
44 Practical Neurology May 2005

EVEN IF YOU DON’T INTEND TO SELL, GETTING AN UP-TO-DATE VALUATION

AIDS YOUR LONG-TERM FINANCIAL PLANNING. THIS HANDY WORKSHEET

GIVES YOU A PREVIEW OF THE PROCESS.

BY RICHARD C. KOVAL, MPA, CMPE
Incline Village, NV
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f you’re like most physicians, your practice is one of the
more valuable assets you own, possibly your biggest
investment in terms of dollars and undoubtedly a major
investment in time and effort. As with any sellable com-

modity, the true value of your practice depends on what a buyer
would be willing to pay you for it, resulting from negotiation
between the parties. That’s highly specific to the circumstances
and motivations of you and the buyer at the time in which the
sale takes place. Conducting a practice valuation, as discussed in
this article, will establish a range of likely value in advance of
those negotiations. 

A valuation is helpful if you’re expecting an associate to
become a co-owner in the practice, or if a current owner is antic-
ipating retirement or leaving the practice for other reasons. It’s
also necessary if you’re planning to buy another practice, sell your
practice to another physician or group, or considering a merger.
Even if you’re not planning for a specific transaction, it’s often
helpful to determine practice value as a component of your per-
sonal financial planning. 

Types of Valuations
Valuations are usually done by consultants or accountants who
specialize in such work. The self-evaluation described below is
a worthwhile learning experience but no substitute for objec-
tive analysis by a skilled professional. The cost of a profession-
al valuation will vary considerably depending on the purpose of
the assessment and the level of details needed. 

For example, a practice acquisition financed by a commercial
lender will likely require a comprehensive valuation that not only
includes financial calculations but also information about the
nature of physician practices, trends in payer reimbursement,
local market demographics and other facts largely unknown to a
casual reader. Such valuations will typically cost between $5,000
and $15,000 and often entail a site visit by the valuator. 

However, a transactional valuation will focus on the num-
bers alone and assumes the reader already understands the con-
text of the practice. These valuations are commonly used for
inter-doctor transactions such as buy-ins and buyouts and will
usually cost between $1,500 and $5,000. In these assessments,
the valuator will usually base conclusions on a variety of finan-
cial documents and won’t necessarily visit the practice itself. 

Both types of valuations will likely be of equal accuracy; the

difference is in the level of due diligence involved. In a compre-
hensive valuation, the valuator has personally checked the
physical facility and source documents used, while a transac-
tional analysis will likely depend on the accuracy of informa-
tion supplied by the practice. Most valuations are transaction-
al rather than comprehensive, but that’s mostly defined by the
circumstances involved.

The Components of Value
The value of a practice will usually comprise three key aspects:

1. Net Equity. This is almost everything the practice owns
less what it owes, as reported on your balance sheet. The valu-
ator will normally adjust the balance sheet amounts in certain
ways. One adjustment will increase equipment from its “book
value” to “fair market value,” reflecting the amount a willing
buyer would likely pay. Another adjustment is made to delete
accounts receivable and goodwill/covenants from the balance
sheet, since those are considered as separate parts of value.

2. Collectible Accounts Receivable. This is the estimated
value of services you’ve provided, for which collections have
not yet been received. Since most practices post charges at a
higher amount than their payers’ fee schedules, the valuator
must reduce the receivables balance by the estimated amount
of these contractual adjustments, and then compute the slight
additional adjustment for bad debt loss. The result is the
amount expected to be collected by the practice over subse-
quent months.

3. Intangible Assets. This is also known as goodwill, reflect-
ing the value of the practice’s reputation and identity in the
market, its ongoing relationships with referrers and patients,
the value of its administrative systems, and other factors. Value
is usually determined as a function of practice collections or
profitability, largely based on prior years’ income statements.

The context of a planned transaction will determine how
those numbers are used. For instance, physician buy-ins and
buy-outs will commonly include all three factors noted above.
By comparison, most practice purchases and sales will include
only the fair market value of equipment and the value of intan-
gible assets, with the seller keeping accounts receivable and all
other assets and liabilities. On the other hand, most mergers will
consider net equity alone with the newly combined parties col-
lecting their own accounts receivable and bringing their own
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“goodwill” into the newly combined practice. Because of these
numerous variations, it’s helpful to have qualified advisors assist-
ing you if you’re considering a transaction of this type.

Your overall practice value will be pretty much the same in
almost any type of transaction. The difference is that some
transactions will include everything the practice owns and
owes, while other transactions will result in some things being
included, other things excluded.

By the Numbers
The Valuation Worksheet on the following page provides a
simplified demonstration of how value might be computed for
a solo neurology practice or a single-specialty neurology group
practice. While this worksheet will generally illustrate how the
pieces of a valuation fit together, it should not substitute for
appropriate due diligence on your part. Be sure to consult with
a qualified advisor before embarking on an actual purchase or
sale of a practice ownership interest.

