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The purpose of the Dental Business Institute Program 
is to educate, train, and develop entrepreneurial 
dentists to successfully lead, manage, govern, and grow 
dental practices of any shape or size from solo practice, 
to managed group practice, to corporate models.
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Notes:



Building The Financial Roadmap

“The Pessimist complains about the wind, the Optimist expects it to change, the 
Realist adjusts the sails.”

– William Arthur Ward

The Importance of Change

Companies that know when and how to change survive and thrive. Companies that don’t — no matter 
how successful they may have been in the past — put themselves in grave danger.

Examples of Missing the Opportunity to Change and Adapt

At its peak, Kodak controlled 90% of the U.S. film market and was one of the world’s most valuable 
brands. Kodak invented the first digital camera back in 1975. They were afraid its new digital 
technology would cannibalize its film business, so they buried their patent for 10 years and later sold 
it to Toshiba.

Here’s another example. Blockbuster was a brand leader in video rental,  with thousands of stores 
nationwide. They failed, however — not because of streaming video or video piracy, nor because of 
iTunes, new technology, new devices, or high-speed Internet. Rather, they failed simply because they 
chose not to change their business strategy and approach.

Notes:
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The Business Plan

A business plan should be used to create written goals — not just a hopeful prediction. The goals 
must be measurable, meaningful, and achievable.

Having a business plan solidifies your vision in a tangible, measurable format. Having a well-crafted 
business plan helps to secure financing for developing or expanding your practice.

Additionally, understand that following a business plan is not just a trip from A to B. Rather, it serves 
to create measurable waypoints. You can and should stop along the way to make sure you’re on pace; 
a successfully executed plan needs to be dynamic.

What Makes a Good Business Plan

A good business plan needs to be targeted to your audience, contain the appropriate elements, and 
take into account a number of considerations.

Notes:



Elements of a Business Plan

Creating an effective business plan requires beginning with the end in mind. Most business plans 
utilize a format containing the following elements, in the order listed below:

• Executive Summary

• Company Overview

• Business Description

• Product/Service

• Market

Who is Your Audience?

The first thing to consider is who your audience is. Will you be creating a business plan for yourself, 
your team, your investors, your supply partners, or your equity partners? Or will the business plan be 
primarily to get funding for your entrepreneurial endeavor?

Now, what if your audience is a non-dentist (such as a banker from whom you wish to arrange 
financing)? A non-dentist needs to read the plan and be able to answer:

• Who are the players?

• What do they want to do?

• Who else does this, and how?

Notes
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Management

Determining the right organizational structure 
is critical. You need to correctly define your role, 
as well as other management you put into place 
and those under them in your hierarchy.

• What will be done by you? By an employee? 
By an outsourced firm?

• Who will report to whom?

• What job descriptions and responsibilities are 
needed?

• When it doesn’t go right, then what?

Customers

If you don’t identify your target market, how can 
you reach them? Here are some questions you 
should consider:

• Who are the customers I want to attract and 
retain?

• How do they know me?

• Why should they care about my business and 
its services?

• How will I keep them coming back?

• What are they worth to me?

PLAN CONSIDERATIONS

With regard to your business plan, you should 
take into account your competition, yourself, 
your management, and your customers. Note 
that your plan should be flexible. It should have 
“if this, then that” scenarios. Importantly, it must 
contain clearly-defined milestones and goals.

What About Your Competition?

It’s important to know something about your 
competitors, as what they do (or don’t do) 
will directly impact your market share. At a 
minimum, you should know who is competing 
directly with you, as well as what competes 
indirectly. 

This leads to other key questions. What is 
your plan for winning? Also, what are your 
disadvantages and how do you plan to overcome 
them?

Know Thyself

As important as it is to have good information 
about your competitors, it is vital to know about 
yourself (meaning, yourself and your business). 
Questions you should ask yourself include:

• What am I capable of?

• What are my limitations?

• How do I see my role, as time passes?

• In what way and to what extent do I matter to 
the business?

• How will the business survive if I am no 
longer a part of it someday?



Notes

Anticipating the Future

Historically, there have been a number of 
disruptive technologies. These include telecom, 
computers, and more recently, nano-technology.

In the future, it is anticipated that there may be 
embeddable sensors (the Internet of Things) 
and wearables (the Internet of You). Then 
there’s bioengineering, more applications of 3D 
printing, tele-dental services, and other possible 
technologies (or new applications of existing 
technologies). 

Consider, too, the impacts of changing 
socioeconomic conditions. This can include 
demographic shifts, impacts of legislation (such 
as the ACA), projections for actuarial data, 
population and language changes, and more.

Your Exit Strategy 

It’s important to know why you’re creating a 
business (and, as a result, a business plan). Are 
you planning to build a business to sell later at a 
profit? Or will you stay with your business, grow 
it, and continue to run it yourself? And what will 
you do if your venture doesn’t go according to 
plan?

Being able to answer these questions will offer 
you a much greater chance of having your 
business plan approved for a loan. Bankers 
want to understand just what it is you’re trying 
to do, how much your business is likely to make, 
and what your long-term goals are — including 
having an exit strategy.

