Practice Purchase Analysis
Prepared exclusively for:

JOHN SMITH DDS
General Dental Office
Draper, UT

All parties acknowledge that the documents provided by Dental Buyer Advocates are offered as a convenience and/or for reference purposes only. Any and all advice and/or
opinion on the legality, validity, effect, tax consequences and/or other consequences p
accountants.

Is This a Good Practice to Buy?
Practice Summary
OPINION OF VALUE COMPLETION DATE

January 4, 2022

ASKING PRICE

$1,131,000

OPINION OF VALUE

$1,176,206

GROSS COLLECTIONS

2021
2020
2020
2020
2019
2018

ADJUSTED NET INCOME

$651,675

OVERHEAD PERCENTAGE

51.7%

TRANSITION TYPE

Practice Purchase

FACILITY

4 operatories
Approximately 2,200 square feet

CURRENT FACILITY OWNER

John Smith, DDS

CURRENT PRACTICE OWNER

John Smith, DDS

BUSINESS ENTITY

Schedule C

PATIENT BASE

Fee For Service 40%
Insurance 60%

-

$1,150,438 (January October)
$1,380,525 (Projected)
$1,244,442 (Reported)
$1,309,599 (Adjusted for Covid)
$1,496,999
$1,211,475

New Patients

Average 23 per month (2021)

Is This a Good Practice to Buy?

Is This a Good Practice to Buy?
Pros

Cons - Open Questions

Adjustments

Pros:
The purchase price is very reasonable relative to common valuation methods. Often this is indicative of a reasonable seller
who places a high value on the smooth transition from seller to buyer. This offers a buyer a lot of flexibility to make a good
rate of return on their investment.
Very high, and consistent collections. This is a sign of a well-run business with excellent goodwill, a strong staff with
training and a solid reputation around the community. This shows a healthy patient base, decent demographics and a good
reputation and location generally speaking.
Overhead is well below the averages at 51.6% compared to the national average of 61.7%. This is an extremely positive sign
of a well-run practice. Practices with lower than average overhead typically have above-average owners and above-average
staff. Typically they will have policies and procedures to follow with the most important elements of successfully running a
profitable dental practice, increasing the value of goodwill to a buyer.
Staff costs (including wages, payroll taxes and benefits) are well-managed at 23% compared to nationwide averages for wellrun offices that run 28any dental practice. Additionally, staff costs are a difficult expense to change in the short- or even medium-term as most
buyers seek to minimize change, especially around staffing, during a transition.
Total facility costs including the estimated loan expense for purchasing the facility, utilities, repairs and other miscellaneous
building-related expenses are 5.2%, below the average of 7-8% of collections most dental practices in the US pay. While
facility costs are the most geography-specific expenses of any dental practice, this rule of thumb holds surprisingly constant
when compared to the amount of space dentist n
nearly impossible to decrease, and will in fact almost certainly increase year after year as rents and real estate taxes increase
assuming the practice remains in the same location.
2,200 sq/ft with 4 ops and other required areas is a very good size practice for this type of dental office, where you have
enough room to work comfortably and to grow out the schedule aggressively, if desired, while still not overpaying for square
footage not needed for an
The practice has achieved its results with only 2.4% of collections spent on advertising

indicating that new patient flow is
or gimmicky sales techniques
to bring new patients in the door. This makes it marginally more likely that a new owner could increase new patient metrics
by simply investing slightly more in marketing and advertising and seeing a good return on dollars invested. Practices that
attracting new patients. Practices spending between 1-4% are a little more aggressive with new patient acquisition, with
The current production mix is solidly bread and butter offering a buyer a lot of flexibility to continue with the same strategy
or potentially grow the practice by keeping some procedure referrals in house.
office.
Average
Patient age range looks fairly typical and follows a roughly normal distribution and is strongly not skewed towards one age
demographic or another. The patient population of 70+ years is slightly higher but overall distribution is relatively even.
The practice currently has a true 4-day workweek schedule for treatment, increasing flexibility for a buyer relative to other
acquisition options who can choose to continue that attractive lifestyle choice or grow the practice by expanding days/hours.
This office has average to above-average signage and visibility for patients who pass by, increasing the likelihood of a
positive mental reputation and top-of-mind awareness. As a buyer is buying the goodwill of the business, a good location and
visibility are the whipped cream on top of the financial goodwill.

