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Whether you’re a physician with a
small or large group, you’re likely
concerned about the future of your
practice. You’ve dedicated a great
deal of time and energy to build-
ing your practice and taking care
of patients. Perhaps your clinic is
thinking of combining forces with
a hospital to better cope with the
wealth-shrinking impact of last
year’s financial meltdown or to
deal with the anticipated conse-
quences of health care reform or to
help with long-range planning is-
sues surrounding recruiting, reten-
tion, and succession. Or perhaps it
was your plan all along to retire in

the next few years. By whatever
path you took to get here, you’re
now approaching a crossroads: a
milestone that affects your prac-
tice, your family, your wealth, and
your future.

The crossroads is the transition
of your practice. When the time
comes for transition—whatever
your reason—you want to make
sure your practice and your pa-
tients will be left in good hands. In
a perfect world you'd find someone
who’ll pay you precisely what you
believe your practice is worth and
at the same time provide the same
level of care to your patients that
you did.

Any final ownership transition
plan needs to take into consider-
ation your retirement goals and
your needs. It must contain a price
and terms to provide sufficient
cash flow to fund your retirement
and maintain your lifestyle while
being economically feasible for
the new owners to sustain the
practice. But successful ownership
transition really begins with iden-
tifying potential successors, which
may include new physicians, other
clinics, or hospitals.

Physicians must evaluate many
factors before transitioning their
practice. A few of the key areas of
focus that are integral to a success-
ful transition plan are:
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Entity structure. Business enti-
ties structured years ago may
not have been designed with
succession in mind and may
create adverse tax consequenc-
es to the seller or purchaser.
The original entity structure
must be evaluated to determine
whether any further restructur-
ing is needed to facilitate any
potential future transaction.
Entity structuring is a key area
to address well in advance of
any potential business transi-
tion in order to ensure that the
physician group is positioned
to maximize its return.

Assessing  your ownership
transition choices. Who are
your buyers? There are dif-
ferent issues associated with
each of your options. If you’re
transitioning to younger phy-
sicians, your ability to attract
quality candidates will be criti-
cal, since younger physicians
are often not interested in their
own practice but rather attract-
ed to the stability of a hospital.
If you’re looking at selling to a
larger clinic or a hospital, then
you have many issues to con-
sider, ranging from outright
sale of the practice to a joint
venture. Regardless of your
transition strategy, the chang-
ing economic and regulatory
environment requires even



greater cooperation between
physicians and hospitals, and
any transition plan must take
this into consideration.

* Managing the tax impact. Tax
is always a major component
of any transaction, and appro-
priate steps must be taken to
manage this cost when plan-
ning, negotiating, and structur-
ing a deal. However, federal
income tax, both corporate and
personal, isn’t the only compo-
nent to be thinking about. State
and local sales tax, use tax,
business tax, and any personal
property or real estate excise
taxes must also be factored
into the transaction, since these
costs are often overlooked un-
til the end—creating an un-
pleasant surprise.

Ownership transition is the process
by which you transfer ownership
to both maximize value and fulfill
your financial goals. It provides an
orderly exit for you while enhanc-
ing your practice’s value. Once
you’ve established your personal
and financial needs, determined
the value of your practice, devel-
oped cash flow models, and iden-
tified potential management suc-
cession issues, you can evaluate
the various options for transferring
ownership and choose the most ad-
vantageous one.

It’s important to remember that
your situation is unique. Every
physician and every practice has
a different financial scenario, per-
sonal circumstances, operations,
management, knowledge and edu-
cation, motivations, and hopes. A
meaningful ownership transition
plan will lead to increases in cash
flow, greater transferable value,
long-term practice continuity and
success, and continuous high-qual-

ity care for your patients.

This is a very difficult and de-
manding time to be a physician
running a practice. Because of all
of the challenges facing you today,
from the changing regulatory en-
vironment to capital constraints to
recruiting and retention of top tal-
ent to the economy, now is a great
time to evaluate your options.
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