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Selling Your 
Dental Practice 101
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Is it time to sell? 
The team at PMA Practice Transitions partners with very specialized banks that  

focus exclusively on the dental community. Dental practice lending is a specialty  

niche within banking that focuses exclusively on financing for dental practice

acquisitions, which is critical to a successful dental practice transition. Those that 

specialize in this niche understand practice cash flow, are knowledgeable about the  

industry and work hard to offer buyers the very best loan term and structure.

Selling dentists may not think that bank with a dental niche is important to them in

a sale. After all, it’s the buyer’s loan, right? Believe it or not, the buyer’s lender

can dramatically impact the seller’s goals in a transaction. It’s important that the

selling dentist understands how this impacts his or her own transaction. A dental  

specialty lender understands cash-flow lending vs. asset-based lending, which is  

critical for financing a dental practice. Lenders usually offer 100 percent financing  

for the buyer, so the seller receives 100 percent of the sale proceeds at closing.

 

It’s always important for dentists to stay on top of their practice numbers. However, if

selling your dental practice is on the horizon, it’s absolutely critical to get your practice

finances in order. After all, your ability to sell at the right price depends on your buyer’s

ability to finance the purchase. Let’s examine three key areas where lenders will focus

their attention before approving a buyer’s loan, and we’ll identify what you can do

NOW to prepare ahead of time.

Before you sell your dental practice, it is important to know what buyers  
(and their advisors) will be analyzing. 
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1. Revenue and Growth
 
Keep pushing to the finish line to show consistent profits. Lenders will not  
only look at how long your doors have been open, but closely examine revenue  
trends. It’s essential to keep production up, even when you want to down.

Imagine this scenario. Just four years ago, your practice was hitting  
on all cylinders. Production and revenues were solid. You were still  
adding new patients, and your practice was financially healthy. With  
strong and steady business, you started taking some time away from  
work. After all, you’ve earned it. However, 

Why is this bad? Let’s say a dental practice generated revenues of  
$740,000 in 2015, $800,000 in 2016, and $650,000 in 2017. A savvy  
buyer (and that person’s lender) will wonder why there was a significant  
drop from 2016 to 2017. The answer seems harmless: the dentist decided  
to pursue his dream of teaching at a local university. Coincidentally, he was  
convinced to refurbish and purchase new equipment for the practice in an  
effort to boost the sale price. 
 
This practice owner will learn the hard way that taking time off and allowing  
revenue to drop – while taking on additional debt – may have a negative  
impact on the sale price. He wants $600,000, but most lenders will only  
finance between 75 to 80 percent loan to gross revenues, leaving the dentist  
at a very difficult position.

Lenders look at current practice revenues and, depending on the size of the  
practice, may go as far back as three years. What matters most is whether the  
practice is trending in positive direction. A dip in practice revenue will raise a red  
flag during the underwriting process.

If your goal is to sell your practice for top dollar, remember that decreasing your  
workload too early may not be good for your bottom line. Maintaining consistent  
production and revenues now will pave the way for a smooth practice transition  
and a more fruitful, enjoyable retirement later.

Slowing down  
could have an  

adverse effect on 
your selling price.
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2. “Clean” Financials
Precise, complete accounting helps a lender understand the real profitability  
of your practice. The second area a lender will focus on is the overall financial  
health of your business. Lenders want to see “clean” practice financials that  
accurately account for all expenses related to running your day to day operation. 

All too often, practice owners run personal expenses through the business,  
which means lenders pay attention to areas like payroll, vehicle expenses, 
interest, insurance premiums, travel costs, building expenses and office supplies. 

For example, dental supply expenditures may draw attention if they are  
slightly off of the normal average, which is about 6 percent annually. Payroll 
for staff, hygiene, chair side and retirement contributions should total around 
28-30 percent of gross collections. For those looking to sell, keep that in mind.

3. Accurate Expenses
Don’t write everything off of your practice to minimize your tax burden. Hopefully  
you have a good CPA – or even better, a dental-specific CPA – who can advise  
you on tax deductions. In an effort to reduce taxable income, many dentists  
spend too much time trying to run lots of expenses through their business.

This can produce short-term relief by creating a lower overall declared
income. While this may reduce your tax burden in the short term, it may be 
problematic for a lender. Lenders want to ensure there is absolutely enough  
cash flow in the practice to support the debt service coverage. The challenge
is determining how much they will finance a potential buyer for after addbacks.

