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Assessing Practice Value(s)
By: Sandra E. D. McGraw, JD, MBA

You might be considering hiring a new oral and
maxillofacial surgeon, or retiring, and these questions
come up: What is my practice worth? How do I assess
that value? Who assesses the value and when? While
there are certainly times when only a firm appraisal by an
independent party will suffice, such as in litigation or
divorce where the documents call for an appraisal or
otherwise, there are times when you can make a pretty
good estimate of your own practice value without having
to purchase a formal appraisal.

All oral and maxillofacial surgery practices have three
basic categories of “value”: the tangible or “hard” assets
(that are shown on their balance sheets), accounts
receivable (to the extent that they exist) and intangible
value, or “goodwill.” While there are important income
tax concerns to be addressed in structuring co-ownership
arrangements, whether for a buy-in or buy-out, there are
nonetheless some rules of thumb that will enable you to
at least estimate your practice value. 

Items of Value in an OMS Practice
1. TANGIBLE ASSETS
Every oral and maxillofacial surgery practice has
equipment, furnishings, fixtures, accumulated cash and/or
invested earnings. Each of these tangible assets is both
identifiable and, therefore, quantifiable. In fact, it is these
very assets that enable the practice to make money in the
first place. Without equipment how would you evaluate
patients? Without medical supplies, how would you
operate? The issue is not whether you have these assets,
but how you value them. 

Practice assets represent your capital interest in your
practice. Therefore, when an equity interest is transferred,
such as when a senior member is bought out or a new
oral and maxillofacial surgeon becomes a co-owner, these
assets must be valued.

Consider that you have two choices. You might employ
an appraiser to value your assets whenever that
information is required, or you might use a formula
approach. The latter takes a systematic, formulaic
approach to the valuation of equity that may result in a
different amount over time, but always uses the same
principles.

The equity valuation formula begins with the practice
“net book value” calculated on a cash basis as of the last
day of the fiscal year preceding or coinciding with the
need for the valuation. Modifications are then necessary
and appropriate in order to accurately state the real value
of the practice’s tangible assets. 

Tangible asset values are available on the practice tax
return, where the details of the assets are shown: original
cost, type of assets, and date of acquisition. These
balance sheet values are modified in three ways. First,
you must add the non-depreciated asset values. These are
the items that your accountant “expensed” under Internal
Revenue Code 179 instead of putting on the balance
sheet and depreciating. If you do not add them, you are
undervaluing your assets. Second, if your practice owns
items that would not be sold if the practice were sold,
these items should be excluded from the valuation. This
includes such things as an owner’s car, which, if an owner
retired, he would presumably take with him. Similarly, if
the practice has artwork or other items that one
particular shareholder laid claim to, that would be part
of that individual’s buy-out and would, therefore, have to
be excluded from the overall practice valuation.

The third modification is to restate the depreciation
actually taken on the assets (for purposes of this
valuation only) to more realistically take into account
that you are actually using many of the items that are
now fully written off the balance sheet, yet they continue
to have value. 
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The usual depreciation method is adjusted to a straight-
line basis over a 10- to 12-year useful life.1 Since most
OMS equipment generally does not lose significant value
over time, this is fair. For those fully depreciated assets
that are still in use on the valuation date, a maximum
depreciation of 80% of the original cost (valuing any
asset in use at no less than 20 percent of its original cost)
is a common and fair adjustment.

Most advisors do not restate the depreciation on
leasehold improvements. All practices should be very
careful when including values for leasehold
improvements, the benefit of which may actually run to
the landlord if the lease is short and/or not renewed by
the practice doctors. Also, the value remains high on a
book value basis, because the useful life of those
improvements for IRS purposes is 30+ years.

One other concession to the appraisal method is that if
you own something that is very unique, such a piece of
major equipment that you may have helped to invent,
artwork, or other item of volatile value, it cannot be
captured in a rough justice valuation formula approach.
If it will remain with the practice, you may simply have
to appraise those specific items. 