Detail

An acceptable business plan must have 
more than words. It also needs numeric data 
supported with charts and graphs. Be sure to 
use industry financials.

It is also important to have you document be 
free of errors.  You may want to consider hiring a 
professional editor.

In order to be a meaningful tool, your plan has 
to clearly articulate your vision, and show the 
financial roadmap you’ve built to achieve your 
goals.

Although performing a SWOT analysis is not 
strictly necessary for writing a business plan, 
it’s still a good idea. The act of conducting this 
analysis provides valuable insight into your 
business from a short-term and long-term view, 
with a holistic picture of what to expect (and how 
to deal with it).

DBIonDemand.com



Access the Business Plan Template

Expenses & Capitalization

We will be using the Dental Business Plan template. This template is Handout #1 in your folder. It has 
also been emailed to you.

Note: The electronic version of this template functionally links to an Excel spreadsheet. Changes you 
make in the linked Excel spreadsheet will be reflected in the Word document template.

How to Use the Business Plan Template 

To create your own business plan, use the two files provided via email. 

First, open the Excel file called “Dental Business Plan Financials.” Use that template to create the 
financial statements and projections that will appear in the final written business plan.

Next, open the Microsoft Word Document named “Dental Business Plan Template.” When you open 
the file, this message will appear:

Click “Yes” and the changes you made to the Excel file will now automatically create the financial 
statements that are exhibits in the Word document for your custom business plan.
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Sample of an Executive Summary
FIRST CHOICE DENTAL is a provider of dental services to patients of all ages, now with five locations 
surrounding Somewhere, Ohio. Each practice accepts patients covered by most dental insurances, 
including patients who are covered by Medicaid.  

Tom Smiles, DDS is the sole owner of the business. FIRST CHOICE DENTAL’s competitive edge relates 
to offering full-service dentistry at each location, extended hours for easy patient access, and an 
exceptional patient experience. 

Tom Smiles has successfully managed FIRST CHOICE DENTAL for 10 years. He received his 
undergraduate degree from Rutgers University and his Doctorate of Dental Science from Howard 
University; established in 1881, it is the fifth oldest dental school in the United States. 

Dr. Smiles opened his first practice in 2001 in Little, Ohio as a scratch startup and grew the practice 
to over $1M of patient collections in three years. He then went on create the entity FIRST CHOICE 
DENTAL and acquired four more practice locations. 

FIRST CHOICE DENTAL is in negotiations to acquire the practice of Don Retires, DDS. His current 
patient base consists of the following: 

• Medicaid recipients
• PPO care plans

Madison County is comprised of 21 individual municipalities, spanning over an area of 305 square 
miles. The growth and development of this area has been on the rise for centuries, and is now 
standing as the home of 324,186 residents and thousands of diversified businesses. Those numbers 
are set to increase, with a projected 2014 population expected to reach 343,600 (a 15.5 percent 
increase since 2000). Located in the heart of the nation’s largest metropolitan area, Madison County 
contains a balance between urban and suburban neighborhoods and rural country sides.

FIRST CHOICE DENTAL is seeking $500,000 in financing to acquire and improve the practice of Dr. 
Retires. It is anticipated that the $500,000 in funding will provide necessary capital to cover the costs 
of the following:

• Existing Practice Acquisition
• Purchase New Equipment

Dr. Retires has shown a net profit margin for 2010, 2011, and 2012 of $102,298, $128,285, and 
$143,685, respectively. Total Collections for 2010, 2011, and 2012 were $300,000, $350,000, and 
$375,000, respectively. 

Based on the numbers above, and significant due diligence on the part of Dr. Smiles, the parties 
have agreed on a fair market purchase price of $250,000 for the practice of Dr. Retires, to include all 
current assets, lease assumption, and accounts receivable.

• Some indemnity insurance plans
• Cash paying patients

• Leasehold Improvements
• Initial Marketing/Transition Costs

DBIonDemand.com
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1.1 Objectives

Post-acquisition, the objectives for FIRST CHOICE DENTAL are to:

1.2 Mission / Vision

Template Samples



1.3 Keys to Success 

FIRST CHOICE DENTAL’s keys to success in prior acquisitions include:

1.2 Mission / Vision

2.1 Business Description
Tom Smiles, DDS is the sole owner of FIRST CHOICE DENTAL of OHIO, Inc. dba FIRST CHOICE DENTAL, 
a registered Ohio corporation taxed as an S-Corp. FIRST CHOICE DENTAL operates the following 
wholly owned subsidiaries as separate practice locations:

FIRST CHOICE DENTAL of Main St, LLC; FIRST CHOICE DENTAL of Back St, LLC; FIRST CHOICE DENTAL 
of Front St, LLC; FIRST CHOICE DENTAL of Middle St, LLC; FIRST CHOICE DENTAL of Molar Ave, LLC.