Is This a Good Practice to Buy?
Online visibility (at least as important as physical visibility) is good overall, with 282/285 positive Google reviews, and a
handful of positive Health Grades and other reviews. This is generally a positive for a buyer who can maintain online
presence and visibility with limited investment. However, the website looks like it could benefit from some modernization.
rk of one
carefully organized has everything else in the practice organized as well
procedures, marketing, etc.

on
hiring practices, procedures & training, time-off

Cons:
Lab and supply expenses look high relative at 13.2% relative to nationwide averages at 11-12% of collections. While this can
be affected slightly by procedure mix, well-managed offices work hard to keep this number low indicating that perhaps this
office is less well-managed than the average office.
Hygiene production is 14% of total practice production, an indicator that the selling doctor is diagnosing more dentistry per
patient than the average practice. This increases the relative risk for a buyer who may or may not have the same treatment
philosophy or case acceptance skills of a seller. A buyer should always verify which procedures are coded to hygiene during
due diligence to check the validity of these conclusions. Note: Hygiene production reported does not include diagnostic
radiographs that should be credited to the hygiene department. The real number is likely higher than report. The benchmark
for comparison is 25% of production.
The building and upkeep generally looks dated relative to the average dental office. While this rarely has a significant impact
on the actual valuation, this can decrease the relative value to a buyer who may need to invest significant time and dollars
into the practice to modernize either the look/feel or equipment of the office, or both.
An active patient count of 1,500 people is a lower-than-average number for offices this size. It should be noted that
-practice due
diligence. Comparing the active patient count to the financial results of this practice is also an indicator of low patient
retention.
Staff tenure shows a strong bias towards more-tenured team members, a possible indicator of an overall tougher office
culture and decreasing the amount of staff goodwill transferred to a buyer while increasing the likelihood that a buyer will
have a hurdle in changing behavior, if desired. Buyers typically find one of two types of staff difficult to manage in a
transition first, offices where everyone on staff has been in that office 15+ years and basically run everything without the
t
well-trained in high standards and procedures.

Open Questions (to be answered prior to due diligence)
Can we get a patient report detailing new patients per month for twelve (12) consecutive months and new patients per year
for 2-3 full years?
Can we get an A/R aging report defined by time (e.g. 0-30 days, 31-60 days, etc.)?
Dana is a family member employed by the office. Are these services critical to the office? Will Dana leave after the
transition? If so, will Dana need to be replaced or can these tasks be assumed by another team member?

Due Diligence Open Questions
How many columns are running at a time on a typical day in this office

Is This a Good Practice to Buy?

Adjustment Notes
Collections (2020)
o

Adjustment reflects the compensation of lost income due to Covid-19 office closures.

Supplies & Labs (2020)
compensation detailed above.

-

Lease (2018-2021) Adjustment reflects the estimated yearly loan expense a buyer can anticipate for purchasing the facility
for $600,000 at 4% for 240-months.
All other deductions are Seller-specific expenses a buyer may not be responsible for.

SAMPLE REPORT

Exhibits

P&L Adjustment Worksheet
The purpose of this page is to compare annual financial results of the practice year over year. Additionally, the worksheet p
expenses and get a true sense of profitability of the office.

-related

SAMPLE REPORT

Exhibits

Profit & Loss Analysis
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SAMPLE REPORT

Exhibits

A/R AGING ANALYSIS

OFFICE HOURS

STAFF TENURE
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Exhibits

New Patients Per Month

New Patients Per Year
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Web Review
How Would a Patient Perceive This Practice Online?
No analysis of a practice would be complete without an assessment of the single most common way a practice is going to be
looked at by patients - online. Location, accessibility, the street-side view of a practice, parking and other physical aspects of a
practice are all important. But increasingly they are paling in comparison to the first thing a patient does to interact with your
practice pull out their phone or type you into their computer browser.

Overall Website Evaluation: 4.15/5

Subcategory Website Evaluation:
1.

First Impression First impressions, done right, have the power to set the mood for the rest
of the site. It draws them in rather than turns them away.

2.

Ease of Use
basics. Similarly, if the difference between the desktop and mobile versions of the webiste is
jarring patients may just move on.

3.

Human Connection

websites show that the number one clicked

the personality of the office?
4.

Images of the Practice What your practice looks like can be the driving factor behind
whether or not a patient comes through your door. No one wants to be surprised. The pictures
need to match reality.
Note: Photos available via Google search results & office website.

5.

Personal Invitation Possibly the most overlooked element of a great site is the simple act of
inviting a patient into the practice. Does this website have a warm and sincere invitation
prominent?

