1993. Solo group arrangements don’t
require a mandatory buyout of Dr. Senior. A merger allows



an underproducing associate to become busy and can help
the seller dispose of an otherwise small, unsalable practice.
You can work one to three more years, then close the doors
and walk away. The economics are surprisingly favorable.
Some specialists will have no other choice.

CRITERIA FOR SUCCESSFUL GROUP PRACTICE
Notwithstanding the necessity of working with honest and
committed dentists who are passionate about the profes-
sion, there must be sufficient existing or pent-up patient
demand. In addition, thorough agreements covering admis-
sion, exits, and operations are essential. The agreements
are the “rule book” to avoid costly, emotional, and
time-consuming litigation.

PREPLANNING
The practice owner(s) should engage advisors who are
experienced in group practice business and tax structures
in dentistry. Advisors for the associate should review what
has been prepared and paid by the existing practice owner(s).
Advisory team members must interact well with one
another. Understand each advisor’s role and how the advi-
sors are paid. Are the lawyer and CPA licensed to practice
law and accounting in your state? If not, local counsel and
alocal CPA should be engaged as part of the advisory team.
Assuming that you have confirmed that you will enter
a group practice, authorize preparation of the practice
valuation, the associate employment agreement, a letter
of understanding for entry, exits, and operations, and
preparation of all agreements. When conducting associate
interviews, have the candidates sign a confidentiality letter
prior to providing any financial, tax, or business information.
Ifa candidate is not currently working in your practice
as an associate, consider using professional advertisements
or matching services through professional associations,
dental equipment and supply companies, dental schools
and residencies, study clubs, and practice brokers. If an
associate is currently working in your practice, you donot
need to pay a brokerage fee to a practice broker whose
primary role is to locate a worthy candidate.

NONTRADITIONAL PRACTICE GROUPS

Over the last 20 years or so, dentistry has been undergoing
industry consolidation.? The basic categories I see are
minority ownership, mergers, multilocation offices,
nondentist ownership, and investor or corporate practices.
Tables 1 and 2 illustrate the forms of group practice that T
have encountered and their characteristics.

MINORITY OWNERSHIP

Unless talented associates are afforded the opportunity to
build equity, share in profits, and maximize compensation
and benefits, they will leave for more favorable opportuni-
ties. The economics of the purchase must allow for the
new owner to earn a living greater than that of an associate
and pay for the new owner’s interest within a measured
period of time (e.g., not to exceed seven years). The longer
the repayment period, the higher the practice value—in
which case the practice owner(s) can lose a potential new
owner to an alternative opportunity.

From the new owner’s perspective, there are three con-
siderations. First, it's easy to get in but difficult to get out
and receive a return of equity. The buy-sell agreements must
be in place for any event that could cause departure. One
alternative might be for the new owner to purchase the
location where he or she primarily works, pursuant to a

Table 1: Forms of group practices
Type of group practice | Characteristics

Two-doctor practice

GROUP PRACTICE

Most common form of small groups

Specialty group Buyouts are usually deferred compensation; the
first to get out is in the best position
Multispecialty group Same type of specialist is needed for buyout

Private practice—general and
multispecialty medical building or
condo

Perfect

Group with more than one family
member

Third-party needs a buyout of the restrictive
covenant

Part-time group

Quasi-office sharing arrangement

Corporate group

Limited market for interest

Large practice—general dentistry

Tough to keep revenue consistent; tough for
younger owners to get out

Solo group

Buyouts are not mandatory, except in

catastrophes; favorable taxation, except for
family members in practices formed prior to
August 10, 1993; underutilized practice form

Multiple locations

Founding owner, plus other new owners and
separate entities—hopefully

Table 2: Emerging trends in group practices

Type of group practice

Consultant and dentist—small
corporate groups

| Characteristics

The dentist is the custodian of the patient
charts; risky

Specialists purchasing general
practices

The goal is to increase referrals and earn a
profit

combinations of specialty and
general practices

Easy to enter and very difficult to leave; retain

your existing practice and combine future
practices

Minority ownership—specialty or
general practices

' Better than associate pay; golden handcuffs
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predetermined formula. Second, there is a limited market
for another dentist to purchase a departing owner's interest,
and the consent of the majority practice owner(s) will be
required. Finally, the majority owner(s) will retain the right
to sell or merge the practice to whomever the majority
owner(s) should determine. If there is a “windfall” to the
founder(s) in the practice sale, the agreements should in-
dicate that it be shared with the minority owner(s).

MERGERS

It's becoming more common for specialists to merge their
practices together on a state and regional basis. While
mergers can be advantageous, they are difficult to unwind
without significant and advanced planning. Rather than
merging existing practices, I suggest that specialists retain
their existing practices and establish or acquire new prac-
tices under a new entity. With mergers, the smaller practices
are required to contribute capital to the merged entity to
establish pro-rata ownership with larger counterparts, and
smaller practice owners may never recoup their capital
investments. An alternative is to remain separate and form
a study club.

MULTIPLE LOCATIONS

Group practices are establishing multiple locations by pur-
chasing existing or establishing new practices. When a
practice is purchased by a group practice, the selling dentist
usually becomes employed by the group practice or engaged
as an independent contractor, which carries tax risks.>* Also,
thereis always the possibility that the selling dentist will not
meet the expectations of the group practice owners, either
clinically or administratively. The group practice should
retain the ability to quickly terminate the working relation-
ship of the selling dentist. A challenge for group practices
with multiple locations is recruiting and training quality
dentists and offering a meaningful future to the new doctors
that the group practice desires to retain.

NONDENTIST OWNERSHIP

Some states permit nondentist owners, and many do not.*
In states that do not permit nondentist owners, the
nondentist—through an S corporation or limited liability
company—renders management services in exchange for
fees, owns and leases the equipment to the practice entity,
and holds the lease to or owns the real estate. State dental
boards seem to focus on the importance of a dentist owning
the patient records, rather than profits being channeled
to the nondentist(s).
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Rather than merging existing practices,

[ suggest that specialists retain their
existing practices and establish or acquire
new practices under a new entity.

INVESTOR OR CORPORATE PRACTICES
If the average practice overhead for a general practice is
slightly less than 40%, all overhead, including management
fees, doctor compensation, and benefits, must be paid.
There might not be sufficient profit for investors. Adding
to this complexity is the difficulty in managing multiple
locations. If the economics don't work, ultimately the inves-
tor and corporate practices will disappear. Time will tell.
Review your choices carefully to decide if group practice,
whether traditional or nontraditional, is right for you. DE
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