Now that you know what lenders look for, take an honest look at your practice  
numbers ahead of time instead of waiting until a few months before selling your  
practice. Identifying gaps and analyzing these key factors can make for a much  
smoother transition and help you get the most value out of your practice.

Even if you don’t review these items, a buyer’s advisor will. They’re just as  
concerned about revenue and profitability as lenders are. Selling a practice can  
be complex, but it doesn’t have to be painful. Approaching this transition armed 
with the information you need, and with your practice finances in order, will help 
ensure a smoother, and hopefully more profitable, path into the next stage of your life.

Plan ahead!  
It’s not too early  
to think about  

positioning your
practice for  
future sale.
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Declining revenue in 
a dental practice
After 40 years of practicing dentistry and wanting to spend more time with your
family, you are ready for retirement and ready to sell your practice. You think you’ll 
find a buyer quickly, and the transition will be simple. After all, you have been in the  
same location for many years and in a growing area, built a solid practice with loyal 
patients, you have an experienced staff that will stay on board post transition. Who  
wouldn’t want to buy this practice? Only one issue, revenues have been declining.

Regardless of the reason for the decline in revenue, the decline does create issues
when selling your practice. A potential buyer may decide to pass on the practice when
they hear revenues have declined. With the number of practices that are currently on the
market, a buyer may see your practice as more of a challenge versus another practice
that is located nearby that has a higher asking price but stable revenues.

The buyer may have a difficult time getting financing for the purchase of the practice  
as lenders prefer to see stable or increasing revenues. The lender financing the 
transition will need to fully understand the reasons for the decline, and the potential for
revenues to rebound as it is ultimately the revenues that drive the ability to repay the loan.
If there is not a clear understanding or an action plan, the lender will likely deny the loan.

Lastly, the selling price of the practice will be negatively impacted if revenues are down. 
The buyer will want to base the purchase price of the practice on the most recent 
revenue/production levels and not on the levels from three years ago. Settling for less
than what you expected for a practice that you have built for decades is difficult.
There are many situations that can impact revenues that are out of your control.  
However,being cognizant of, and having a handle on, those items that are within 
your control can really benefit you in the transitioning process.



Page | 6

Why should I use a practice 
transition consultant?
Dental practice transition consultants are vital to selling a practice for many reasons.  
Sometimes there can be a negative stigma about business brokers, but it is very important  
for both sides of the transaction to engage with a practice transition consultant (PTC).  
When a PTC represents the seller, he spends a lot of time getting to know both the seller  
and the practice, which helps when searching for a buyer. The PTC also gains a deep  
understanding of the practice financials through due diligence and producing a final  
valuation amount and report. In addition, it is easier for the bank when a PTC is involved  
as the PTC helps orchestrate the transaction. When there isn’t a PTC involved, the  
go-to person is missing, which makes it harder to communicate throughout the transaction.



Page | 7

As a seller, why should I care  
about the buyer’s bank? 
There are several reasons why a seller should care about the bank that provides financing  
for the buyer. Banks vary in scope and size, but they all generally focus on the retail customer,  
deposit relationships and home loans. When it comes to commercial lending, the larger  
national and multi-national banks tend to focus on large corporate relationships while regional  
and local banks tend to focus on mid-market relationships (between $10 - $100 million).

Most banks categorize dental practices as “small businesses” and typically provide financing  
through their SBA program. The SBA loan process can be cumbersome and time consuming. 
It is backed by the U.S. government and has strict regulations that can limit the transaction  
structure such as how the purchase agreement is written, which has tax implications for  
sellers, etc. Additionally, an SBA loan requires up to 20 percent cash down or a seller note, 
which remains on standby for two years (the seller receives 80 percent of the sale proceeds  
at closing with payments for the remaining 20 percent to begin two years later).

It’s advantageous to all parties involved if the lender specializes in dental practice financing.  
Dental practice lending is a specialty banking niche that understands cash-flow lending vs.  
asset-based lending, which is critical for financing a dental practice. These lenders typically  
offer 100 percent financing for the buyer, which means the seller receives 100 percent of the  
sale proceeds at closing. Additionally, these lenders have the expertise and well-established  
systems in place for expediting the approval, documentation and funding processes to  
facilitate a timely and smooth closing – which is key to a successful sale and a benefit to all.
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Creating the right culture 
regardless of practice size
Investing in a conducive culture for your patients, staff, vendors and community is just as  
important as investing in the right equipment. This not only helps you now by making a pleasant  
work environment, but helps you when you are ready to sell.   