Now, you must determine whether you have other non-
stated assets, such as supplies or inventories. If you do,
and most OMS practices do, add those items to your
balance sheet. For example, rather than valuing your
inventory of supplies, you might ask yourself, if we
stopped ordering supplies (e.g., implants) tomorrow,
about how long would the practice continue before it
could no longer operate? Usually the answer is one to
two months. If that sounds right to you, then you might
want to add 1/12th of the amount you spent on clinical
supplies to the “balance sheet” for last year, as an
estimate of your investment in the practice inventory.

Of course on most valuations, either the buyer does not
assume any liability (such as in the case of an outright
sale) or, if he does, then the book value must be adjusted
downward by the amount of the liabilities to account for
the assumption of those liabilities (or the relief therefrom)
when a shareholder is admitted or redeemed. 

So far, this valuation approach, as modified in
accordance with the discussion above, makes the equity
purchase or redemption approximately equal to the
practice hard asset values minus any debts related to
them. Note, however, that this valuation approach in no
way includes the value of accounts receivable or
goodwill. 

2. Accounts Receivable 
Accounts receivable are debts owed to the practice by
various payers, including patients. If you accept insurance
or patient payment plans, you should address this value
in the practice. If you do not take insurance or allow
patients to pay over time, this may not be an issue of
value for you. Your first decision is to determine if you
have accounts receivable worth measuring. On average,
OMS practices usually report about one-half to three-
quarters of one month’s income being tied up in
receivables, but this is highly dependent on the type of
OMS practice you have at the time.

While in a practice buyout, the oral and maxillofacial
surgeon who is leaving the practice understands the value
of the receivables, an associate newer to the practice will
sometimes argue that they should not have to pay for
receivables since they helped create them in the first
instance. While correct, this is not a logical reason to
excuse factoring in the value of receivables to the buy-in
price. Presumably the associate was paid a fair,
competitive and risk-free (largely guaranteed) salary
while treating patients that you or the other more senior
oral surgeons might have treated during the employment
period. Furthermore, for the associate to become busy in
the first instance, the senior surgeon(s) likely referred
both patients and referral sources to the associate. While
the associate may have literally performed the work, he
or she did not develop it in the first instance. The
associate fulfilled the classic non-management worker
role in this situation.

Second, consider what would happen if the practice were
liquidated. The accounts receivable would be distributed
to the owners after the other debts and obligations of the
practice were paid. Absent a wage-claim, no one would
argue the “right” of the associate to share in those
receivables. 

To appropriately value the accounts receivable, first
eliminate any delinquent amounts (including claims with
respect to which all collection efforts have ceased) along
with those that have a substantial likelihood of non-
payment, such as amounts that have been turned over to
collection or which are older than 180 days and not
subject to an agreed payment plan. 
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The remaining accounts receivable should be reduced
from their face value to their collectible value by
multiplying the face value by an appropriate gross
collection ratio. This ratio should employ data from a
recent 12-month period and becalculated as follows:

Total Cash Receipts = Collection Ratio
Total Charges

These calculations are not difficult, and the results are
generally reliable, assuming the practice systems
accurately track receivables, balances, payments and
charges, and uncollectible charges are routinely written
off from the total receivable balance. In doing so, the
timing of the measurement period could become
important if the practice actually has receivables. For
example, these amounts can vary significantly from day
to day if billing or collection staff get behind or take a
vacation. The goal is to come up with a fair
approximation of collectible receivables without having
actually to wait and see what happened, although that is
an alternative as well. 

Arguably, the value of accounts receivable should be
reduced by the accounts payable. This logic tracks the
liquidation principle discussed above. While not all
practices consider the payables, each practice should at
least consider the logic and make a thoughtful decision
about their inclusion. This is particularly true if the
transaction occurs at year-end, and the practice just
depleted all of its cash to pay owner bonuses, leaving it
short of cash coming into the New Year. 