Online Reviews: 0.5

number (or none whatsoever) of online reviews could be either a positive or negative

humans tend to do the same thing
. A low
negative in that

ould be relatively easy to grow the practice with some focus on
growing these numbers:

Google Reviews: 282/285 reviews
Can I book an appointment online? No, but appointment request is available.
Can I pay a bill online? No
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Growth Opportunities
How Can I Grow This Practice?
Practice analyses and projections directly show how the office in question has performed historically and how it will continue
to perform should it continue to run in the same manner. However, each doctor is different. You each have different goals,
priorities and thought processes. There is no such thing as a cookie cutter, one-size fits all practice. When you own your own
king
at could do better under your direction and how it aligns with your goals. Truth be told, many dentists are not savvy businessowners. To excel, all you need to do is be mediocre! If you implement even just one new technique, you will be far above your
colleagues. You can do this!
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www.dentalbuyeradvocates.com
For reference and informational purposes only. Data accuracy is not guaranteed. ©2021 Dental Buyer Advocates

What Is a Fair Price to Pay for This Practice?
Valuation Background
The objective of this report is to provide an opinion of value for Dr. John Smith, DDS practice. The purpose and use of the
valuation is in preparation for, Dr. Joe Young, a dentist who will buy out completely the current owner. Dental Buyer Advocates
(DBA), under the direction of Dr. Young, has obtained information and background needed to complete this report. DBA does
not have any present or future interest in the value of the practice, any personal relationship with the parties involved or any
this report is not contingent upon any action or event resulting from the use of this report.

Fair Market Value
According to IRS Rev. Rule 59-60, 1959-1 C.B. 237 the fair market value is defined as the price at which a property would
change between a willing buyer and a willing seller when the former is not under any compulsion to buy and the latter is not
under any compulsion to sell, with both parties having reasonable knowledge of the relevant fact.
The fair market value of every professional practice is affected by various financial, economic, and geographic considerations.

Ultimately, the fair market value will be determined by the marketplace and is subject to the forces of supply and demand.

Considerations:
To perform a proper report and opinion of the value of a professional practice, it was necessary to review, analyze and adjust
relevant practice data for its most recent and prior years. This information was supplied by Dr. Young. The following
information was taken into consideration in determining a fair market value of the practice:
Historical financial information on the practice, including but not limited to expenses, earnings, accounts receivable,
fee schedule, etc.
Assets and liabilities of the practice
The condition, type and amount of equipment, furniture, and supplies
Practice systems and management
Location of the practice
Economic factors affecting the practice
Status of office ownership and amount of available space
Type of practice
Status and history of staff and/or associates

The following indicated assets are included in the opinion of value:
Clinical and office equipment
Furniture and fixtures
Instruments
Telephone Number
Patient records
Owner goodwill
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What Is a Fair Price to Pay for This Practice?
Work-in-progress, if applicable
The following assets are not included in the appraisal:
Automobiles
Real estate
Cash on hand
Checking or savings account
Marketable securities
Accounts receivable

Balance Sheet
The balance sheet for a practice reflects the book value of the practice assets. Book value has little relevance for determining
practice value since it does not include the anticipated remaining life and use of the assets or the future anticipated revenue
stream based on relationships, referrals or reputation. In addition, supply inventories are not usually entered on the balance
sheet, since they are expenses upon purchase.
Moreover, since all
encumbrances, and liabilities, the liabilities, and owner equity portions of the balance sheet are of little relevance or use. To
accurately reflect the fair market value of the practice, the values of the assets are adjusted to reflect their fair market value
based on a combination of current market value as of the report date.

Valuation Approaches
Several valuation methods are generally accepted among professional appraisers. Each method involves a different approach
and possesses at least some element of subjectivity applied by the evaluator. As a general rule, most valuation methods can be
classified into one of the following three categories:
1. Asset Based
2. Market Based
3. Income Based

Asset Based
The asset-based approach will not be used in this report.
An asset-based approach to value consists of independently appraising the various assets of the practice being sold and then
adding the individual values together to reach a total value. Dental practice assets can be classified into one of the following:
1) tangible personal property; 2) intangible assets; 3) financial assets, and 4) tenant improvements.
The asset-based approach is particularly useful when applied to practices that may have an abnormally large investment in tangible property,
such as dental equipment or to practices that may not be operating at a level of production commensurate with the level of dental assets it
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What Is a Fair Price to Pay for This Practice?
contains. Start-up practices (practices which have been in operation less than 3 to 5 years), or practices similar to a start-up often fall into this
category and may be accurately valued using an asset-based approach.