Fortune 500 companies and global corporations spend billions of dollars and millions of hours  
trying to develop the “right corporate culture.” But what about creating the right culture for your  
dental office? What can you do to create the kind of culture that benefits your patients, your  
employees and your bottom line?  

Think you are too small to worry about culture?
Even the tiniest office and the sole dentist need
to think about the culture you want to create.  
Culture for a dentist is rooted in your goals for 
patients, staff, vendors and your community. How  
does your culture help you to attract and retain ...
 •  patients?
 •  quality staff?
 •  quality vendors and partners?
 • positive image in the community?

The following are some culture considerations that a dental practice should consider to  
ensure the office is running as smoothly and productively as possible.

1.  What does the physical environment of the office say about the practice? Is it clean,
 modern and inviting, or is it old, neglected and stale?

2.  What kind of image does your staff convey to patients? Is it friendly, professional
 and patient-centric, or is it cold, uncaring and schedule-driven?

3.  What do your processes say about your office? Are vendors paid on time, patient
 records filed meticulously and appointments scheduled flawlessly? Or, are vendors chasing
 you for payment, files in disarray and double-booked appointments a common mistake?

4.  What do your colleagues, building tenants and the community in general think
 about your practice? Are you consistently generating patient and acquaintance referrals,
 fielding invites to industry gatherings and requests for community-based sponsorships? Or,
 are you constantly struggling to attract attention and therefore patients?

All of the above descriptions result from the culture you create. If you want to build a sustainable  
patient list, bring in quality staff, create solid vendor relationships and nurture a good image, you  
have to invest in your culture. That could mean an update on your décor and equipment,  
purchasing new patient and billing software, volunteering in the community, rewarding employees 
and spending a little more time to ensure you’re hiring the right people.
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Finally, one of the most critical components of culture, and often missed by many dentists, is  
how staff are treated and valued. Every element of your practice, from operations to patient  
contact quality, will improve if the culture you create treats employees with respect and  
courtesy, demonstrates that they are valued and appreciated, and promotes accountability and respect.

The biggest and best companies in the world invest a huge amount of their time and resources  
in building and sustaining the right corporate culture. Other than scale, you should be no different.  
To be the best dental office you can be, invest in your culture. 

According to Inc. Magazine:

 “Corporate culture refers to the shared values, attitudes, standards and  
 beliefs that characterize members of an organization and define its nature.  
 Corporate culture is rooted in an organization’s goals, strategies, structure 

and approaches to labor, clients and the greater community.”
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Planning for retirement ...  
by avoiding mistakes

It’s always difficult to plan for retirement, especially to a group of professionals
like dentists who are at many points along a long continuum of a career timeline.

Some are just starting out, some are in their prime years and some are close to  
“calling it a day.” It is important to generally discuss the goal of a healthy and  
comfortable retirement. Of course the biggest problem with retirement planning  
is that for most it is a long way’s off, and there seem to be many other priorities  
that get in the way each day. It’s the old battle between planning for tomorrow  
and acting today.

Therefore, here are some common ways to avoid mistakes actions today that
will help you have a healthy and comfortable retirement down the road.

Don’t get into a bad spending cycle

There can be a very vicious cycle with earning more and more income. As you
earn a little more, you might start spending a lot more. A great habit to get into is  
diligently tracking your spending. Use some kind of money management tracking  
software to show you your spending patterns. By seeing those patterns on a screen,  
you can get a handle on where your spending is going and act accordingly. 

Software can help you see not just how much you spend on meals out, but how  
much of your income is dedicated to that pursuit.
 

Save for tomorrow, today
While it’s great to try and pay down debt right now, if you are sacrificing  
retirement dollars tomorrow for some debt reduction in your practice today,  
you might be sorry.

If you are trying desperately to pay down the debt on those new dental chairs,  
or new Pano, are you sacrificing some savings that will be critical for your  
retirement? Reducing debt sensibly and prudently is a long-term strategy that  
must take into account factors such as interest rates, your age, tax rates and  
your retirement goals. Having an expert like a CPA or financial advisor who can  
work with you to develop a sound debt reduction plan is most likely going to
help you both today and when your retire.

Spending is less  
about the money  

you are laying out; it’s 
about how much of 

your income is  
being eaten away. 

There’s an old 
adage about saving 
for retirement: pay 

yourself first!
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Don’t let success breed carelessness.

When you first opened your office, you were probably meticulous with expenses.
You knew how much your payroll was, you rent, your office equipment – everything.
Your growth was small and manageable and so was your overhead.

