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Business Start-Up and Organization

Organizational structure
You’re highly trained as an oral and
maxillofacial surgeon. Now it is time to
dig into the basics of business.

One fundamental decision you face is
the entity under which you’ll operate
your business: sole proprietorship,
partnership, corporation or a limited
liability company (LLC)—a cross
between a partnership and corporation.

This is an important decision with
various legal and tax ramifications,
including the termination or transfer of
the practice. No one entity is right for
everyone. It is important to discuss your
situation and your state’s regulations
with a business lawyer and/or CPA.

Note: No matter the practice entity, you
remain personally responsible for the
consequences of professional negligence.

If you intend to practice on your own,
you need not rush into the expense or
paperwork of incorporating or forming
an LLC. As a sole proprietor, your legal
obligations are simple: Notify the state
dental board of your address, obtain
licenses from the appropriate regulatory
agencies and state dental board (which
generally involves taking an exam and,
in some states, obtaining specialty
licensure) and open your doors. As your
business needs change, you can change
the form under which you operate.

Doctors with large staffs or multiple
offices are treading into areas of greater
liability and will want to protect
themselves from liability for the actions
of other doctors in their practice.

Plan ahead. If you intend to move your
practice from one state to another, check
the new state’s licensing requirements six
to 12 months before uprooting.
Additional testing and licensure
requirements may need to be fulfilled.

Following is an overview of entity
options. It is important to weigh the pros
and cons the assorted entities offer. The
comparisons provided can help prepare
you for a conversation with a
professional advisor.

Sole proprietorship
This is a business owned by a single
person. It is not a legal entity separate
from the owner; thus, the assets and
liabilities of the practice become the
personal assets and liabilities of the
doctor, and vice versa.

Sole Proprietorship Pro
• Business is formed with great ease

and flexibility and at minimal
expense.

• The doctor is in charge, operates the
business according to his or her
decisions, and reaps all satisfaction of
personal vision and efforts.

• Federal income is reported on the
relatively simple Schedule C. Business
income is passed through and paid on
a personal basis, avoiding the
corporate “double tax.”

Sole Proprietorship Con
• The doctor has unlimited liability

and, thus, is at greater exposure to
business risks of practice (insurance
offers some protection). The assets
and debts of the practice are also the
personal assets and debts of the
practitioner.

• When the doctor is away, if practicing
alone, the practice screeches to a halt.

• Extra effort must be made to plan for
transition in case of death, permanent
disability or retirement. Otherwise,
the sole proprietorship terminates
upon the owner’s death.

• Ability to raise capital is limited to
the resources of the individual owner.

General partnership
This is an association of two or more
persons to carry on as co-owners of a
business for profit. Each partner actively
participates in the management and
operations of the partnership. Partners
are jointly liable for each other’s
wrongful acts, omissions or debts related
to partnership business. It is critical that
partners have a meeting of the minds
over business and practice philosophy.

The partnership’s management is
controlled by a partnership agreement
(preferably a written one), defining rights
and obligations, as well as the state’s
Uniform Partnership Act. Each partner
should also have an employment
agreement that spells out the terms of
compensation, benefits, responsibilities,
and sharing of profits and losses, among
other matters.

Partnership Pro
• A separate business entity, distinct

from the business and personal affairs
of the partners.

• Partners can divide up management
duties based on individual talents.

• Management, control and income
allocations are easy and informal.
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Partnership Con
• Each general partner is responsible,

individually and as a member of the
practice, for the liabilities of the
practice and claims against any one of
the partners.

• Each partner has the capacity to bind
and obligate all partners to
agreements. That gives each partner
diminished control over their
partners’ actions, allowing one
partner to enter into agreements on
behalf of the others.

• If the partnership grows to include a
new general partner, the old
partnership likely must be dissolved
and a new one formed (though the
business can continue).

