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We have completed the analysis and valuation for your practice.  Our analysis indicates the most 
probable sales price to be 
 

$120,000 
 
with  a likely sales price range being somewhere between a low of $95K and a high of $135K.   This 
value does not include A/R or real estate.  Nationwide, we see this type of practice selling for 
between 30% - 35% of annual collections.  
 
Pricing a practice to sell effectively requires both subjective and objective judgment. The below 
graphic shows some key factors related to the overall desirability and salability of the practice on the 

open market: 

 
Practice Type:  Family Practice  2012 data 
   
Category Practice  Value Qualitative Desirability Assessment 
   

Annual Gross Collections $426K 
 

Owner Discretionary Earnings $240K 
 

Excess Earnings $40K 
 

Days in A/R 1.3 months 
 

Profit Margin 56% 
 

Total Expense 44% 
 

Staff Expense $35K?  
 

Historical growth trend Down in 2010? 
 

Equipment/ Furniture  <$20K? 
 

Owner Provider Hours Worked 40-45 hrs/wk  
 

# Provider / Goodwill xfer 1 MD, 0 NP/PA 
 

Support Staff ratio Only 2 staff 
 

Facility 
Prof Office 
Bldg  

Location & Cost of Living Index 
Major metro, 
CLI at 91  

   
Overall Salability / 
Desirability  

Low - Med  

 
 
 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 

Less Desirable Average More Desirable 
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Normally, we try to price a practice at the maximum value that it cash flows with a low-money 
down loan to attract the widest possible range of buyers.  This maximizes money to the seller while 
helping to create conditions for a faster sale.   Often, we can get up to 90% - 100% financing for the 
practice purchase (and real estate if applicable).  In pricing and marketing a practice there are some 
things we can and cannot control:  
 

 
 

The total practice value makes the following assumptions and inclusions as part of the practice sale: 
 

¶ The transaction would take the form of an asset purchase for the buyer. 
¶ The sales price includes sale of all equipment, appliances, tools, pharmaceuticals, 

medical supplies, drug inventory, instruments, furniture, fixtures, files, records, 
client lists and information, advertising, leases, telephone numbers, trade names, 
and other items used in the conduct of the practice business owned by Seller, plus 
good will. 

¶ 3ÅÌÌÅÒÓȭ ÃÏÖÅÎÁÎÔ ÎÏÔ ÔÏ ÃÏÍÐÅÔÅ ÉÓ ÏÆ ÓÕÆÆÉÃÉÅÎÔ ÄÕÒÁÔÉÏÎȟ ÒÁÄÉÕÓȟ ÁÎÄ ÉÎÃÌÕÄÅÓ ÔÅÒÍÓ 
to protect the Buyer. 

¶ Any associate physicians have an enforceable covenant not to compete. 
¶ Seller will usually provide most equipment free and clear of leases to a new buyer. 
¶ Buyer is able to secure financing at prevailing terms and interest rates. 
¶ Buyer requires financing on the practice acquisition. 
¶ Buyer will be an owner / practitioner.  

 
From my experience, the likely buyer for this practice will be another owner/practitioner physician 
Priced competitively; it wil l probably take 9 -15 months to sell.     
 
Sincerely, 
 
 
_______________________________   April 27, 2013 
Andrew Rogerson , CBI, CBB   Date  
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Introduction 

Subject of Appraisal 

Dr. A.  Sample (ASFP), a 1 FTE physician family practice clinic (with pediatrics) , located in 
Sacramento, CA. 

Nature and History of Subject Practice 

ASFP is a 1 FTE MD family medicine (with pediatrics) practice located in Sacramento, CA.   The 
practice was started in 1993 by Dr. Sample.    The practice moved to its present location in 1998.  
The practice is located in the Bellaire professional office building and has 1575 SF of lease space.  
The facility has 3 exam rooms, 1 ÎÕÒÓÅȭÓ ÓÔÁÔÉÏÎȟ laboratory area, administrative area, and waiting 
area with 22 chairs. 
 
ASFP has a philosophy of providing quality care at a reasonable price.  The practice sees a high 
volume of patients, 200+ per week.    The practice is open M-F, 8:30 ɀ 5:00 pm.  About 35% of 
patients are seen with scheduled appointments; about 65% are walk-ins.  After hours emergencies 
are referred out to an ER at a nearby hospital.  
 
The owner physician works a relatively schedule of 40-45 hours/week, compared to the national 
average of 36 hours/week for this specialty.  Fees are considered average with respect to the 
competition.  The physician does not provide care at offsite locations for inpatient care or nursing 
home rounds. 
 

 
 
The location is a 65,000 square foot building, comprised mostly of medical professionals. It has easy 
access to US 50 and the West Loop.  The facility has security cameras and underground parking to 
provide a safe environment. The building was recently renovated in 2003.  It is located within 3 
miles of medical center. It has 2 floors with elevator, Security camera, access card, covered parking 
underneath the building, onsite maintenance along with daily janitorial service.  It is located near 
Downtown Sacramento. It is near the Galleria, Medical center and many Sacramento, CA 
neighborhoods. 
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Below are two overhead photos of the practice location. 
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Form of Organization of Subject Practice 

ASFP is a California sole proprietorship.  that is 100% owned by Dr. A.  Sample.  There are no other 
shareholders. 