3. Goodwill Values 
Both dental practices, generally, and OMS practices,
specifically, are routinely valued and sold at prices that
exceed hard asset and accounts receivable values. Those
premium values may be small where the practice is in a
less attractive area or its situation prevents attaining a
larger price; or it may be very significant, where there are
great barriers to entry, and an oral and maxillofacial
surgeon new to practice might incur significant costs in
establishing his or her own practice.

As it is generally defined, goodwill value represents the
total of the intangible assets that can be transferred to a
buyer, or the “institutional” intangible assets. Goodwill
value does not include the intangibles that relate directly
to the surgeon, such as charisma or truly unique skills or
interests that cannot be generally replicated. In practical
terms, goodwill value relates to acquiring the business
and operational systems needed to run an oral and
maxillofacial surgery practice. Its components include the
following:

• a workforce of experienced clinical, clerical and
administrative staff and at least one oral and
maxillofacial surgeon, all in place and working;

• effective billing, information, data and scheduling
systems;

• restrictions on competitive practice by the seller and
other providers; and

• patient charts and records.

Most importantly, goodwill also includes capacity to
transfer an established patient base, referral patterns, and
managed care or other contracts from which to generate
immediate cash flow, regardless of specific clinical
staffing.

Goodwill value may exceed the combined appraised value
of the hard assets and receivables—sometimes by a
substantial margin. Variables that commonly affect
goodwill value include the specialty and location of the
practice; patient demographics; the impact of managed
care on the local healthcare delivery market; range and
scope of services offered; patient demographics; dentist,
patient, and other referral patterns; competition; and the
transferability of the revenue stream.

The definition of “goodwill” includes the ongoing
earning capacity of the practice as an entity, as embodied
in its patient records, its referral patterns, and its general
drawing power. It is the value inherent in the business
from its combined talent and mix of providers, years in
existence, reputation, developed referral sources,
workforce, and income-generating assets, both human
and capital.

An incoming practice member should, by all logic, pay
for that value when acquiring an ownership interest that
will provide him or her with sufficient patient activity to
earn a good living. Arguably, the better the living is, the
greater the payment should be.
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A particular practice goodwill value is, to some extent, a
matter of conjecture, for there is no truly active public
market in the sale and purchase of OMS practices by
which price patterns become readily known and
established. Nonetheless, based on experience in valuing
subspecialty and OMS practices, some firm guidelines
have been developed for what a ready, willing, and able
practice buyer would pay to acquire a full or partial
interest in a practice. 

The average OMS specialty practice tends to have overall
goodwill values in the range of 38% to 43% of the
practice gross income. There are two critical components
that affect where in this range a specific practice goodwill
value falls: geography and profitability. Practices in less
desirable or “out of the way” locations may be
immensely profitable and may present an ideal income
opportunity. However, to attract a doctor to such a
location, a practice may have to pay an associate a
higher-than-typical starting salary and may have to give
up some (or all) of the goodwill simply to entice the
associate to the area. 

Additionally, in states that do not enforce restrictive
covenants, unless the practice is immensely profitable and
the associate cannot replicate that success independently,
the practice may find itself giving up some part of this
value simply to retain the associate as a partner.

Finally, in truly remote areas or ones in which the
practice is essentially “the only game in town,” the courts
may be unwilling to enforce a restrictive covenant, where
to do so would effectively grant a monopoly to the
existing practice. This may shift the negotiation power to
the associate and may again be used to reduce any
goodwill obligation. In fact, it is unlikely that an
associate would pay more than the opportunity cost and
income loss in opening a competing practice.

This methodology is focused on the comparable sales
valuation principle, since it is the most common
methodology used in valuing healthcare practices.
Nevertheless, it holds up under separate analysis,
including a discounted cash flow or excess earnings. For
these two models, the mathematics are very
straightforward: the more than “average” that the
practice returns to its owners, the more that practice is
worth and the greater the valuation will be under either
method.

