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Practice Valuation & Buyer/Seller Concerns:
A Look Into How the Buyers Market Views a Practice’s Value and 

What Concerns Each Side has During the Sale/Purchase Process

Wade Holmes
(888) 847-1040 x2
Wade@APS.net
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Getting out is not a 
matter of “if”.
It is a matter of “when”.
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The seller may 
determine the asking 
price, but the buyer 
determines the value.
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Practice value

1. Gross
2. Location
3. Profitability
4. Client mix
5. Terms

6. Due Diligence
7. Size & Age of 

Practice
8. Transition
9. Various Other 

Negative Factors

Primary factors
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Value factors: gross

• accounting practices sell on gross
• prevalence of view
• guideline, not a rule

• In Recent years
• Houston often has values above gross
• Generally multiple buyers interested
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Confidentiality

• Seller’s three worries
1. Risk of competitors knowing
2. Risk of clients knowing
3. Risk of employees knowing

• Confidentiality agreements
• Use of third party
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Value factors: Location

• “Location, location, location”
• Across the country
• Rural/small city vs. large city
• Within a metropolitan area
• Effects of owning office building
• Working out of the home
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Virtual or Remote Practice

• Is the Practice 100% virtual?
1. No personal visiting of clients
2. docs submitted thru portal, email, or mail/fax
3. Owner & Staff working remotely
4. Clients can be local or located all over country

• Buyer’s pool expands into multiple states
• Often SEEN AS MORE VALUABLE
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Value factors: profitability

• Cash flow is a factor, but not “the” factor
• New owner has an impact on streamlining expenses.

• Relation to billing rates
• The big two: labor & rent
• Franchise Brand practices
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Seller KEEPING CERTAIN clients

• Potential problems
1. Cherry picking
2. Competing with the buyer
3. Is the owner really a seller?
4. Lender rules on partial sales

• Legitimate reasons
1. Clients in other areas or states
2. buyer cannot or unwilling to service certain 

clients
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Value factors: Client mix

• Recurrence of revenues
• Tax consulting vs. tax compliance
• Investments; business valuations
• Tax vs. write-up
• Specialty or Industry concentration
• Pool of buyers
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Risk & client Satisfaction

• Inherent risk
• Clients can be maintained, but it takes both 

buyer and seller 
• Buyer’s Efforts to keep clients
• Buyer’s fear of losing 50%+



14

Risk & Client Satisfaction

• Risks
1. Normal operations
2. Ownership change
3. Employee taking clients
4. Non-cooperative Seller
5. Incompetent buyer
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Risk & Client Satisfaction

• Mitigating risks
1. Trust between buyer & seller
2. Duties of seller & Buyer are clear
3. Non-competes/employee contracts
4. Some seller financing
5. Pay-outs based on collections
6. Look backs (earn-outs)
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Value factors: Terms

• Four ways practices are sold
1. Cash Pricing
2. Collection pricing
3. Fixed Seller financed Pricing
4. Look-Back pricing
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Cash vs. collection pricing

• Collection Pricing:
• 20% down
• 20% of collections 

paid to seller each 
year over 4 years

• Cash Pricing:
• 100% of sales price is 

paid at closing to 
seller
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Value factors: Terms
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1. Cash Pricing
2. Collection pricing
3. Fixed Seller financed Pricing
4. Look-Back pricing
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Look-Back pricing
• Sales price often higher than gross revenues
• Period of time

• 12 months used often

• Price adjustment
• Dollar for dollar
• Sometimes 50 cents for each dollar

• Min/max potential price
• Sometimes no change if less than 10% 

increase/decrease
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Look-Back pricing

• Shared risk between buyer and seller
• Seller’s Risk

• Shorter period of time guaranteeing revenues
• Get clients in the door to give buyer a chance
• Not necessarily based on a “bad” buyer

• Buyer’s Risk
• Take care of client’s needs so they keep coming back 

year after year
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SBA Financing Terms

• Buyer puts down 10% to 15%
• Possible for buyers of an existing practice to put 

down 0% at closing with some lenders

• Floating interest rate between 10% and 11%
• 10-year note
• Terms can be extended up to 25 years if real 

estate is involved
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SBA Financing Terms

• Is a Seller Note Required?
• it’s Possible for some sellers to receive 100% of 

sales price at closing and NOT have to finance any 
portion!

• Important for buyer/seller to have flexibility.
• Lenders may ask seller to finance 10-20% depending 

on the deal.
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Conventional Financing Terms
• Buyer puts down 10% to 20%

• in some cases no money down

• Almost all loan sizes
• Min/Max amount: $25,000 to $5,000,000
• Interest-only period up to 12 months

• Lower interest rates than SBA
• fixed

• Quick Approval & Closing Times
• No SBA Fees & sometimes no prepayment penalties
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Contract, non-compete covenant

• Always use an attorney!
• Make sure everything is clear
• Non-compete for related work with geography & 

time boundaries
• Non-solicitation for specific clients
• Tax allocations: Goodwill, non-compete
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Value Factors: Due diligence

• Verification
• Steps in the process
• Seller concerns

1. Is the buyer competent?
2. Is the buyer interested?
3. Can the buyer pay?

• Buyer concerns
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Value factors: size & age

• Limited number of large practices
• Small practices may lack cash flow
• Manageable size (individual vs. firm buyers)
• Age of practice
• Reason for exiting
• Age of clients
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Value Factors: transition

• Problems with extended transition
1. Compatibility
2. Financing
3. No transition until seller leaves

• Main duties of seller
1. Client notification
2. Buyer recommendation
3. availability
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Value factors: negatives

• Poor records
• Long-term lease
• Personality of seller
• Curb appeal

• Large clients
• Legal Issues
• Employee problems
• Declining growth
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Employees

• Cannot protect completely
• Employment contracts
• Employee non-compete
• Small % owner/Employee
• Notifying employees
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19901 Southwest Fwy., #226

Sugar Land, TX 77479

Wade@APS.net

Office:      888 847 1040 x2

Fax:          888 292 0794

Web:        www.APS.net
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