Corporation
This is a legal entity created under the
laws of each state, with state laws
controlling the formation and operation
of the corporation and practice.
Corporations are divided into two types:
C corporations and Subchapter S
corporations. They differ mainly in how
they are taxed.

C corporations are separate taxable
entities. In S corporations, profits are
passed through to the
shareholder/doctor, much like a
partnership or limited liability company.

Corporations offer limited liability,
centralized management (doctors in the
corporation are shareholders or
stockholders), continuity of existence
and transferability of owner interest, also
known as shares. The articles of
incorporation and bylaws adopted by the
shareholders govern the practice’s
business activities.

Shareholders—the doctors elect a board
of directors that establishes corporate
policies, determines distributions to
shareholders, and elects a president and
secretary who are responsible for day-to-
day operations.

In the past, corporations offered many
distinct tax advantages over other
business entities in terms of pension
plans and fringe benefits such as health
insurance. Many of these advantages no
longer exist, though some benefits
remain.

Corporation Pro
• Limited liability protects doctors’

personal assets.
• Entity enjoys an unlimited life.
• Ownership interests (shares) are easily

transferable.
• Different types of ownership can be

constructed (debt vs. equity).
• Certain benefits are available to

doctors who are shareholders
• Less expensive to incorporate than to

create a partnership.

Corporation Con
• More expensive to form and operate

than an LLC.
• More recordkeeping required.
• More federal, state and local rules

and regulations with which to
comply.

Limited Liability Company
(LLC)
This is a popular form of practice that,
thanks to IRS changes in 1997, combines
the limited personal liability and
continuity of a corporation with the
pass-through tax advantages of a
partnership or S corporation.

Doctor owners in LLCs are called
members; their personal assets are
protected from the debts of the practice.
Members should have employment
agreements that include buy-sell
provisions.

Each state regulates its limited liability
companies with its own laws, though in
1996, the National Conference of
Commissioners on Uniform State Laws
drafted a model LLC Act. In many
states, but not all, single member LLCs
are an option.

The operating agreement should address
the circumstances for dissolving the LLC.
Dissolution can be at a specified date
(such as 30 years), at the unanimous
consent of all members or in case of a
particular member’s departure.

LLC Pro
• Taxed at federal and state levels as a

partnership, an advantage over a C
corporation.

• Transfer and continuity are permitted
(unlike in partnerships and sole

proprietorships) in case of death,
permanent disability, insolvency or
voluntary or involuntary termination.

• Members’ personal assets are
protected from business liabilities.

• Members are shielded from fellow
members’ malpractice judgments.

• Provides great flexibility in business
organization and management and is
fairly simple to maintain after
formation.

• Allows more than one class of stock.

LLC Con
• More expensive to form and operate

than sole proprietorship.
• Most states levy annual franchise tax;

others charge annual filing fee.
• Involves heavy dose of legal counsel,

recordkeeping and federal, state and
local regulations.

• Its life may be limited, per the
operating agreement.

Business Planning
You have your license to practice. Do
you intend to hang your own shingle and
work on your own? Will you start from
scratch or buy someone else’s practice?

If you are buying a practice, the
departing OMS may carry some of the
financing. Otherwise, you’ll likely need
financing. That means you need a
business plan and a loan proposal.

The business plan gives your statement
of purpose. It describes the facility,
personnel and management positions,
sources of funding, and the expected
financial impact of the loan repayment.
It includes balance sheets, tax forms and
inventory lists. It projects cash flow, or
expected income and expenses, including
a reasonable salary for you. It covers at
least one year and as many as three.

The process of carefully formulating the
business plan will direct you toward
clarifying and strengthening your
business strategy. The finished plan is an
excellent tool for financial forecasting
and budgeting for the long-term. In fact,
wise OMSs will update their business
plan each year, whether they wish to
expand or just continue their current
operation.
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In compiling the information, seek input
from your accountant or a practice
management consultant.