Sources of Information 

We relied on the following client provided information in performing this valuation: 
 
¶ Partially completed Medical Practice Brokers questionnaire 
¶ 2010, 2011 & 2012 Federal tax returns 
¶ Provider income report for 2012 
¶ Email correspondence 

 
No attempt was made to verify the financial information and other information and it was accepted 
and used at face value.   The appraiser did not perform an onsite visit of the subject practice. 

Economic and Industry Conditions 

Overview of the Global and National Economy 

Not documented with the CPR service. 
 

Overview of the State Economy  

Not documented with the CPR service. 

Overview of Practice Locale 

Not documented with the CPR service. 
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History and State of the Industry 

National Healthcare Industry Overview 

Not documented with the CPR service. 

How Economy, Demographics, and Industry Trends Affect Value 

Based on the forecasts for the world, the nation and the state of California, the economy is very 
slow. Growth is expected to remain stagnant or shrink, and inflation is expected to become more 
prevalent in the near term.   Interest rates are expected to increase.  The overall outlook for 
businesses is uncertain with slow growth forecast for both consumer spending and employment.   
 
Overall, the business risk impact resulting from the economic outlook remains moderate to high: 



   
 

Confidential Practice Review  Page 8 

 
Area Business Risk Impact  Financial Risk Impact  

Industry Outlook Moderate Low 
National Economy High High 
Local Economy Moderate Moderate 
Local Demographics Low Moderate 

 
The relevant economic factors indicate a moderate risk for expecting an economic-driven 
downtown in ASFP.  The demand services provided by ASFP are expected remain in demand in the 
foreseeable future.  Hence we conclude that ASFP can reasonably be expected to experience flat to 
normal growth for this type of practice in coming years.  Healthcare reform and reimbursement are 
not expected to be a risk in the near term.   

Analysis of Subject Practice 

Financial Performance of the Practice 

 Not documented with CPR Opinion service. 

Re-casted Financial Statements 

Not documented with CPR Opinion service. 

Practice Characteristics 

Strengths 

Dr. A.  Sample (ASFP) has several positive factors: 
 
¶ Practice Type.   The 1 FTE practitioner family practice providing a variety of primary care services.   

¶ Practice Stability.   The practice has been operating since 1978 in the current location since 
2001 and is well established in the area.  

¶ Demand for Services.   ASFP is a full service family practice offering a standard range of 
family practice modalities and procedures.  Minor surgical procedures are performed onsite, 
while more complex procedures are performed/referred to the nearby 75-bed hospital or 
specialists. 

¶ Historical Growth Patterns.    ASFP gross revenue has been stable with steady growth from 
2009 to 2012.    However, from 2010-2012 revenue growth was 10.5%.  2010 saw a very 
slight down turn most likely due to the economy: -2.2%.  

¶ Income to New Buyer.   The current and anticipated cash flow to the physician owners 
represents an important aspect for any new buyer.  2012 ÓÅÌÌÅÒÓȭ ÄÉÓcretionary earnings is 
about $240K.  7ÅȭÄ ÅØÐÅÃÔ Á ÎÅ× ÂÕÙÅÒ ÉÎ ÁÎ ÁÒÅÁ ×ith a similar Cost of Living Index to want 
after debt service compensation to be $150K or higher.  Based on the aforementioned 
expense adjustments this leaves potentially about $70K available for practice debt service.  
However, a typical buyer will probably want to increase the support staff to more normal 
ratios thus increasing expense structure.   

 
¶ Expenses.   ASFP expenses are lower than national averages, primarily due to lower support 

staff expense.  
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Weaknesses 

However, the following practice characteristics may potentially increase risk, lower value, or 
warrant further investigation:  

 
¶ Payer Mix.  No payer information was provided but it is assumed the payer mix includes a variety 

of payer sources, including cash and Medicaid. 

¶ Doctor Hours.   The owner physician averages 40-45 hours/week practicing medicine 
administrative duties.  This is somewhat higher than the average number of hours worked 
for this specialty.  

¶ General Practice Philosophy.   The practice appears to offer high volume care at affordable rates.  
Fewer buyers like this business model.  

¶ Facility.   The practice is located in a large medical profession building, near a medical center, and 
major highways.  The facility is somewhat smaller than many buyers prefer at 1575 SF.  

¶ Transferability of Goodwill.   Transferability of goodwill is considered lower than normal.  
This is due to a combination of factors, including a non-English speaking patient base, and 
low support staff ratio. 

¶ Growth Potential.  Immediate and easy growth potential is not apparent.   Adding support 
staff of physician extenders are a possibility to increase revenue.  But it would take time and 
effort on the part of a buyer.  

¶ Furniture, Fixtures, and Equipment:   The practice has lower than average amount of 
equipment and furniture.  No detailed list was provided. In-place value is assumed to be about 
$20K.   

¶ Computers/Automation.   The practice is computerized but does not have an EMR or HER system 
in place.   Due to Federal regulations a new buyer might have to spend $40K-$50K to install a new 
system.  