To complete the valuation exercise, you’ll need (a) your most
recent balance sheet, (b) your most recent depreciation sched-
ule, (c) your most recent aged accounts receivable totals, and (d)
your most recent income statement. Ideally, all four reports will
share the same date. Chances are, you’ll also need a bit of help
from your accountant or practice administrator to complete it.

The worksheet is divided into three key sections, correspon-
ding to the primary components of value: (1) net equity value,
(2) collectible accounts receivable value, and (3) intangible
assets. Let’s consider each in turn.

Net Equity Value
To compute net equity, you’ll start toward the bottom of your
balance sheet in a section called “net equity” or “owners’ equity”
or a similar title. In this section, you’ll typically find
a total that includes amounts labeled stock, capital,
paid-in capital, retained earnings, or other descrip-
tions. List the total equity amount in Line 1 of the
worksheet.

Various adjustments may be needed to this equi-
ty amount, such as the following:

1. Subtract amounts listed in the “asset” section
of your balance sheet pertaining to goodwill, charts,
covenants, or other intangibles. These will be valued
in a separate section of the Worksheet. Note that the
subtracted amount should net of any accumulated
amortization. For example, if the balance sheet lists
the following under “assets”…

Goodwill ...................................................$50,000
Less Accumulated Amortization.............($30,000)
Net Book Value .........................................$20,000

…then you’d subtract the net book value of $20,000 from your
net equity calculations. Insert the total for all such intangibles, if
applicable, in Line 1a of the Worksheet.

2. Delete the “book value” of your practice’s tangible assets.
Tangibles include the things you can touch and feel such as fur-
niture, fixtures and equipment. Book value reflects the worth of
these items as computed for tax purposes but is usually lower
than their actual fair market value. You’ll deduct the book value
in favor of fair market value determined below. The book value
figure will be found listed under assets in your balance sheet. It
will usually comprise an entry such as the following:

Furniture, Fixtures, and Equipment.......................$150,000
Accumulated Depreciation.........................................90,000)
Net Book Value .........................................................$60,000

In this example, the $60,000 amount is what you would need
for Line 1b.

3. Adjust the net book value of your practice assets to their
higher, fair-market value instead. This means reorganizing the
information from the depreciation schedule, sorting the origi-
nal cost of equipment by the year it was acquired. Value is
determined by taking the cost basis (i.e., the amount you paid
for the equipment when acquired new) and multiplying it by a
declining 10-year, straight-line schedule with a minimum 20
percent value. 

This approach tends to provide a useful composite for most
equipment owned by a physician practice. The cost basis for
assets acquired within each year is totaled and applied against
the percentages as per the example in the chart below:
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Within 1 Year Ago $  25,000 90% $  22,500
Between 1 and 2 Years Ago $  15,000 80% $  12,000
Between 2 and 3 Years Ago $  37,000 70% $  25,900
Between 3 and 4 Years Ago $  21,500 60% $  12,900
Between 4 and 5 Years Ago $  42,600 50% $  21,300
Between 5 and 6 Years Ago $    7,500 40% $    3,000
Between 6 and 7 years Ago $  23,000 30% $    6,900
7 or More Years Ago $119,000 20% $  23,800

Total Fair Market Value: $128,300
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Practice Valuation Worksheet
This worksheet is for instructional purposes only. Please consult with a qualified advisor for a definitive opinion of practice value before
proceeding with any purchase or sale transaction. See the article text for explanations of line items; note that entries in brackets are
negative numbers and should be treated as such in your computations.

Adjusted Net Owner’s Equity (from Practice Balance Sheet and Depreciation Schedule)

Line 1: Insert Your Practice’s Stated Net Equity Amount $___________________

Line 1a: Exclude Assets Listed as Goodwill/Charts/Covenants ($___________________)

Line 1b: Deduct the Net Book Value of Tangible Assets ($___________________)

Line 1c: Insert Summarized Equipment Cost Totals

Items Acquired Cost Basis PercentageEstimated Value

Within 1 Year Ago $_____________ x 90% = $_____________ 

Between 1 and 2 Years Ago $_____________ x 80% = $_____________

Between 2 and 3 Years Ago $_____________ x 70% = $_____________

Between 3 and 4 Years Ago $_____________ x 60% = $_____________ 

Between 4 and 5 Years Ago $_____________ x 50% = $_____________ 

Between 5 and 6 Years Ago $_____________ x 40% = $_____________ 

Between 6 and 7 years Ago $_____________ x 30% = $_____________ 

7 or More Years Ago $_____________ x 20% = $_____________ 

Insert Sum of Estimated Equipment Values $___________________ 

Line 1d: Delete Accounts Receivable if Listed as Part of Equity ($___________________)

Add Lines 1, 1a, 1b, 1c, and 1d. This is the estimated value of adjusted net owner’s equity $____________________

Collectible Accounts Receivable (from Accounts Receivable Aging Report)

Line 2: Insert Your Practice’s Gross Accounts Receivable Balance $____________________