The business plan should cover:
• Your background and experience.
• Explanation of the business of oral

and maxillofacial surgery.
• Reasons you are entering practice.
• The market, and a review of the

competition.
• Services you will provide, and your

marketing strategy for these services.
• Management experience, operational

procedures and controls.
• Personal and business budgets.
• Plans for working capital, which is

the money you’ll need to cover office
expenses and support you and your
family the first few months of
practice. Include your expectations
for cash flow, projections for breaking
even and the possibility of a line of
credit. A line of credit is a sum of
money your lender holds in reserve
for you. You pay interest only on the
amount of the credit line that is
utilized.

• Summary of insurance coverage. Life,
professional and business liability and
casualty and contents are usually
required; the bank may also want
disability, business interruption and
loan reduction policies.

Shop around for a loan. Check several
institutions, seeking the best terms,
service, and personality match.

Financing and
Capitalization
High tuition bills and meager residents’
salaries can take a toll on anyone’s
wallet. After all those years training to
be an oral and maxillofacial surgeon, it
can be daunting to determine how to
scrape together the funds you’ll need to
launch your own practice. If you first do
your homework, even if you’re heavily
burdened by student debt, you should be
able to obtain the necessary financing.

Historically, your degree alone could
have commanded quick financing with
few questions asked. But in these
competitive times for the healthcare
sector, you must be prepared to prove
you will be a good risk for a lender.
Most prefer to work with doctors who

have a few years’ experience under their
belts working in a clinic, an existing
practice or the military. That is not
always necessary, however. Your training
and earning potential do separate you
from the average loan risk. But you’ll
need documentation to make your case.

Most important is a business plan or
prospectus. Lenders will be considerably
more responsive to a financing request if
you come armed with this written
rationalization for your business and an
outline of your anticipated start-up costs.
Be prepared to provide practice forecast
data for such things as patient volume,
weekly income, renovation expenses and
personnel salaries. It is up to you to be a
good salesman and make a convincing
argument on why your practice will
flourish.

TIP: You should develop your business
plan and loan proposal before you
approach lenders. An accountant can
help you with the necessary documents,
or you can find sample forms through
local business schools or textbooks.
Some banks may be willing to share
examples of a well-prepared prospectus.

Lenders also will want information on
your credit history and assurances that
you will have a stable place to practice.
They generally are sympathetic to the
hefty educational debt carried by many
new doctors. Expect much less tolerance,
however, of a credit history peppered
with late payments or involuntarily
closed credit cards. At the same time,
most institutions require a signed
property lease that extends through the
life of the loan. This ensures they are not
handing over money to someone who,
six months later, may be out on the
street with no means of making a living.

Other documentation you may be
required to provide in a finance packet
includes:
• Your curriculum vitae
• Two to three years of your personal

tax returns
• Past and present credit references
• A personal budget
• A copy of your facility lease

If you are building or purchasing your
office site, you may also be required to
provide:

• A copy of the executed contract with
the contractor or seller

• Set of architectural plans and
specifications

• Survey of property
• Appraisal information
• Proforma operating statement on the

project

Accountants, attorneys and practice
management consultants can be valuable
allies throughout the process of
procuring capital. They can help you
assemble all the information you will
need to have in hand before you begin
to approach lenders.

There are several potential sources
of capital: bank loans, financing by
equipment or supply companies and,
in a purchase of an existing practice,
seller financing.

Bank loans
Both local and national banks offer
financing for new practices. The large
national ones tend to be more lenient
and give financing commitments more
quickly. Local institutions may require
more of a down payment, a great deal of
collateral, and a co-signer or guarantor.

Do not just walk into a bank to ask for
money. Establish relationships with
bankers early on. Contact multiple
institutions and introduce yourself to
the executive banking manager or a
vice president of the loan department.
An accountant may be able to help you
build these important relationships.
Speak with other healthcare
professionals in your area—some banks
specialize in dealing with doctors and
dentists.