FIRST CHOICE DENTAL will create a new wholly owned subsidiary called FIRST CHOICE DENTAL of New 
St, LLC to acquire the existing practice assets of Dr. Retires.

2.2 Company History
The owner, Dr. Tom Smiles, has been in practice for 15 years. The growth of his multi-location 
enterprise has exceeded all forecasts, and continues to grow. The past performance table below 
shows the developments of revenue, assets, liabilities, and operating expenses for the last 3 years of 
business.  

DBIonDemand.com
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Anytown	Dental,	LLC Exercise	1

PROFIT	AND	LOSS	STATEMENT Jan	-	Dec	18 %
INCOME

Pa2ent	Revenue 705,724.22
Pa2ent	Refunds -2,270.35
INCOME	FROM	SERVICES 703,453.87 100.00%

EXPENSE
Adver2sing 10,954.30 1.56%
Auto	Expense 3,785.00 0.54%
Bank	Fees 3,757.67 0.53%
Common	Area	Maintenance 2,318.91 0.33%
Computer	Expenses 1,825.75 0.26%
Con2nuing	Educa2on 7,659.37 1.09%
Dental	Supplies 46,728.42 6.64%
Deprecia2on	Expense 12,545.00 1.78%
Dues	&	Licenses 3,716.92 0.53%
Health	Insurance 12,094.96 1.72%
Insurance 4,695.00 0.67%
Janitorial	Services 2,960.00 0.42%
Lab	Fees 48,735.51 6.93%
Legal	&	Accoun2ng 8,683.26 1.23%
Magazine	Subscrip2ons 739.95 0.11%
Meals	&	Entertainment 2,363.50 0.34%
Office	Supplies 10,149.94 1.44%
Payroll 201,119.85 28.59%
Payroll	Taxes 16,662.21 2.37%
Pension	Administra2on 1,250.00 0.18%
Pension	Contribu2ons 37,273.23 5.30%
Postage	and	Delivery	Costs 3,467.86 0.49%
Property	Taxes 3,096.40 0.44%
Rent 33,720.00 4.79%
Repairs/Maint	-	Buidling 4,086.40 0.58%
Repairs/Maint.	-	Equip. 3,411.44 0.48%
Staff	Mee2ngs 1,389.56 0.20%
Telephone	Expense 4,383.64 0.62%
Travel 2,280.00 0.32%
Uniforms 2,528.94 0.36%
U2li2es 4,299.04 0.61%

TOTAL		EXPENSES 502,682.03 71.46%

PRACTICE	NET	INCOME 200,771.84 28.54%



Notes
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Anytown	Dental,	LLC Exercise	2

PROFIT	AND	LOSS	STATEMENT Jan	-	Dec	18 %	of	Income
INCOME

PRODUCTION
	Pa=ent	Charges	-	Doctor 585,523.50 64.64%
Charges-		Hygienist	#1 174,698.00 19.28%
Charges	-	Hygienist	#2 145,658.75 16.08%

TOTAL	PATIENT	CHARGES 905,880.25 100.00%

Collec=on	Ra=o 77.65%

COLLECTIONS
Pa=ent	Revenue	-	Doctor 462,050.22 65.68%
Pa=ent	Revenue	-	Hygiene 243,674.00 34.64%
Pa=ent	Refunds -2,270.35 -0.32%

INCOME	FROM	SERVICES 703,453.87 100.00%

EXPENSE
CLINICAL	COSTS

Dental	Supplies 46,728.42 6.64%
Lab	Fees 48,735.51 6.93%

TOTAL	CLINICAL	COSTS 95,463.93 13.57%

EMPLOYEE	COSTS
EMPLOYEE	BENEFITS

Health	Insurance 12,094.96 1.72%
Staff	Pension 6,773.23 0.96%
Uniforms 2,528.94 0.36%

TOTAL	EMPLOYEE	BENEFITS 21,397.13 3.04%
PAYROLL	TAXES

Staff	Payroll	Exp-FICA 15,385.67 2.19%
Staff	Payroll	Exp-FUTA 290.82 0.04%
Staff	Payroll	Exp-SUTA 304.72 0.04%
Workers'	Compensa=on 681.00 0.10%

TOTAL	PAYROLL	TAXES 16,662.21 2.37%

SALARIES
Salaries	-	Office 65,283.00 9.28%
Salaries	-	Assistants 48,274.85 6.86%
Salaries	-	Hygienists 87,562.00 12.45%

TOTAL	SALARIES 201,119.85 28.59%
TOTAL	EMPLOYEE	COSTS 239,179.19 34.00%

FACILITIES	COSTS
FACILITIES	OPERATING	EXPENSE

U=li=es 4,299.04 0.61%
Janitorial	Services 2,960.00 0.42%
Repairs/Maint	-	Building 4,086.40 0.58%

TOTAL	FACILITIES	OPERATING	EXPENSE 11,345.44 1.61%



Anytown	Dental,	LLC Exercise	2

PROFIT	AND	LOSS	STATEMENT Jan	-	Dec	18 %	of	Income
SPACE

Rent 33,720.00 4.79%
Property	Taxes 3,096.40 0.44%
Common	Area	Maintenance 2,318.91 0.33%