Line 2a: Multiply Line 2 by 0.20 (20%) $____________________

Line 2b: Insert the Balance of Accounts 

Receivable Aged 120 Days or More( $___________________)

Line 2c: Add Lines 2a and 2b $____________________

Line 2d: Insert the Lesser of Zero or Line 2c ($___________________

Line 2e: Add Lines 2 and 2d: $____________________

Line 2f: Multiply Line 2d by –0.40 (-40%) ($___________________)

Add Lines 2e and 2f. This is the estimated value of collectible accounts receivable. $____________________

Intangible Assets (from Income Statement)

Line 3: Insert Your Practice’s Annual Net Collections $____________________

Multiply Line 3 by 0.25 (25%). This is the estimated value of intangible assets. $____________________

Add owner’s equity, accounts receivable, and intangible totals.This is the practice’s estimated value. $____________________
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In this example, equipment that cost the practice $290,600
when new is now worth $128,300. Your depreciation schedule
will identify equipment by cost and year acquired. Once the
totals for each year are determined, you can insert them into
the appropriate spaces on Line 1b of the worksheet.

4. Adjust accounts receivable if that value is included in net
equity; if it’s offset by a liability, no adjustment is needed. The
easiest way to determine this is simply to ask your accountant,
“Are receivables offset in my balance sheet by a liability or are
they included in net equity?” If the answer is “liability,” no
adjustment is needed. If the answer is “net equity,” you’ll need to
subtract the receivables amount at its posted value. Insert this
amount, if applicable, in Line 1c of the worksheet.

5. Adjust Line 1 by the adjustments in Lines 1a, 1b, 1c and
1d; the resulting amount illustrates how practice net equity
might be determined.

Collectible Accounts 
Receiveable Value
This one’s a bit easier to compute on your own. First, record
your gross receivables balance on Line 2 of the worksheet.
Various adjustments may be needed to this amount, such as:

1. Multiply the accounts receivable balance by 20 percent
(0.20) and record that amount on Line 2a. Write in the total bal-
ance of accounts indicated on your aging report exceeding 120
days in age on Line 2b as a negative number  Add Lines 2a and
2b to produce Line 2c. 

2. If the result is a negative number (i.e., your accounts over
120 days are greater than 20 percent of your total accounts
receivable), this suggests the presence of older accounts that
probably aren’t collectible. If so, the negative number should be
inserted in Line 2d. If the result is a positive number, no adjust-
ment is needed. Add Lines 2 and 2d to compute your gross
expected collections amount and insert the result in Line 2e.

3. Then multiply Line 2e by negative 40 percent and insert
the result in Line 2f as a negative number. This reduction cor-
responds to the contractual adjustments found in most prac-
tices resulting from the difference between the fee schedule you
use to post charges and the lower payments amounts found in
payers’ fee schedules. If you’re one of the few practices whose
billing system posts at the payer fee schedule amount, this
adjustment may not be necessary.  

4. Adding Lines 2e and 2f results in an estimate of the like-
ly value of accounts receivable once those funds are collected
over succeeding months.

Intangible Assets
This one is easiest of all. Locate your net collections for the
prior full year on the income statement.  Net collections are
defined as your gross collections total less refunds. Write this

amount in Line 3
of the Worksheet.

In most transac-
tions involving
neurology practice
sales, intangible
assets will equal
approximately 25
percent or so of a
practice’s net collec-
tions. Multiplying
Line 3 by 25 per-
cent will yield an
approximate intan-
gible asset value.

Keep in mind
that overhead can
affect this value. “Overhead” is defined as practice costs less
providers’ compensation, retirement plan contributions and
discretionary expenses (i.e., automobiles and other costs not
intrinsic to practice and of a semi-personal nature). If the prac-
tice has unusually high overhead (i.e., greater than 62 percent)
or low overhead (i.e., less than 54 percent), practice value can
differ from the amount suggested by this percentage. The
nature of the transaction can also affect whether intangible
value is best measured by net collections or net income (prof-
it).

Summary
The sum of the worksheet amounts should provide a reason-
able basis for illustrating how your practice value might be
determined. 

However, note that if you’re in a group practice, you may
have a defined formula that differs in approach or outcome. Or
if you’re in a solo practice, you may be unable to find willing
buyers at the valuation amount suggested in this exercise or by
a qualified valuator. Remember that the true value of a practice
is a product of negotiation between a willing buyer and a will-
ing seller, not a mathematical exercise having the precision of
rocket science. 

If you are contemplating the purchase or sale of a practice
ownership interest, be sure to have a qualified advisor provide
a customized assessment of worth, ensuring that the parameters
of the deal and your personal expectations are realistic. PN

Richard C. Koval, MPA, CMPE is principal and senior consultant
with BSM Consulting headquartered in Incline Village, Nevada. He
can be reached at 775.832.0600 or by e-mail at rkoval@bsmcon-
sulting.com.

The true value 

of your practice

depends on what

a buyer would 

be willing to pay

you for it.

                     


