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Strategic Trangtion Plan

1.

2.

3.

No ok

Define Success for you
a. Persond and professond mission statements
Design pah for success
a. Knowtrangtionoptions
Prepae Finanda Andyses
a. Non-Owne/Buyer persond finandal statement
i. Finanang
b. Owner/Seller
i. Practice vauaion
ii. Retirement/estate planning
Find Trangtion Opportunity
DueDiligence Investigdion
Finandng
Find Negotiation and Closng

Strategic Transition Plan Step #1. Define Successfor You.

a. Draft aPersond PhilosophyMission Statement
o] Who are you?
o] Wha do you want?

b. Set Persond Objectives

c. Draft Practice Mission Statement

d. Determine Practice Objectives/Gods

Priority Pyramid

Persond Gods
Professiond/Practice Gods
Risk Redudion

Patients

Staff

$
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Strategic Transition Plan Step #2. Design a Path for Success

a. Knowtrangtion optons

Transition Options
|.  Phased Trangtion Plan to Inade Buye
[1. Immediate Sale to Outside Buyer
[11.  Goodwill/Record Only Saleto Outside Buyer
V. Strategic Wind-Down
V. Practice Mergers
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TRANSITION OPTION I. PHASED TRANSITION PLAN TO INSIDE BUYER

Trial Employment
Vested Employment
Co-Ownership
Reverse Employment

K K K K

Owne Strategic Transition Plan Checklist
1. Assess hedlth of self and family
2. Prepae peasond finandal plan
3. Review and updde estate plan
4. Determineability, need or desire to continuepractice as patner or
assodate
5. Andyzefinandal aspects of practice
a. Obtain aPractice Vaudion
6. Draft aBusnessPlan
7. www.busness.gov/phaeslaunding

Owner Strategic Transition Plan: Offer to Assodate
¥ Legd relationdhip of Parties:
¥ Employee vs. Indgoendent Contractor
Compensationbenefits
Term of trial and vested periods
Restrictive Covenant
Buy-1n (Co-Ownership) or Buy-Out Plans
¥ Letter of Intent (in event of sale)
¥ Practice valuaion (purchase price or formula)
¥ Terms of payment
¥ Finandng
¥ Terms of Partnership Compensation
6. Terminaion

U1K K K

Trial Employment Period
1-6 months
Terminationwithoutcause: OAT WILLO
No rights of first refusal or optionsto purchase
Trial Employment Period
No Restrictive Covenant
¥ Or ddayed onst
¥ Or gradud covenant buy-out
¥ Watch specialty and small town

KK K KK

Vested Employment
o0 Fromendof trial period to end of employment contract
0 Terminaion with cause only
0 Redtrictive Covenant
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o0 Employeerightsto buy-in or buy-outandrightof first refusal
0 Mandaory buy-outof O ondeath, disability

Vested Rights/L etter of Intent/Option
Selling Price/Formula
Date
Payment Terms/finandng
Compensation after Buy-In/Out
Avoid gradud buy-in

¥ Equity in escrow

KK K K K

Buy-Sell Agreements
¥ Stock Buy-In Pre-Tax Method A
o IRSRed Flag
I When GnanagementOpayments actudly goto retired, disabled or
dead (estate) sellers, IRS will interpret andre-classify as stock
buy-in andre-tax as dividends
¥ Asset/Stock Blend Method B
(notin C-Corp)
0 Sdler sells25%of theassets of theLL C (allocate maximum to goodwill)
o PformsaPC (S Corp) with the assets
0 Thenew PC becomes amember of theLLC

TRANSITION OPTION I1: IMMEDIATE SALE TO OUTSIDE BUYER

Variations
¥ Owner sellsat pesk ore reduced value with option to remain employed or
retire
¥ Owne/Estate forced to sell upondesth or disability

Genera Dental Practice Valudion
¥ Determinefair market value
¥ Highest money valuethe practice will bring in a compdtitive
market for areasonable time to attract a knowledgeable purchaser,
sold by aknowledgesble sdller, ndther unde duress.
¥ Tangible Asset Values
(15-35%o0f Total Value)
o Far market value (fmv) Bused in valuaions
¥ On placeQas part of Qoing concernOgenerating revenuestream
¥ Tangible Assets depreciated over 12 years or 8%/yr with residud
valueat 10-20% minimum
¥ Mog accurate estimate of QvorthO

¥ Intangible Asset Values
(65-85%of Total Value)
¥  Goodwill
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0 Likelihoodpdientswill trangtionto Purchaser
¥ Restrictive Covenant
¥ Patient Records (Information)
¥ Useof Sdler@ name, telephonenumnber, identity/logo

Practice Valuation Report (PVR) Andysis Checklists
¥ Information Needed fromPVR
1. Effective Date
I Within oneyear and year-to-date upddes
2. Fair Market Value (fmv) determined
I Notfar vaue bookvalue salvagevauebutfmv of agoing
conaern, in place
3. Three (3) yearstax returns (Schedule Cs) utilized
I Minimum 3 years
4. Appraiser@ Credentials
¥ Qudified, experienced, unbiased (Broker bias)
¥ Sitevigt completed
5. Projected Cash Flow/Income Stream
¥ NormalizedONet DFair Saary for B = Earnings
o0 ADA mean/average expenses
o (EarningDused to pay debt
0 Net profitability: 35-45%
¥  NormalizedOnet profit for 3 years (trend)
0 Netincome beter than gross collectionsas indicator of
practice value because it reflects cash flow generated
6. Tranderability of Patient Goodwill: Will future repest past?
Seller willingto trandtion
Staff retention
Sdler@age
PatientsOage
PatientsOlocation
Reasonfor sale
0 Death vaueinversely propottionae to time elapsed
I After 6 months intangible asset value=0
0 Duressof Seller decreases value
¥ Percentage of Managed Care
7. Location
¥ Demographics
¥ Access
¥ Parking