Seller financing
If you are purchasing an existing
practice, the seller may be interested in
financing all or part of the purchase
price. Such deals are increasingly
common and can be advantageous to
both parties. You may find that the seller
will offer a slightly better interest rate
and require less of a down payment than
financial institutions. Many sellers will
insist on a clause that essentially reverses
any non-compete agreement in your
deal, in the event that you default on
your payments.
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Supply/Equipment
Company financing
Sales representatives of these companies
may offer a funding deal that seems too
good to be true. It is possible to procure
fair financing through this route. But it is
also easy to be victimized. Approach
such deals with caution. Inflated interest
rates and long-term purchasing
obligations can be buried in the fine
print. Ethical sales reps, however, may
merely be seeking to help establish a new
doctor in hopes of winning new
business. Have an attorney scrutinize any
contract before you sign.

When determining how much financing
to seek, look beyond the point of merely
opening your doors. You also will need
working capital to pay your bills and
maintain the practice for the first two to
three months. Expenses such as rent,
utilities and staff wages cannot wait for
third-party payments to cover them.
Consider obtaining a line of credit. The
lender will hold a certain amount of
money in reserve. Interest charges begin
only when you draw money out of the
account and apply only to the amount
you use.

Practice Surveys and
Characteristics
If you have generally shied away from
surveys and questionnaires, it is now
time to embrace them. Much
information vital to establishing a
practice and operating it efficiently can
be found in practice survey and
demographic data.

Determining where to locate your
practice is one early decision that can be
bolstered by demographic data. This
puts some science behind your personal
preferences of where you would like to
practice. Statistics can give you insight
into a community that you could never
gain merely by spending time there. Such
data also facilitate comparisons across
communities.

Core demographic data that should be
factored into your practice-site decision
include:
• Size and age of the general population
• Number of existing OMS practices

and other specialists
• Number of general dentists

• Number of hospitals and other
healthcare facilities

• Median and per capita incomes
• Major and minor employers
• Unemployment rate

Sources of data include:
• Hospitals
• American Association of Oral and

Maxillofacial Surgeons, the American
Dental Association and other local
and national medical and dental
societies

• U.S. Department of Commerce
• Local chambers of commerce
• Private data firms

The information often is broken down
by zip code or even city blocks.
Increasingly it is accessible on computer
disks or via the Internet. Consultants can
help you better analyze the message in
the numbers. What story do they tell
about a community’s potential as a
practice site? Are there already too many
OMSs given the population size? What
projections can be made for what a
particular area may look like down the
road?

Once you have selected the location for
your practice, additional data are
available to help you structure it and
project your cost of doing business.
Many new doctors visit numerous
practices to observe how they are
constructed. This is one way to
determine such things as the number of
treatment rooms, personnel and supplies
you may need.

Survey data also can be used to build
this profile of what your own practice
should look like. Various practice
expense surveys offer invaluable
benchmarking information, broken
down by practice size and region of the
country. They cover core components of
any OMS practice, including:
• Number and work hours of clinical

and administrative personnel
• Total annual labor costs
• Total surgical and non-surgical

patient visits
• Percent of patients under managed

care
• Treatment rooms and recovery areas

per site
• Facility costs per site (utilities,

telecommunications, janitorial, taxes)

• Availability of equipment
(radiographic, anesthesia, visual
imaging, operating chairs)

• Total operating expenses, and
expenses exclusive of labor and
facility costs

Sources for these data include:
• AAOMS
• National Association of Healthcare

Consultants
• Society of Medical-Dental

Consultants
• Private data firms

If you are purchasing an existing
practice, benchmark its operations
against national norms. You can gain
great insight into a practice’s potential
profitability through this exercise.

Once you’re up and running, continue to
tap comparative data. Routine
benchmarking will help you make
appropriate adjustments to your own
operations and to negotiate contracts
and reimbursement with third-party
payers. As relative value reimbursement
and managed care continue to direct
reimbursement trends, sophisticated cost
accounting and recording of time and
materials usage will be even more
essential. Practice survey data will help
you stay on top of this.
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