TOTAL	SPACE 39,135.31 5.56%
TOTAL	FACILITIES	COSTS 50,480.75 7.18%

EQUIPMENT
Repairs/Maint.	-	Equip. 3,411.44 0.48%
Deprecia=on	Expense 12,545.00 1.78%

TOTAL	EQUIPMENT 15,956.44 2.27%

GENERAL	OVERHEAD	EXPENSES
Staff	Mee=ngs 1,389.56 0.20%
Telephone	Expense 4,383.64 0.62%
Insurance 4,695.00 0.67%
Marke=ng 10,954.30 1.56%
OFFICE	EXPENSE

Office	Supplies 10,149.94 1.44%
Bank	Fees 3,757.67 0.53%
Postage	and	Delivery	Costs 3,467.86 0.49%
Magazine	Subscrip=ons 739.95 0.11%
Computer	Expenses 1,825.75 0.26%

TOTAL	OFFICE	EXPENSE	 19,941.17 2.83%
PROFESSIONAL	FEES

Accoun=ng 8,683.26 1.23%
Pension	Administra=on 1,250.00 0.18%

TOTAL	PROFESSIONAL	FEES 9,933.26 1.41%
TOTAL	GENERAL	OVERHEAD	EXPENSES 51,296.93 7.29%

TOTAL	OPERATING	OVERHEAD 452,377.24 64.31%

INCOME	BEFORE	DOCTOR	EXPENSES 251,076.63 35.69%

DOCTOR	EXPENSES
Auto	Expense 3,785.00 0.54%
Con=nuing	Educa=on 7,659.37 1.09%
Dues	&	Licenses 3,716.92 0.53%
Meals	&	Entertainment 2,363.50 0.34%
Owner	Pension 30,500.00 4.34%
Travel/Other 2,280.00 0.32%

TOTAL	DOCTOR	EXPENSES 50,304.79 7.15%

PRACTICE	NET	INCOME 200,771.84 28.54%

DBIonDemand.com
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FIRST CHOICE DENTAL of NEW ST, LLC

(Cash Basis)
2016 2017 2018 2019 2020 2025

INCOME
PRODUCTION

 Patient Charges - Doctor 391,625 643,420 755,399 993,052 1,188,001 1,403,493
Charges-  Hygienist #1 139,588 182,382 201,780 236,631 262,812 319,006
Charges - Hygienist #2 59,538 77,878 86,191 101,127 112,348 136,431

TOTAL PATIENT CHARGES 590,750 903,680 1,043,370 1,330,810 1,563,160 1,858,930

Collection Ratio 87.60% 90.00% 92.00% 94.00% 96.00% 98.00%

COLLECTIONS
Patient Revenue - Doctor 318,375 553,052 671,933 913,198 1,125,478 1,366,312
Patient Revenue - Hygiene 199,125 260,260 287,971 337,758 375,159 455,437

INCOME FROM SERVICES 517,500 813,312 959,904 1,250,957 1,500,638 1,821,750

EXPENSE
CLINICAL COSTS

Dental Supplies 39,085 50,425 59,514 77,559 93,040 112,948
Lab Fees 28,463 48,799 62,394 81,312 105,045 127,522

TOTAL CLINICAL COSTS 67,548 99,224 121,908 158,872 198,084 240,471

EMPLOYEE COSTS
EMPLOYEE BENEFITS

Staff Pension 4,611 5,397 6,815 8,241 9,526 10,249
Uniforms/Other 3,725 9,147 11,804 17,336 22,822 27,840

TOTAL EMPLOYEE BENEFITS 8,336 14,544 18,618 25,577 32,349 38,089
PAYROLL TAXES

Staff Payroll Exp-FICA 11,758 13,761 17,377 21,015 24,292 26,135
Staff Payroll Exp-FUTA 378 432 540 594 702 756
Staff Payroll Exp-SUTA 1,470 1,680 2,100 2,310 2,730 2,940
Workers' Compensation 995 1,216 1,562 2,178 2,443 2,624

TOTAL PAYROLL TAXES 14,602 17,089 21,579 26,097 30,167 32,455

SALARIES
Salaries - Admin 44,000 50,000 70,000 90,000 110,000 110,000
Salaries - Clinical 42,000 44,000 65,000 80,000 95,000 95,000
Salaries - Hygienists 67,703 85,886 92,151 104,705 112,548 136,631

TOTAL SALARIES 153,703 179,886 227,151 274,705 317,548 341,631
TOTAL EMPLOYEE COSTS 176,640 211,519 267,348 326,379 380,064 412,175

FACILITIES COSTS
FACILITIES OPERATING EXPENSE

Utilities 5,250 5,600 6,270 6,600 7,500 7,500
Repairs/Maint - Building 9,750 10,400 12,730 15,400 17,500 17,500