¥
¥
¥
¥
¥
¥

8. Active Patient Count
¥ Chat Audit
0 Ided # paients per full-time DDS = 1,000-1,400
9. Tangible Asset Appraisa
¥ List assets sold
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0 1520%of cod per item minimum, if serviceable
¥ List assets excluded
0 Accounsreceivable
10. Practice Finandal Policies
¥ Fee schedule, managed care contracts
¥ Collection policies (minimum collection rate = 97%6)

Information Not Available from PVR

1. PremisesLease
¥ Refer to attorney
¥ Assumable or new lease available
¥ Condition of leasehold

2. Seller@ Covenant Not to Compete
¥ Refer to attorney

3. Veracity and qudity of finanda records
¥ Refer to accountant

4. Practice legd compliance
¥ Refer to attorney

5. Practiceliabilities, liens loans
¥ Refer to attorney

6. Purchase Price Verification Andysis
¥ Refer to accountant
¥ Mandaory for buya® accountnt

o With or withoutaPVR

Rules of Thurb: Practice value=1x Grossor 2x Net
Nationd Average 61%of last year@ gross collections+ 14%

Factors affecting Fair Market Value
Earned equity of assodate
Transactiond tax liability

Seller assisted finanang
Increased cash down-payment
Buyer assumes debt or liabilities
Effect onvalue

Decrease

Increase or decrease
Increase

Decrease

Decrease

agrwnrE

agrwnE

7. Chat Audit, review for activity, qudity
¥ Buye
8. Qudity of Owner@ dentistry
¥ Buye
9. Asset and Facility condition
¥ Buye obfainsingection
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10. Trandtion compatibility
¥ Buye

¥ Additiond Specidty Practice Informationfrom PVR
# DDS and professiond referrers

# paients referred by each referrer pa month/year
Ageand location of referrer

Time owner will remain with practice to trandtion
Amountof Contracts Recelvable (ortho only)

agrwbdPE

¥ Specidlty Practices
¥ Highe risk than generd
¥ Dependence uponreferrals from dentists and other
professionds
¥ Riskincreases
0 Inceaseinageof referrals
0 Decreasein number of referrals

Strategic Transition Plan Step #3. Prepare Financial Analyses:. Non-Owner/Buyer

¥ Persond Finanda Statement
¥ Finandng

Strategic Transition Plan #4. Find a Transition Opportunity

¥ Owner/Seller mug establish thefollowing information
¥ Selling price/valuation
¥ Reason for and timing of sale
¥ Typeof owner finandng, if available
¥ Reverse employment
¥ Lease
¥ Restrictive Covenant
Practice Brokers
¥ Anagent employed, unde aBroker Contract, to bring Buyer and Seller
togeher to enter a practice purchase contract for a brokerage commission.
¥ Usudly represent Seller
¥ Dud representation may be corflict of interest

¥ Practice Broker Contracts
¥ Commission often as high as 10% of Selling Price (avoid
minimum commission, e.g., $10000)
¥ Avoid Exclusve Rightto Sell
¥ Broke getspad even if theBroker does notbringthe
patiestogehe
¥ Avoid Automatic Renewad
¥ By Sellerinwriting
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Obtain Attorney Review

Avoid dud representation

Caution regarding Conflicts of Interest and unauthorized practice
of law

K K K

Strategic Transition Plan Step #5. Due Diligence | nvestigation

Strategic Transition Plan Step #6. Financing Pradice Purchase
¥ Seller Assisted Finandng
¥ Lende finanang

¥ Seller Assisted Finandng
. Investigdion
1. Seller approvd of B@ persond finandal statement and curriculum
vitae andrisk exposureto Seller

2. BB accounent@ verification andysis

¥ Determine maximum debt (monthly) affordable
1.  Negotiation

1. Variable (Floaing or Performance Related) Selling Price

¥ useif highrisk of tranderability of goodwill

¥ Fixed Purchase Price

¥ Negotiate Floating Purchase Price
¥ Performance Related

2. Payment Terms
Lower interest rate than inditutiond
Early (3 mo.) payment deferral
Interest only payments (3-6 mornths)
Graduaed payments
Increased # yrsterm
No prepayment pendty
Promissory note non-negotiable

0 (Scannotsdl)

KK KK KKK

3. Security required

Practice assets

Persond guaantee
Lifeinsurance assignment
Disability insurance assignment
Spousl guaantee

3 party guarantees

2" mortgage on residence

KK K KK KK

4. Default Terms
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¥ Require written notice and alow cure time

¥ Sdler@ covenant notto compete and B3 lease both often
terminaed

¥ Seller willingto assist Buyer

TRANSITION OPTION I11: GOODWILL/RECORD ONLY SALE TO OUTSIDE
BUYER
¥ Goodwill/Record Only Sale to Outside Buyer
¥ Owne unaleto market practice in existing locationheghbohood
with existing facility and equipment
¥ Highe risk of paient goodwill tranderability dueto location
change
¥ Foating purchase price
¥ Escrow pat of purchase price contingent uponSeller active
trander at new location (3-6 months)

TRANSITION OPTION IV: STRATEGIC WIND-DOWN
¥ Dentist persond and professiond qudity of life
¥ Gradud decrease in practice hours, new patients, procedures and income
¥ Gradud increase in practice referrals and pasond time

Strateqgic Transition Plan Step #7. Final Negotiation and Closing
¥ Critical Terms

¥ Buye contingendes
¥ Purchase of assets not stock
¥ No assumption of liabilities
¥ Purchase price and payment

Covenant Not to Compete

Office Lease Checklist

Asset Trander

Allocation of Assets

Stock Trander

KK K K K
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