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5 Ways To...
IMPROVE PRaCTICE GOOdWIll
However goodwill is calculated, the two influencing factors most within your control are turnover
and profitabity. Alan Suggett recommends 5 ways to boost the value of your goodwill

T

he valuation of dental goodwill is a
fascinating topic: to some a dark art, to
others the simplicity of a percentage of fee
income. In reality, in a free market, the value
of anything is what somebody else is prepared
to pay for it - which can only be determined
after the event. However, practice agents and
some dental specialist accountants have their
own opinions and methodology, with varying
degrees of ‘finger in the air’ and mathematical

calculation. I subscribe to the latter.
I compile a quarterly survey of actual
goodwill values from practices bought and
sold, where the purchasers/vendors are clients
of NASDAL (National Association of Specialist
Dental Accountants and Laywers) members.
This gives me an up to date insight into actual
values.
My experience tells me that goodwill values
are influenced by a number of factors, some of
which cannot be changed (eg the geographical
location of the practice), and two very
important ones which can be improved:
1. Fee income (turnover)
2. Profits.
Let’s look at why these two factors are
important. Turnover is important because
it has historically been used to calculate

goodwill as a percentage of turnover. When I
first started advising dentists the ‘going rate’
was approximately a third (or 33%). This has
risen over time until the magical threshold of
100% was reached (ie turnover of £500,000,
equalling goodwill of £500,000). A very simple,
easily understandable measurement, which is
why it is still popular.
Profit, in my opinion, is even more
important. We’ve all heard the expression
‘Turnover = vanity, profit = sanity’. Most
businesses are valued on a multiple of adjusted
profits, this is becoming an important factor in
dental practice valuation. There are a number
of adjustments to profits which need to be
made, which I won’t cover here as it isn’t the
purpose of this article, but the main one to be
aware of is to reduce profits by the market value
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Improving turnover and profits are the most direct way to improve the goodwill value of a practice
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4. use TecHnoLoGy
Profits can sometimes be increased by using
new technology, CEREC machines for
example. Although these machines have a high
cost, they can improve profits significantly. A
simple example: if the machine costs £50,000,
but improves profits by £20,000 per annum,
the increase in goodwill value could be up to
£100,000.

5. cuT cosTs

Using technology such as cerec can improve profitability through higher value treatmentsearched and booked online

of the work done by the practice principal
(so revert to what you would pay an associate
to carry out the principal’s work). There is
considerable debate about the factor which
should be used to multiply adjusted profits by;
but it is generally accepted that this should be
between 4 and 5. In other words, using this
‘profit multiplier’ valuation basis, a practice
with adjusted profits of £200,000 would have a
goodwill value of up to £1million.
Here are five ways to improve your practice
goodwill, all of which will improve either
turnover or profits.
The first two are targeted at raising
turnover - as long as goodwill valuations are
based largely on a percentage of fee income,
increasing fee income leads to a consequent
increase in goodwill value. The remaining three
will increase profits, and therefore goodwill.

1. incRease nHs fee incoMe
For most practices this has become difficult, if
not impossible, because of PCT commissioning
procedures. However, if you are able to
negotiate additional UDAs then this will
obviously increase practice fee income. You
might be concerned about the reduced rate of
profit likely to be earned on the extra UDAs,
particularly if the work is carried out by an
associate. I’ve even seen an argument that a loss
arises in this situation, but as long as a sensible

marginal costing approach is taken, it is usually
the case that both turnover and profit increase.

2. incRease PRiVaTe fee incoMe
Unlike NHS fee income, in theory there is
no limit to the amount by which private
fee income can be increased. However,
my experience with clients who have
predominantly NHS practices, is that,
even in quite socially deprived areas, some
practitioners can build up a steady stream of
specialist private work (such as Invisalign).

3. ReDuce associaTe’s Pay
For many years the vast majority of associates
were paid on a 50% basis (ie 50% of fees
earned by the practice after laboratory bills).
Nowadays, particularly in NHS practices, this
is amended. By way of example, in an NHS
practice, would be as follows:
Practice UDA rate:
£25
Associate UDA rate:
£20
The practice profits by an extra 50% of the
difference in UDA rate, in this example by
£2.50 per UDA. If your practice has 10,000
UDAs performed by associates this leads to
an extra £25,000 profit per annum. This is
now becoming usual, but some practitioners
regard it as being in some way unethical. In
the example above, the extra goodwill value
created could be over £100,000.

One of the annual reviews I carry out with
my dentist clients is to ‘benchmark’ their
expenses and overheads against the NASDAL
benchmarking data. In this way we can see if
individual categories of costs are higher, lower
or on the average for the type of practice. Two
common, and very useful, ratios are those of
material costs as a percentage of fee income,
and labour costs as a percentage of fee income.
If you don’t know how you compare to other
practices it is impossible to tell if you are
working as efficiently as possible. Using this
guidance (or if you don’t have a NASDAL
accountant, guesswork!) costs can be reviewed,
and if appropriate reduced. Every £100 of
ongoing cost reduction will increase profits
by £100, giving you an immediate cash flow
benefit, as well as the longer term benefit of an
increase in goodwill of, say, £500.

suMMaRy
Goodwill valuations are based on a
combination of fee income and profit. To
increase goodwill it makes sense to increase
turnover and profit. Using any or all of the
five ways outlined in this article will increase
turnover, profit or both.
What have you got to lose? As the famous
sportswear firm advises, just do it!

NaSda (the National association of Specialist dental
accountants) has rebranded as NaSdal following the
decision to assimilate the NaSda lawyers’ group
www.nasdal.org.uk
To ask a question or comment on this article please send
an email to: comments@ppdentistry.com
ppd
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