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in the Day -to-day operations of 
a professional practice, physicians 
focus on providing care to their 
patients, and with the man-
dates of the Affordable 
Care Act, that focus is 
expanding to managing 
the continuum of care for 
a patient, in essence moving 
from a quantitative methodol-
ogy to a qualitative one.

One of the physician’s tools is to 
apply best practices to the ongoing care 
for their patients. At its simplest, a best prac-
tice is a method or technique that has consis-
tently shown results superior to those achieved 
with other means and is used as a benchmark.

A series of best practices is used to create systems 
that allow care to be delivered effectively and efficiently 
while meeting the overall goal to provide quality of care 
to patients.

Just as the theory behind best practices can improve 
delivery of care, best practices can also improve the busi-
ness aspects of the professional practice.

Together, best practices for treatment as well as for 
business results can have a tremendous impact on the bot-
tom line of the business, and in turn increase its value. 

To understand how these can impact value, a brief 
background on how value is determined when looking at 
a professional practice is necessary.

Most professionals are familiar with the idea of multi-
ples. In short, multiples are simply an expression of market 
value of an asset relative to a key statistic that is assumed 
to relate to the value. That statistic, whether it is gross rev-
enues, net income, EBITDA or some other measure, must 
bear a logical relationship to the market value observed.

The problem with multiples when valuing professional 
practices is that they no longer express value with any sort 
of accuracy that is worthwhile in today’s complex and vola-
tile marketplace. 

In order to appropriately determine the value of a pro-
fessional practice, each practice must go through a rigor-
ous analysis that considers three different methodologies: 
the market approach, the cost approach and the income 
approach.

The market approach focuses on a comparison of the 
business enterprise being valued to similar businesses that 
have actually been sold or have marketable shares of stock 
traded on an active market. If actual sales transactions of 
stock or equity interest have recently been valued at arm’s 
length, the prior transaction should also be considered in 
a determination of value based on the market approach.

In the context of professional practices, sales transac-
tions of comparable business enterprises usually do not 
occur in a public market, but in private transactions. In-
formation about transactions can frequently be obtained 
from trade associations, brokers, or other databases. How-
ever, those databases rarely contain sufficient information 
to infer a conclusion of value. Often this methodology is 

relegated to a rule of thumb when 
looking at privately held, profes-

sional practices.
Under the cost approach, 

value of a professional 
practice is based on 
the net aggregated fair 

market value of the under-
lying net assets (assets less 

liabilities) of the business entity. 
This approach consists of restating 

the balance sheet of the enterprise by 
substituting the fair market value of its tan-

gible and intangible assets and liabilities for 
the corresponding book values of such assets 

and liabilities. Since intangible assets are frequently 
not reflected on the historical balance sheets prepared 

on a cost basis, a methodology must be employed to esti-
mate the fair market value of intangible assets. 

This method often does not reflect the value of a suc-
cessful going concern, as it does not take into account the 
synergistic value of the assets operating in conjunction. 

The income approach measures the value of an asset 
as the present value of the future economic benefits to be 
derived from the asset. When applied to business owner-
ship interests, value indications are developed by either 
capitalizing historical normalized earnings, or by discount-
ing to present value of expected cash flows or projected 
earnings. 

When valuing professional practices, the discounted 
cash flow method is most commonly utilized to address 
the uncertain nature of reimbursement and rapid changes 
in the healthcare industry.

If the methodology utilized is to discount to present 
value future cash flow, or future earnings, the future in-
come stream is discounted using a discount rate. 

The discount rate is determined by reference to the 
current market risk-free rate for the use of capital, plus a 
premium for the risk associated with the particular type of 
business or enterprise, plus an additional factor for the risk 
associated with the particular business, and an additional 
factor that represents the expected growth rate over time.

It is in the realm of the discount rate that the impact of 
best practices in place can have a dramatic impact.

At the heart of the discount rate is the concept of risk. 
The implementation, monitoring and adjustment of 

best practices, creates a system of efficiency and stability, 
and stability decreases risk.

In an environment where decreasing reimbursement is 
a constant concern, the likelihood of a professional prac-
tice being able to make significant positive changes on its 
bottom line in the short-term is unlikely. The best way to 
positively impact the enterprise value of your practice is 
to take control of both the care you provide as well as the 
efficiency with which your business runs by implementing 
a system-wide use of best practices.
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