TOTAL FACILITIES OPERATING EXPENSE 15,000 16,000 19,000 22,000 25,000 25,000
SPACE

Rent 43,375 61,600 63,197 65,056 66,630 66,630
Property Taxes 4,000 5,600 5,768 5,944 6,120 6,120
Common Area Maintenance 2,625 2,800 3,135 3,300 3,750 3,750

Profit and Loss Projections

DBIonDemand.com
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FIRST CHOICE DENTAL of NEW ST, LLC

(Cash Basis)
2016 2017 2018 2019 2020 2025

Profit and Loss Projections

TOTAL SPACE 50,000 70,000 72,100 74,300 76,500 76,500
TOTAL FACILITIES COSTS 65,000 86,000 91,100 96,300 101,500 101,500

EQUIPMENT
Repairs/Maint. - Equip. 10,000 16,000 19,000 20,000 20,000 20,000

TOTAL EQUIPMENT 10,000 16,000 19,000 20,000 20,000 20,000

GENERAL OVERHEAD EXPENSES
Telephone Expense 4,500 5,000 5,500 6,000 6,500 6,500
Insurance 4,500 4,800 5,100 5,400 5,700 5,700
Marketing 35,000 25,000 30,000 50,000 75,000 75,000
OFFICE EXPENSE

Bank Fees 5,434 7,930 8,639 11,259 13,506 16,396
Computer Expenses 3,600 4,140 4,761 5,475 6,296 7,241
Office Supplies 24,079 29,363 30,397 35,795 40,217 46,016

TOTAL OFFICE EXPENSE 33,113 41,433 43,797 52,529 60,019 69,652
PROFESSIONAL FEES

Legal & Accounting 9,500 12,300 15,100 16,900 18,700 18,699
Pension Administration 2,500 2,700 2,900 3,100 3,300 3,301
Consultants/Other 5,000 5,000 50,000 50,000 25,000 25,000

TOTAL PROFESSIONAL FEES 17,000 20,000 68,000 70,000 47,000 47,000
TOTAL GENERAL OVERHEAD EXPENSES 94,113 96,233 152,397 183,929 194,219 203,852

TOTAL OPERATING OVERHEAD 413,300 508,975 651,753 785,479 893,867 977,998
NET INCOME BEFORE DOCTOR EXPENSES 104,200 304,337 308,151 465,478 606,771 843,751

DOCTOR EXPENSES
Continuing Education, Dues, Etc. 7,500 7,500 10,000 10,000 15,000 15,001
Doctor Compensation 101,880 174,211 208,299 278,526 337,643 409,894
Doctor Payroll Taxes & Other Benefits 12,500 13,500 16,500 19,000 22,000 22,000

TOTAL DOCTOR EXPENSES 121,880 195,211 234,799 307,526 374,643 446,895

EBITDA -17,680 109,125 73,351 157,952 232,127 396,857

Interest 24,237     21,167     18,560     15,060     13,063     41,030     
Depreciation 35,760     56,251     34,978     22,094     21,561     -               
Amortization 31,734     26,734     26,734     26,734     26,734     -               
Deductions from sale closing 25,000     

NET TAXABLE INCOME -134,410 4,973 -6,920 94,064 170,769 355,826



Notes
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Notes



There are a few financial statements of which 
you need to be aware:

• Income Statement (P&L)

• Balance Sheet

• Statement of Cash Flows

Income Statement (P&L)

The Income Statement, also called a Profit & Loss 
statement (P&L), provides information about 
how the company performed over a specific 
period of time.

It can be used to determine profitability, how 
credit-worthy the company is, and to make 
predictions about future financial performance 
based on past information.

GAAP mandates that public companies use 
accrual-based accounting and complete their 
financial statements accordingly. However, 
many small, private businesses, including dental 
practices, keep their records on a cash basis.

While this doesn’t change the look of the income 
statement, it is something you want to keep 
in mind when analyzing the statements. The 
income statement for a manufacturing company 
will look slightly different from that of a service 
company. Accounts such as “cost of goods sold” 
are not applicable to service industries and are 
therefore not on the income statement. 

Transactions such as equipment purchases and 
loan repayments do not appear on a P&L.

Fundamentals of Financials

Balance Sheet

The Balance Sheet, also called a statement 
of financial position, is a summary of an 
organization’s assets, liabilities, and equity as of 
a specific date. 

It is based on the fundamental accounting 
equation Assets = Liabilities + Owners’ Equity. 
This equation must always be in balance. 

• Assets normally carry debit (+) balances.

• Liabilities and Equity normally carry credit (-) 
balances.

For example, if you take out a loan to buy new 
equipment, your assets will go up and your 
liabilities will go up as well. 

Similarly, if you use cash to buy new equipment, 
their corresponding accounts will increase and 
decrease accordingly, keeping the equation in 
balance.

DBIonDemand.com
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Statement of Cash Flows

The cash flow statement reports the cash generated and used during the time interval specified in its 
heading. The period of time that the statement covers is chosen by the company. For example, the 
heading may state “For the Twelve Months Ended December 31, 2016.”