Market Based
The market-based approach will be used in this report.
The market-based approach relies exclusively on the analysis of actual sales of comparable practices in the marketplace local
to the subject practice. This method is most widely used and commonly known for real estate appraisals where the value is
determined by comparing to similar assets recently bought and sold in an area.
In market-based practice valuations, the subject practice is compared to other similar practices in the area which have recently sold.
The appraiser determines whether, in their opinion, the subject practice is more or less desirable than recently sold compara ble
practices. The appraiser will consider such practice characteristics, assets and data as are listed above when making his determination.
The value of the subject practice is then assigned by adjusting the average selling prices of the comparable properties either upward
or downward depending on how the subject practice compares.
The basis database to compare against is key to the accuracy of this method. Several sources of historical data can be gleane d from a
y. However, given
the nuances that often exist from one market to another, the appraiser has supplemented reputable sources with his own person al
knowledge of more than 250 general and orthodontic dental practices listed for sale each year in this and similar markets. These sales
are researched to provide the appropriate basis for comparison. Comparability in practices can be determined based upon calculations
involving the gross and net incomes of practices that have sold in that area. The most popular and widely used tool for comparison is
ections figures.

Income based
The income-based approach will be used in this report.
Using an income-based approach to value a practice will focus primarily on the income stream of the practice, more specifically
the net income stream after paying all normal and necessary operating expenses. Subjective measures are then applied to this
approach to account for the forecasted earnings of the practice and the level of certainty around those forecasts.
This approach assumes that the current operations and trends of the practice are indicative of its future operations. The

method tends to reflect more the value of the assembled office and equipment, the availability and existence of trained
employees, the existence of systems in the practice and the patient and referral base.
The capitalized earning method is considered by many appraisers to be the most reliable method of valuing professional
practices. The results of this method help demonstrate the feasibility of a potential buyer to pay the fair market value and still
be able to retire the debt in a reasonable period while drawing a reasonable salary.
After a weighted average of the earnings is determined, the capitalization method involves dividing the average by a
capitalization rate. The capitalization rate can be compared to the rate of return a purchaser might expect from purchasing the
practice and is determined by the appraiser based on their analysis of comparable investment opportunities and relevant risk
factors associated with the practice.
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Market Based Approach

Income Based Approach
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What Is a Fair Price to Pay for This Practice?
Merging Of Approaches
Because different methodologies yield different results and are in some way affected by subjectivity a blending of the
methodologies used typically leads to a result that accounts for the various strengths of each method.
In this case, each method is weighted at a 70/30 split. The market-based approach takes into consideration other practices sold and
only takes top line revenue into account. The income-based approach considers the profitability of the practice, and thus the takehome pay of the owners of the business, the presumed reason to own the business. Both approaches take into consideration the size,
location, regional competitors, talent availability, management skill of current owners, etc.

This puts the total opinion of value at $1,176,206.
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What Is a Fair Price to Pay for This Practice?
Market-Based (Collections) Approach
The market-based approach relies exclusively on the analysis of actual sales of comparable practices in the marketplace local to the
subject practice. This method looks solely at collections and divides asking price by collections for a ratio.

In practical terms, what this means is that dental practice are treated more or less equally and the underlying assumption is that
looking solely at collections will tell you most of what you need to know about the practice including size, location, regional
competitors, talent availability and the management skill of current owners.

A typical range for Asking Price as a % of Weighted Value is between 70%-95%
depending on specialty and a variety of factors.
Since many sellers are accustomed to speaking about their practice in terms of collections, and many are unfamiliar with their
actual adjusted overhead numbers, this method tends to be weighted more heavily by sellers.
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What Is a Fair Price to Pay for This Practice?
Income-Based (Profit) Approach
Using an income-based approach to value a practice will focus primarily on the income stream of the practice, more
specifically the net income stream after paying all normal and necessary operating expenses. Subjective measures are then
applied to this approach to account for the expenses that are allowed by the IRS, but not considered essential for business
operations.

expenses. This method is more of a commentary on the management and cost containment skill of the specific owner(s) and
resulting cash flow.

A typical range for Asking Price as a % of Weighted EBITDA is
1.50 - 2.75 depending on specialty and a variety of factors.
Since, presumably, a primary reason to take on the risk and stress of practice ownership is to benefit from the profits of the
business this method tends to be weighted more heavily by buyers.
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How Much Money Will I Make?
Estimate of Income as Full Owner
Below are TWO methods to estimate take-home income as a full owner of this dental practice.

are the most likely to be accurate. This is especially true for some of the larger expenses like staff and rent.
hs out one-time

Use both numbers to orient yourself around a projection and get a feel for how the numbers might shake out when you take
over and are running the practice yourself.
Please note that the numbers below are not in any way a guarantee of income. These numbers are assumptions piled on top of
other assumptions. They will almost certainly be NOT correct. However, as they are the best information, we have we use them
for illustration purposes. These numbers, although it represents your take-home pay, is not a salary. Your compensation as the

Assumes the Following:
Offer price of $1,131,000
Interest rate of 4.0% fixed
10-year fixed payment
Add $50k for working capital
Life and Disability insurance rates an estimate only
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