¶ Staffing Ratio.  There are only two medical assistant support staff.  There are no midlevel 
providers, or nurses.  The staff ratio is much lower than the 4.4 support staff per FTE physician 
industry standard.  

¶ Current Practice Financials .  2012 and y-t-d 2011 practice income/expense statements were not 
provided.  The appraiser assumes that income has shown modest/slight growth, and expenses 
showing higher growth; representing a net flat earnings with 2012 levels.  
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Practice Location Relative to Competing Practices 

Local competition of healthcare practices is moderate.  The graphics below shows a sampling of 
nearby competing family practice and internal medicine practices and hospital facilities: 
 
 

 
 

  



   
 

Confidential Practice Review  Page 11 

Valuation of Subject Practice 

Approach to Value 

At Medical Practice Brokers, Inc., we consider the three approaches used in business appraisal and 
the various methods under each approach: 
 
¶ Asset Approach  

o Excess Earnings method 
o Adjusted Book Value method 
o Liquidation Value method 
o Cost to Create method 

¶ Market Approach  
o Direct Market Data method 
o Prior Transaction method 
o Rule of Thumb method 
o Guideline Public Company method 

¶ Income Approach  
o Single Period Capitalization method 
o Multiple Period Discounting method 
o Multiple of Discretionary Earnings method 
o Gross Revenue Multiples method 

 
Many factors need to be considered in the selection of the appropriate method(s) to use in 
valuation analysis.  Not all methods are appropriate in every situation.  The choice of the valuation 
methods to be used in an appraisal assignment is a judgment reserved to the appraiser, and is 
determined by factors specific to the assignment and subject practice characteristics. Our 
experience shows that by using these approaches to independently determine value, and then 
selecting one or more approaches that are most appropriate for this situation using judgment an 
experience to render a likely sales price (i.e., fair market value).  Where possible, we use multiple 
approaches to provide a crosscheck of value.  We use judgment and experience to determine 
relative importance and applicability of the various methods and results.    
 
Additionally, we normally perform two feasibility checks in determining practice value: 
 
¶ Cash Flow Feasibility:  Á ȰÓÁÎÉÔÙ ÃÈÅÃËȱ ÏÆ ÈÏ× ÍÕÃÈ ÄÅÂÔ ÓÅÒÖÉÃÅ ÔÈÅ ÐÒÁÃÔÉÃÅ ÃÁÎ 

theoreticÁÌÌÙ ÁÆÆÏÒÄ ÂÁÓÅÄ ÏÎ ÅØÐÅÃÔÁÔÉÏÎÓ ÏÆ Á ÔÙÐÉÃÁÌ ÂÕÙÅÒ ÉÎ ÔÏÄÁÙȭÓ ÍÁÒËÅÔÐÌÁÃÅȢ 
¶ Liquidation Value Feasibility:   !ÎÏÔÈÅÒ ȰÓÁÎÉÔÙ ÃÈÅÃËȱ ÏÆ ÐÒÁÃÔÉÃÅ ÖÁÌÕÅ ÉÎ ÁÎ ÏÒÄÅÒÌÙ ɉÉȢÅȢȟ 

3- 6 months) liquidation of all practice assets. 
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Calculation of Discount and Capitalization Rates 

Not documented with CPR Opinion service. 
 

Application of Asset Approach 

EXCESS EARNINGS METHOD 
      

Next Year's Forecasted Net Cash Flow               240,000    

FMV salary adjustment for 1 FTE MD based on 

production & hours              (165,000)   

Next Year's Forecasted Excess Earnings                 75,000    

      

Return on Net Tangible Net Assets      

   (Value of Net Tangible Assets -       

    from Adjusted Book Value Method)           20,000     

      

Rate of Return on Net Tangible Assets  5.0%    

      

Actual Return on Net Tangible Assets                   1,000    

      

Excess Earnings (amount to be applied                 75,000    

   to the intangible assets)      

      

Capitalization of Excess Earnings to Value Intangibles:    

      

Excess Earnings          75,000  =             192,308    

Capitalization Rate for Intangibles 39.0%     

      

ESTIMATED VALUE OF INTANGIBLE ASSETS              192,308    

      

Indicated Value - Intangible Assets (Rounded)            192,000    

 

Methods Considered but Rejected 

¶ The Adjusted Book Value method was rejected as the sale considered is an asset sale, not a 
stock sale, and goodwill represents a significant component of practice value.  

¶ The Liquidation Value method was rejected as the practice is not under consideration for 
liquidation. 
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Application of Market Approach 

Direct Market Data Method 

Below is a chart showing family practice sales1 in recent years: 
 

 
 
 
One can draw a rough guideline that this practice type currently sells for about 32Ϸ ÏÆ ÏÎÅ ÙÅÁÒȭÓ 
gross income. But, data shows that this ratio often varies above or below the average by as much as 
41% gross income (i.e., ±2 std. dev.).    The histogram below shows sales data from a different view: 
the frequency distribution of sales price ratios: 
 

                                                                    
1 Data extracted from 2012 Goodwill Registry data and MPB private sales data 