The cash flow statement organizes and reports the cash generated and used in the following 
categories:

• Operating activities – converts items from the P&L such as accrued pension deductions and 
accounts for debt activity.

• Investing activities – reports the purchase and sale of assets and reverses depreciation.

• Financing activities – reports any equity transactions such as buy ins or dividends paid to owners.

Notes:



Accounting Methods

Different accounting methods may be used to track finances.

Accrual Accounting

Accrual accounting is an accounting method that measures the performance and position of a 
company by recognizing economic events regardless of when cash transactions occur.

The general idea is that economic events are recognized by matching revenues to expenses (the 
matching principle) at the time in which the transaction occurs rather than when payment is made (or 
received).

Cash Basis Accounting 

Under the cash basis accounting, revenues and expenses are recognized as follows: 

• Revenue recognition: Revenue is recognized when cash is received.

• Expense recognition: Expense is recognized when cash is paid.

Financial Terminology

With regard to creating a business plan, it is important to be familiar with certain financial 
terminology.

Term & Definition

EBITDA - Earnings Before Interest, Taxes, Depreciation, and Amortization. EBITDA is net income with 
interest, taxes, depreciation, and amortization added back to it, and can be used to analyze and 
compare profitability between companies and industries because it eliminates the effects of financing 
and accounting decisions.

EBITA - Earnings Before Interest, Taxes, and Amortization. EBITA is net income with interest, taxes, 
and amortization added back to it. It also can be used to analyze and compare profitability between 
companies and industries by eliminating the effects of financing and some accounting decisions, but 
recognizes the cost of equipment and technology that it important to future profitability.

Current ratio - Current assets/Current liabilities

Acid-test ratio - (Cash equivalents + Marketable securities + Net receivables)/Current liabilities

DBIonDemand.com
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Key Insight:

Learning to read, and understand, financial statements is key to the ability to manage the 
growth of your enterprise.

Notes:



Sole 
Proprietor

C CorporationC Corporation S Corporation LLC

Lawsuit protection for 
owners when business is 
sued?

NO YES YES YES

Asset protection for business 
assets when owner is sued?

NO NO NO YES

Additional business tax 
deductions available?

NO YES YES YES

Who is taxed on business 
profits?

Owner Corporation Shareholder
Your choice - Owner or 

Company

When to use?
Not 

recommended

When a management 
company has a non-dentist 
owner.

When owner has taxable 
income and wants to save on 

self-employment taxes.

To hold real estate. Or 
for smaller practice or 
startups where you want 
losses to flow through to 
the owner.

Benefits

Few - high 
liability and 

fewer tax 
deductions 

than 
alternatives 
listed here. 

Certain benefits, like disability 
insurance, are only deductible 
to C-corps.
Lower tax rates may apply.

Owner can take a "reasonable" 
salary, and have the rest of the 
profits distributed without self-
employment/Social Security 
tax.

Also limits liability, like 
a corporation, but does 
not have the same 
restrictions on pass 
through losses

(Be sure to check your State Laws!)

When establishing a business, there are different types of entities to 
consider:

• Sole Proprietorship

• C Corporation

• S Corporation

• LLC

Each type has advantages and disadvantages, as summarized below.

TYPES OF BUSINESS ENTITIES
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Brief Summary

Many businesses start out as a sole proprietorship. This is the easiest and least expensive approach. 
The main problem with selecting this type of entity for your business is liability. Whereas, with an LLC, 
for certain types of liability, you cannot be sued for more than the value of your business assets. If 
your sole proprietorship is sued, all your assets — both business and personal — are potentially at 
risk.

S-Corp

An S-Corp is a pass-through entity, meaning that the shareholder(s) pay the tax on any profits. These 
profits — “called dividends” — are not subject to Medicare or Social Security tax. In some states, they 
may also not be subject to local earned income tax. 

There are a few disadvantages to using an S-Corp. You would have a greater tax burden, more 
paperwork, and less flexibility. Nevertheless, an S-Corp may be a good idea if you own a business 
where you’ll disperse most of the profits to yourself, and you are likely to make more than $300,000 
per year.

C-Corp

This can be a good option in states where S-Corps face higher taxes, or in management companies 
where all profits are distributed to S-Corps.

LLC

Provides the same protection as the corporations, but without some of the complexity and 
restrictions on distributions.

Key Insight:

Selecting the right business entity is a critical part of the structural and tax planning for your 
business.



Notes
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Key Insight:

Selecting the key metrics to measure will help insure the success of your plan.

Tax Structures and Considerations

Different scenarios exist that require decisions for tax and legal structures. These include:

• Multi-Owner Single Practice

• Multi-Office Site / Multi-Owner

• Multi-Office Site / Multi-Owner / Management Company

• Multi-Office Site / Multi-Owner / Management Company / Leasing Company

To make an informed decision, consult an attorney and an accountant knowledgeable regarding the 
laws and tax code in your state.

How Do You Structure the Management Company? 

If you utilize a management company, there are several factors to be considered. For example, which 
services will be provided? What fees will be charged? Which entities will be involved?