Stated as a percentage of gross income over a number of
years, the results for general dental and OMS practices
appear this way:

GOODWILL PERCENTAGES

Average Oral &
Average General Maxillofacial

Dentistry Surgery
Year(s) Goodwill % Goodwill %

1998 - 2002 39.50% 42.1%

2003 44.7% 44.4%

2004 44.9% 47.7%

2005 46.4% 39.3%

Source: Goodwill Registry 2006 © The Health Care Group 2006

This report includes 1750 entries for the general and
dental subspecialties. Of those, only 33 (or about 2%)
reported no goodwill. Of the 305 OMS practice
valuations, only 4 reported not assessing a goodwill
value.

There is little doubt that overall practice profitability
plays an important role in valuing goodwill. Who would
not pay more to receive an annuity that earned and paid
more? Practices with well-developed referral sources,
good management systems, and a strong market position
tend to be worth more. An associate projecting a higher
future income stream in such a practice would likely pay
more to join the practice than to join one that earned
substantially less for its partners. The same principle
applies to OMS practices. A practice with above-average
profitability is likely to command a higher goodwill
value—assuming it seeks it in the first place.

On this point, consider that, barring a geographically
undesirable location or one that cannot protect itself as
addressed above, the typical practice valuation (in
addition to its equity) is usually about one year’s net
compensation, i.e., wages, bonus, retirement
contribution, and other perquisites available to the
surgeons in the practice. While there is certainly
variation, and one should not mitigate the local factors
and other issues that affect the intangible values, there
are some reasons why this tends to hold true for the
“average” practice. 



AAOMS PRACTICE MANAGEMENT NOTES

Consider the following:

This is number 97 in a series of articles on practice management and marketing for oral and maxillofacial
surgeons developed under the auspices of the Committee on Practice Management and Professional and
Allied Staff and AAOMS staff. Complete sets of previously published Practice Management Notes are
available online at aaoms.org.

All articles in Practice Management Notes are published only with the consent of the authors, who have
expressly warranted that their works are original and do not violate copyright or trademark laws. AAOMS is
not responsible for any violations of copyright/trademark law on the part of these authors.

January/February 2007 5

Average
Average More Profitable Practice Practice
Practice Practice A B

Gross Income $1,500,000 $1,500,000 $1,200,000 $2,000,000

Overhead 55% 45% 55% 55%

Net Income $675,000 $825,000 $540,000 $900,000

One Year Net Income
as a Percent of GI 45% 55% 45% 45%

Selling One-half Interest for: $337,500 $412,500 $270,000 $450,000

If the average practice has about a 55+% overhead and
slightly under one month’s income in receivables, you can
see that tends to correspond, roughly, to the net income.
On the other hand, if you have one of those OMS
practices with a 65% overhead because you have
multiple offices, etc. then you might be less profitable
overall, but that may really depend upon the income that
you actually earn.

Also take into account the supply of associates who
complete their training and how that has affected the
salary of associates. In many cases, a buy-out may be
predicated on the ability to leverage the new associate.
That is, you will need to bring someone in to buy a
senior out. This can be tricky, if the senior is doing
something that is unique, of a special interest, and not
easily replicable. Also, if you divide your income on a full
productivity model, thereby putting the burden on the
associate to develop business within your practice, you
may not be as able to command a significant valuation
along the lines of that already addressed, since the
associate did not benefit as much from your practice as
might have been possible in another setting where the
income was more easily achievable based on the transfer
of the referral bases. The motives behind some of these
transactions may also be a factor.

Other Issues
A classic question is when to value the practice. Consider
that the practice is like your home. You certainly would
not go through the effort to value it before you intended
to sell it. And if you were leasing it to a tenant, would
you value it before the tenant signed the lease or after
they had been there one to two years and agreed to buy
the property? The logic is the same as with your practice.
Why would you value your practice before your associate
joined you? You paid your associate to join and work for
your practice. Usually the valuation occurs when the buy-
in offer is made. If a senior oral and maxillofacial
surgeon is being bought out, you typically value the
practice when the associate leaves, not when the
announcement is made. Similarly if someone new is
joining, you value the practice when the offer, rather
them the annoucement is made.

