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Dental Practice: Valuing the Health of Your Practice

T

he decision to sell or to buy into a
dentist practice is just as intense as
any other type of business. What
makes a dentist practice unique is the individual
practice itself. In this month’s newsletter, we will
spotlight – Dental Practice - things to consider
and look out for when buying or selling a
practice.
Dentist practices traditionally are owned by one
or two dentists. When the dentist is ready to
retire, the practice needs to be sold. Over the
last several years, there has been an increase in
the number of doctors joining or buying into a
larger practice. But for the purposes of this
newsletter, we will assume that your practice is
either an individual or a partnership.
Much like most businesses, a dental practice
goes through a business life cycle.
-

Start up
Growing
High Growth
Mature
Declining

Regardless of where in the business cycle a
practice may fall, there will come a time when a
decision will be made to either outright sell your
practice or seek a partner. In either case, there
are several areas that should be considered
when a dentist is making that decision. We will
review four critical areas of a practice that
should be reviewed before making the decision
to either buy into a practice or if it is time to sell
all or a percentage of the practice.
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4 Critical Areas of Discussion
1.
2.
3.
4.

Revenue Stream
Client Base
Payment Structure
Office

Revenue Stream
Over the last five years, the dentist industry has
gone through a significant growth spurt. Part of
this growth may be attributed to the
overwhelming awareness of oral hygiene in the
United States. In addition to this new-found
awareness, the industry has seen a spike in
receiving more health insurance reimbursement
as more people have greater access to insurance
coverage.
Commercial health insurance and government
health programs have played an important role
in the growth spike in the dentistry world. Those
two programs pay a portion of the dental
service; however, the patients are still
responsible for a significant portion of their
dental expenses. Patients that utilize publicly
funding benefits such as Medicaid and Medicare
find that it helps reduce the out of pocket
expenses for dental services.
With the increase in disposable income, it is
expected that the dental industry will benefit
from these rising levels. IBIS World Research
anticipates, over the next five years to 2022, the
number of people with private health insurance
will level off while per capita disposable income
will rise. According to the American Dental
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Association (ADA), lack of in insurance coverage
is the top reason individuals forgo the dentist. As
the government coverage continues, on a state
by state basis, more individuals will have access
to care, resulting in more visitations.
Client Base
Understanding the client base can sometimes be
slightly tricky. As a rule of thumb, the
demographics of the client base will often
resemble the age of the Dentist, or the location
of the practice. You
could also determine
the client base on
whether the patients
utilize
either
a
Preferred
Provider
Organization (PPO) or
Fee-For-Service. PPO
is considered in the
industry
as
the
dominate
revenue
stream.
However,
depending on the Dentist, for example, if they
are nearing retirement, regardless of the local
area demographic, most of those patients will be
closer in age to the Dentist. That being the case,
those patients will be more likely to utilize the
Fee-For-Service. Clients that are PPO, typically
are in the age range of 30-50 years of age
regardless of the demographic.
Payment Structure
Due to insurance reimbursement schedules that
limit what a dentist may charge for a service,
many dental practices operate on a Fee-ForService basis. In this revenue model, a dentist
will not participate, but will accept insurance
plan revenue. When a dentist accepts an
insurance plan, the dental office will bill
insurance for the treatment provided and will bill
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the patient for the difference between the
office’s usual, customary, and reasonable (UCR)
charges and the maximum reimbursement
allowed by the insurance plan. Dental practices
that have operated on a Fee-For-Service basis for
a longer period, are perceived to be, more of a
valuable practice than those that receive most of
their revenue from PPO plans. Reason for this,
dentist that are in the Fee-For-Service practice
earns more revenue for providing the same
services.
Office
After reviewing the
revenue
and
profitability of a
practice, the client
base, and payment
structure, the next
valuable information
that one should know
is the office space and
or facility of the
practice. One of the
largest expenses that a Dentist incurs is the
building out and purchasing equipment. If your
practice is in a good location, meaning a location
with a very diverse mix of ethnic, age and
income, and have had high quality
improvements, tend to be worth more than
those practices that lack some of the above
items.
Practices that are in higher economic growth
areas, such as in the Northeast region of the US,
have the luxury of having higher prices for their
services. In 2017, dental visits and consultations
accounted for approximately 32% of the total
revenue, The American Dental Association
suggest that patients visit the dentist regularly,
typically about twice a year. This product
segment includes basic dental services, such as
cleanings, examinations, and consultations for

Valuation Pulse
ideas for today

solutions for tomorrow
BUSINESS VALUATION NEWSLETTER FOR BUSINES OWNERS

potential treatment. Having your office
strategically located in an area to take advantage
of those opportunities will certainly have a
significant impact on the practice bottom line.
Conclusion
There are several important factors that go into
understanding the value of a dental practice. In
this newsletter, we covered four critical areas
but could have addressed areas such as, the
skilled office staff, dental associates, hygienist,
office manager, other types of revenue stream
such as DHMO, and MCO and mix of services. My
hope is that these 4 critical points give you a
sense of wanting to know your “next steps”. If
you are interested in knowing more or learning
more about how to value a dental practice and
what things a Dentist have gone through either
selling or buying into a practice, take the time to
reach out to Onyx Partners Group and speak with
a valuation expert for a business consultation.
These meetings have proven to be extremely
helpful for the Dentist in assisting with next steps
and unlocking the practice true value.
For more information on how and why having a
valuation for your dental practice can be
invaluable to you, reach out to Onyx Partners
Group for a valuation consolation at
info@opgbv.com or call 973-902-7828 and speak
with a valuation expert.
Stephen A. White, CVA has been in the financial
industry for over 25 years and is a full-time
valuation expert. He is the owner and founder of
Onyx Partners Group where he specializes in
valuation services for small and mid-size privately
held businesses. The valuation services cover a
variety of areas such as purchases and sales,
divorce, ESOP, gift and estate tax, buy sell
agreements, SBA valuation and consulting.
stephen.white@opgbv.com
opgbv.com
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With a rapidly growing economy,
Onyx Partners Group offers Business
Owners solutions designed to help
you with your needs.

Gift and
Estates
Buy Sell
Agreement

Liquidity
Reasons for a
Valuation
Buying or
Selling

Divorce
Exit
Strategy

Now is the time to speak with an
EXPERT that understands your
industry and will listen to your needs.
info@opgbv.com

973-902-7828

Onyx Partners Group is a member of the
National Association of Valuators and Analyst (NACVA)