Pass-Through Tax Effects

Making and keeping your business profitable requires more than just having a large number of 
customers. Considerable savings (and thus higher bottom-line) can be attained by making wise 
choices when it comes to taxes. 

With regard to pass-through tax effects, be sure to evaluate the following:

• Where do profits get taxed?

• Who gets the benefits of depreciation?

• What is the cost of a buy-in for an associate?



Notes
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Year 5 Year 7 Year 15 Year 39 Year

Total Annual 
Depreciation 

Expense WITH 
Study

Total Annual 
Depreciation 
Expense W/O 

Study

Change in 
Depreciation 

Expense

After-Tax 
Change in 
Cash Flow

Present 
Value of 

Changes in 
Cash Flow

1 40,000 1,429 4,000 9,102 54,531 12,820 41,711 16,684 16,684

2 64,000 2,449 7,600 18,204 92,253 25,640 66,613 26,645 24,223

3 38,400 1,749 6,840 18,204 65,194 25,640 39,554 15,821 13,076

4 23,040 1,250 6,156 18,204 48,650 25,640 23,010 9,204 6,915

5 11,520 893 5,541 18,204 47,678 25,640 22,038 8,815 6,021

6 893 4,986 18,204 35,603 25,640 9,963 3,985 2,475

7 893 4,724 18,204 23,821 25,640 (1,819) (728) (411)

8 446 4,724 18,204 23,375 25,640 (2,266) (906) (465)

9 4,724 18,204 22,928 25,640 (2,712) (1,085) (506)

Cost Segregation Studies 

Here are some more examples based on a $1,000,000 building 
or a $500,000 tenant improvement in a rented space:

COMPONENT DEPRECIATION COMPARISON

Sample Analysis - If You Own a $1,000,000 Building

Property Class
Percetage 
Assumed

Depreciable 
Basis

Precentage 
Assumed

Depreciable Basis

5 Year Property 20% 200,000 0% 0

7 Year Property 1% 10,000 0% 0

15 Year Property 8% 80,000 0% 0

39 Year Property 71% 710,000 100% $1,000,000

Total $1,000,000 Total $1,000,000

WITH Component
Depreciation Study

WITHOUT Component
Depreciation Study

Tax Basis    $1,000,000
Tax Rate    40%
Present Value Factor 10%

Year 1
$16,684

Year 2
$69,393

Year 3
$58,961

PRESENT VALUE OF CHANGES 
IN CASH FLOW



Year 5 Year 7 Year 15 Year 39 Year

Total Annual 
Depreciation 

Expense WITH 
Study

Total Annual 
Depreciation 
Expense W/O 

Study

Change in 
Depreciation 

Expense

After-Tax 
Change in 
Cash Flow

Present 
Value of 

Changes in 
Cash Flow

1 45,000 714 0 3,461 49,176 6,410 42,766 17,106 17,106

2 72,000 1,225 0 6,923 80,147 12,820 67,327 26,931 24,483

3 43,200 875 0 6,923 50,997 12,820 38,177 15,271 12,621

4 25,920 625 0 6,923 33,468 12,820 20,648 8,259 6,205

5 25,920 446 0 6,923 33,289 12,820 20,469 8,188 5,952

6 12,960 446 0 6,923 20,329 12,820 7,509 3,004 1,865

7 446 0 6,923 7,369 12,820 (5,451) (2,180) (1,231)

8 223 0 6,923 7,146 12,820 (5,674) (2,270) (1,165)

9 0 6,923 6,923 12,820 (5,897) (2,359) (1,100)

COMPONENT DEPRECIATION COMPARISON

Sample Analysis - If You Own a $500,000 in Tenant 
Improvement Rented Space

WITH Component
Depreciation Study

WITHOUT Component
Depreciation Study

Property Class
Percetage 
Assumed

Depreciable 
Basis

Precentage 
Assumed

Depreciable Basis

5 Year Property 45% 225,000 0% 0

7 Year Property 1% 5,000 0% 0

15 Year Property 0% 0 0% 0

39 Year Property 54% 270,000 100% $500,000

Total $500,000 Total $500,000

Tax Basis    $500,000
Tax Rate    40%
Present Value Factor 10%

PRESENT VALUE OF CHANGES 
IN CASH FLOW

Year 1
$17,106

Year 2
$67,872

Year 3
$53,974
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The Risk of Embezzlement

According to the ADA, 60% of dentists are embezzled from  during 
their career. It’s important to know what signs to look  for, and to take 
appropriate steps to protect yourself and your practice.

Profile of an Embezzler 

There are telltale signs that an employee may be planning to defraud your business. At first glance, 
the following list may seem like a description of a model employee. These traits are actually warning 
signs, however, and should be taken seriously.

Embezzlers will typically arrive at work early and stay late. They do not take vacations. Also, they are 
territorial, the only one that “knows the computer” — and they insist on doing everything themselves.