But as your practice grows and you become more and more successful, the  
money you collect increases – which is great – but so does your overhead and  
expenses. What used to be a fairly easy task of account for everything within  
your practice might now become a nightmare of confusion.

Again, a software solution like a QuickBooks can help you keep track of the
percentage each item, like supplies, rent, marketing and other vendor costs to  
show you how they are growing, and what percentage they are taking out of  
your collections. Unmanaged overhead today can hurt you dearly as retirement  
approaches. 

Make a plan, write it down and don’t let it collect dust.

Having goals and a sound financial plan to attain those goals is critical to  
everyone – dentists included. You most likely wrote down a lot of goals  
when you decided to become a dentist: scoring well on the Dental  
Admission Test, desired location for your first practice, how much you  
wanted to make, etc.

Don’t stop now that you have your own practice. If you don’t have financial
goals and a plan, you are likely to be just treading water for years. Write  
down the specific goals you want to achieve when you retire – and visit  
them at least annually. They don’t have to be cast in stone, just make a  
plan and keep it active and updated.

It is critical to  
get a handle on  

overhead and make 
sure you can manage 

it effectively. 

It is a cliché, but  
if you fail to plan -  
you plan to fail. 
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A dentist must know his or her  
limitations
You know everything about incisors and bicuspids, but are you as well versed in
IRAs and 401(k)s? If not, find a good financial advisors and/or CPA who IS the expert.
Yes, hiring these professionals costs money, but being penny wise and pound foolish with
your money is not only a dangerous game to play today, it can literally lead to disaster
as retirement approaches. Being a dentist is a profession, an avocation and a calling.

Along the way, there are many ways you can both take action now and also plan
for the retirement you richly deserve. Avoid these common mistakes to make it all work on
the continuum of your career.
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Choosing the right
loan for your practice sale
They say that “time heals all wounds,” but in some cases, too much time might
cause more pain than we think. For dentists — no strangers to pain management— 
the length of your practice loan might harbor some hidden pain if the term is too long.  

Until the late 1990s, banks typically structured 5-year loans for most dental practices. As
banking relationships have evolved, the common loan duration stretched to seven
years and then to about 10 years. Since the recession, loan terms have increased even more,  
and today it is not uncommon for some lenders to offer 15-year or even 20-year loans.

While longer loans do allow for smaller monthly payments, there are two concerns dentists
should be aware of:

1. Significant losses in the event of the need to sell due to an unforeseen event.

2. The sum of total interest paid over the course of the loan.

These should both give dentists pause. In almost every case, a shorter term loan
is the proper course of action for dentists who wish to have manageable monthly  
payments, lower interest payments, and tangible profits.

Consider the three scenarios on the next page to illustrate these points. For Scenarios  
1 and 2, we are assuming that a dentist owns his/her practice, has a loan, and will have  
to sell sooner than expected for personal reasons. Further, when purchased, the practice was
bringing in around $1 million in collections. 

Assumptions for the first two scenarios:  

 •  Practice collections: $1,000,000 
 • Sales price: $750,000 (with a column showing a 5% decline in revenue)
 •  Seller has a 10-year loan at a 5% interest rate or 15-year loan at a 5.5% interest rate
 •  Seller pays a 10% brokerage commission on sale of the practice
 •  Seller pays 20% in taxes from the sale
  (taxes vary based on depreciation and value of business. consult your CPA a true tax estimates.)
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Scenario 1, with a 15-year loan, a dentist who has to sell the practice in three years would need to bring 
significant cash to closing or order to pay off debt—up to $43,000 if they had a 5% decline in collections. With  
a 10-year loan, however, the dentist would make somewhere between $38,000 and $67,000.

Scenario 2, the dentist with a 15-year loan would still make some money, but it is significantly less  
revenue than a dentist with a 10-year loan (approximately $144,000!)

Scenario 3 assumes that a dentist paid his/ her loan as scheduled until maturity.  As you can see, there 
 is a big difference in interest paid. Your practice has great value. It is critical that you explore these types of  
scenarios when considering a loan’s term and structure. You just might save yourself a lot of pain and frustration 
by considering all of the options available to you.

 Scenario 1: Unexpected reasons cause the new owner to sell after 3 years

 Scenario 2: Unexpected reasons cause the new owner to sell after 5 years

 Scenario 3: Regular payments over a 15-year and 10-year amortization

            The difference, in total interest paid, between a 15-year loan and a 10-year  
             loan is $151,000!
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