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There is a lot of speculation out there about the low
capital gains and ordinary income tax rates scheduled
to “sunset” on December 31, 2010. What will a likely
tax increase mean when it comes time to sell your
practice? While this is an important consideration,
there are other, more important questions to be
asked first.

Practice Value. We are often asked the following
question: “What is my practice worth?” The answer is
not immediately satisfying —“it depends.” But beyond
practice value, what owners really want to know is
“How much money will be left in my pocket to fund
my retirement or relocation after the sale of my prac-
tice?” Now, that really does depend…but on what?
Let’s explore that idea a bit more.

Supply and demand. Many dentists who are at (or
beyond) retirement age continue to practice. This
means that there are currently not enough practices
available for new dentists entering the market or for
all of the experienced dentists wishing to relocate. That
fact alone has helped to maintain practice values at
an all time high.  

Here is the flip side of supply and demand: as more
and more sellers decide to jump into the market, it
could begin to drive prices down. Another reality is
that profitable practices in metro areas typically sell
for more -- and sell more quickly. This means that
smaller practices, and practices in more rural areas,

will become harder to sell -- especially for the premium
prices we are seeing today. And as credit tightens,
seller financing for at least a part of the sale will become
more prevalent. The good news is that lenders are
still lending, and in many cases, a seller can still be
completely cashed out if that is his or her choice.  

Equipment. Newer, up-to-date equipment will always
catch the interest of a potential buyer over older, worn
and tired equipment. So it will nearly always add to
the value of the practice as a whole – this includes
dental equipment as well as updated computers and
office equipment. It also includes updated office
furniture and décor.

Cash is King. Running a tight ship will put money in
your pocket today and contribute to a higher sales
price tomorrow. Besides controlling overhead, you
need to efficiently collect what you produce. Tip: be
sure to watch patient credits that tend to accrue over
time, too. A few dollars here and there multiplied
by an entire patient base could leave you with an
unpleasant surprise when it comes time to zero out
those credits and leave a clean slate for your buyer.

Allocation. A properly allocated sale – of all or part
of your practice – can save thousands of dollars in
taxes. The reverse is also true. Be sure to work with
a reputable CPA and practice broker who can help
you keep more of those sales proceeds in your pocket
and advise you on timing.

After years in the dental practice transition industry, you learn several valuable lessons. Let me share two of them
with you. First, no two transitions are identical. Each requires a high level of personalization to ensure individual
success. Second, there are no shortcuts in practice transitions. There are efficient ways to do things right, but
“shortcuts” often create costly, legal complications in the future. After considering the primary points in this issue’s
featured articles, review your exit strategy and determine what areas need attention. Successful dental practice
transitions are not an accident and require an immense amount of effort, knowledge, and preparation. Your local
ADS transition specialist is there to help, with the experience and expertise that can ensure your transition’s success.

    Frank Brown  |  President, ADS
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There is an old adage that states “If you fail to plan, you are planning
to fail.” In the process of bringing in a partner, perhaps the best advice
to make a great transition is to plan to fail. Your process will include
negotiations for the buy-in, the operating agreement, and the buy-sell
agreement. In each case you must spend a lot of time considering the
question of “What if this doesn’t work?” While I tend to view the world
from a positive perspective, years of experience has shown me that it is
much better to look for the problems in a potential partnership and deal
with them early on.

Here are ten questions to consider as you plan to fail:

1.  What happens if the future partner associate leaves 
    during the trial period?

It is not uncommon for an associate buy-in process to have several false
starts before the right partner is found. It is much better to start the process
over again rather than make a deal with the wrong partner. Too often,
in the haste to get the deal done, future partners do not respect the
necessity of the trial period. I have always believed that if the senior doctor
has less than 7 years to work, it probably doesn’t make sense to bring
in a partner.

2.  How do I make the best of changing tax laws?

Because the process of bringing in a partner is usually accomplished
over a period of years, there is a chance that there could be a major
change in the tax laws during the process. The future partners and their
advisors must have a game plan to deal with the change. Each party
will need to be willing to be somewhat flexible to structure a deal that
will ultimately work.

3.  What if the staff members do not support the future partner?

Staff support is key to a successful transaction. You cannot assume that
the staff will automatically support your choice for a new partner. Both
the senior doctor and the associate need to take the time to engage the
staff in assisting them in a successful transition. If you have the appropriate
trial period, the staff will have time to respect the associate. It is a good
idea during the association period to continually increase the associ-
ate’s leadership posture. It is important to trust your staff’s opinion of the as-
sociate, especially in the early months. Chances are their opinion is based
on their support of you and they may see things you do not see.

4.  What happens if you die or become disabled before 
    the transaction is concluded?

No one likes to contemplate bad things happening to them, but an untimely
death or disability could spell big trouble for your transition. Your agreement
needs to address this issue. Not only should your agreements cover this
area, but you should have a well-defined plan that is discussed with your
staff, your family, and your advisors.

5.  What happens if the practice experiences cash flow shortages
    after the buy-in?

This is one of the biggest problems you can encounter. During the process,
it is essential to create a cash flow based on realistic expectations.
You should plan for the worst, but work for the best result. Your plan
should include a backup strategy to borrow from a bank if necessary. It
is a good idea to get a line of credit set up long before a problem occurs.

6.  What happens if one of the partners become disenchanted 
    with the agreed upon profit split?

This can happen when future partners do not understand the ramifications
of what they have agreed to in their contract. It is a necessity for the
partners to spend considerable time reviewing the results of the profit
split scenarios.

7.  What happens if one of the partners overdraws their 
    share of the profit?

There must be systems in place to avoid this problem. Repeated over-
drawing by a partner can spell big trouble for the long-term viability of
the partnership.

8.  What if one partner doesn’t contribute enough to the practice 
    in terms of effort?

This is a problem we commonly see in partnerships. The problem is worsened
by the fact that there often are not measurements other than the number
of hours worked and the amount of production achieved to accurately
judge one partner’s contribution in comparison to the other. Often, I have
seen the problem where the senior doctor is unwilling to give up control.
It is not uncommon for a driver type personality to choose a non-driver
personality. The secret to dealing with this issue is having a system of
communication during the buy-in process as well as throughout the period
of co-ownership.

9. What happens if there are not enough patients 
    to support both doctors?

This is purely a planning problem. Count the active patients in the practice
is job one before you bring in an associate. It takes at least 2000
active patients and a 15-20% growth rate to support both doctors. Too
often senior doctors ignore this very important part of the process. It is
fool hardy to think that you will eventually grow enough to support the
two doctors if there aren’t enough patients to keep them busy during the
trial period. Often, we recommend that the transaction not close until
a specific production and patient count goal has been met.

10. What if we just don’t like each other and cannot get along?

This may perhaps be the most difficult problem to address. It is the
reason why it is essential to have a minimum of eighteen months to work
together to see how well the doctors get along. The biggest mistake is
to rush the association period.
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