32
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Opportunity Is Actually the 
Culprit

As you know, dentists are busy. We may 
feel we don’t have time to keep track of 
finances and supplies. Also, we chose our 
staff, and we implicitly want to trust them. 
As a result, key employees work with 
minimal supervision — great if you have 
trustworthy employees, but potentially 
disastrous if an employee choose to steal 
from you.

Warning Signs 

Be aware of signs that something is not 
right. This can include the following:

• Low collection percent

• High accounts receivable

• Excessive overhead in several categories

• Employee lifestyle changes

• Disorganized books/computer entries

Popular Embezzlement Schemes 

Often-used schemes include inappropriate 
handling of cash, accounts receivable, 
accounts payable/inventory purchasing, 
and payroll.

Cash 

If a customer pays in cash, an unscrupulous 
employee might use any of these 
approaches to steal the payment:

• Simply not post the patient visit

• Steal the cash and post a credit

• Overstate the insurance write off and 
pocket the difference

Accounts Receivable 

Accounts receivable can also be misused. Refunds can be 
issued to patients 

with a zero balance, with the refund check endorsed to 
the employee.

Accounts Payable/Inventory Purchasing 

There are a number of methods an embezzler may use 
with regard to A/P and inventory purchasing. These 
include:

• Charging personal items on practice credit cards

• Including personal credit card, utility, and other bills in 
the practice payables

• Fictitious invoices for supplies, etc. from fictitious 
companies

• Theft of clinical supplies and drugs

Payroll 

An employee that handles payroll may overstate hours, 
post extra vacation days/paid leave, duplicate pay 
periods, or collude with other employees. He or she could 
also write checks for the correct net to avoid suspicion, 
but increase the gross and federal withholding. An 
example is shown below.

Gross Pay Medicare Federal State Net Paycheck

$ 652.50 $ 36.30 $ 93.00 $ 24.10 $ 489.10

$ 1,142.50 $ 64.55 $ 546.00 $ 42.85 $ 489.10
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Embezzlement Protection

There are a number of steps you can and should take to protect your business. Areas to have a plan 
for include cash and accounts receivable (A/R), accounts payable (A/P) and inventory, and payroll.

Cash and A/R

First, regarding cash and A/R, use a Separation of Duties approach. In other words, do not let one 
person handle everything. This could include the following:

• Collection of cash from crediting patient accounts

• Collection of cash from deposit of cash

• Filling out of bank slip from making deposits

• Mailing of statements from crediting patient accounts

• Have clear job descriptions and adhere strictly to them

A/P and Inventory

Only a doctor should sign checks. Check-signing should not be delegated, and no signature stamp 
should be used. Other steps include these:

• Mark all invoices paid with check number and date

• Make sure that supplies ordered are actually received

• All checks should be written in numerical sequence and voided checks accounted for

Petty Cash

A doctor should approve all invoices and compare them to the related check. Additionally, it’s a good 
idea to follow these steps: 

• Only a fixed amount should be kept on hand

• At all times, the cash in the box plus receipts for expenses must be exact

• When cash is low, reimburse the exact amount needed to replenish

• Do NOT write checks for even amounts to “Petty Cash”

• Keep receipts with the check stub and file in “Paid Bills”
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Payroll

As for payroll, here are some simple steps to protect yourself:

• Use a time clock

• Have payroll performed by a third party

• Keep a separate calendar for paid leave and compare it to payroll

Be the Cop!

It requires a sound plan and a willingness to invest your time to make fraud protection effective. The 
steps listed below will help ensure your business is protected from embezzlement.

• Prepare monthly “usable” financial statements

• Review credit card statements

• Review bank reconciliations

• Ensure reconciliation of day sheet payment received to the actual bank deposits

• Review Adjustments EVERY month

• Review patient credit balances when issuing refund checks

• Increase the perceived risk of being caught by asking questions about discrepancies

Additionally, don’t encourage justification. If any of the staff members know that you pocket cash, you 
are creating the perfect environment for embezzlement. Use approved legal avenues instead.

Notes:
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Difference in Depreciation 
Illustrated

The table shows the difference in depreciation, based on which approach is used.
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Notes:

Property Class
Percetage 
Assumed

Depreciable 
Basis

Precentage 
Assumed

Depreciable Basis

5 Year Property 20% 200,000 0% 0

7 Year Property 1% 10,000 0% 0

15 Year Property 8% 80,000 0% 0

39 Year Property 71% 710,000 100% $1,000,000

Total $1,000,000 Total $1,000,000

WITH Component
Depreciation Study

WITHOUT Component
Depreciation Study



39-Year Depreciation or
More Rapid Depreciation?

First, note that land never depreciates, so that portion of your building project will not create any tax 
effect.

However, the cost segregation study will separate things such as load-bearing walls — which will not 
qualify for rapid depreciation — from built-in cabinetry, certain plumbing and electrical, and other 
portions of the building that do qualify.

If new construction or a large tenant buildout will be part of your business plan, this will have an 
impact on your cash flow and tax projections.

Notes:

Key Insight:

Understanding the various financing options for the growth of your enterprise is also critical 
to the process.
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