In any transaction with the magnitude of values
addressed herein, it is important to have documents that
protect all the parties involved. Work with an
experienced person familiar not only with how to draft
the formulae, but also how to protect the practice and
the surgeons from each other and from changes in the
practice over time.

1 Perhaps your computers or other rapidly depreciating items might
nevertheless be restated over a five (5) year basis as you may need to
replace them (at least in part) in this shorter time period.
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Did you miss one of these Virtual Seminars? 
Audio CDs are Now Available for the Following Programs:

Keys to Hiring and Maintaining Quality Staff
originally presented on May 17, 2006
Crystal Reeves, CPC, CMPE

This virtual seminar provides step-by-step guidance to
develop an organization and build a staff that
functions smoothly and efficiently. The practical tools
and techniques discussed will prepare the participant
to take a fresh look at staffing, hiring, training and
assessment. Participants will be better prepared to
identify problems and develop solutions within their
OMS Offices. Code: AOM – 11595

Electronic Transactions in the OMS Office:
They’re Easier Than You Think
originally presented on March 15, 2006
Alan H. Feldman

One of the first steps towards e-health, electronic
transactions have grown beyond just claim
submissions. This seminar will explore the many ways
to utilize technology that will enable OMSs and their
staff to make better use of their time and improve the
overall efficiency of the office. Electronic Data
Interchange (EDI), Electronic Funds Transfer (EFT),
costs of implementing electronic transactions,
Electronic Attachments, and HIPAA’s National
Provider Identifier (NPI) required by May 23, 2007
are discussed. Code: AOM – 11530

OMS Buy-Ins and Pay-Outs:
Structuring the Right Deal for You 
originally presented on November 9, 2005
Sandra E.D. McGraw, JD, MBA

This seminar will provide an overview of what it
means to make your associate your partner, and the
obligations that you have to each other. Valuing the
hard assets, accounts receivable, good will and
structuring the buy-in and pay-out, alternatives and
options that should be considered will be discussed.
Concrete examples are used, as they pertain to OMS
practices. Code: AOM – 10850

Rebirth of the Referral Network
originally presented on July 13, 2005
Scott McDonald

This program will teach OMSs and their staff how to
prioritize referral sources, identify new referrals, and
patch up lost relationships. Especially useful for new
associates, newly re-located practices and others
hoping to grow their practices quickly. Build your
practice through internal marketing outside the office,
create a referral network plan with staff, and employ
specific dialogues to persuade potential referrals.
Code: AOM – 10671

Use of Formal Pay Scales in the OMS Practice
originally presented on May 18, 2005
John S. Bauer, MBA and Robert G. Haney

Learn how to Hold and Mold the Right Staff! This
virtual seminar will help to assure a well-operated
office with a friendly environment, low-turnover rate
and higher employee satisfaction. Attract and keep
your greatest asset — your employees, allow the
practice to be accountable for a budget; create realistic
employee pay expectations, and decrease the cost of
bad hiring decisions. Code: AOM – 10582

HIPAA Security Compliance Part-II
originally presented on February 23, 2005
John C. Parmigiani, MS, BES

This seminar will indicate what OMSs need to do in
order to be compliant with the administrative, physical
and technical safeguards of HIPAA Security
Regulations. Security policies, procedures and
documentation requirements as well as specific
implementation issues practical to the OMS office are
highlighted. Code: AOM – 10246

For more information or to purchase your CDs, please visit www.krm.com/aaoms
and click on the Recordings link or call 800/775-7654.

Questions? Please contact Beth Hayson at 800/822-6637; ext. 4357 or bhayson@aaoms.org


