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On behalf of Vision Expo, we sincerely
thank you for being with us this year.

Vision Expo Has Gone Green!

We have eliminated all paper session evaluation forms. Please be sure to complete your
electronic session evaluations online when you login to request your CE Letter for each course
You attended! Your feedback is important to us as our Education Planning Committee considers
content and speakers for future meetings to provide you with the best education possible.
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Disclaimer and Disclosures

Thei ion provided in this ion is intended for i and i ly. It is not intended to
provide accounting, financial, legal or investing advice specific to your situation. It is recommended that you seek counsel with a

licensed accountant, tax attorney or other financial professional to address your unique needs.

The views expressed here are solely opinions based on each individual presenter's own research, knowledge, training and
experience. They should not replace the advice of your own licensed legal, accounting or financial expert. No claims are made as to
the accuracy of the information provided here, and it is recommended that it be used only as a guideline for further understanding
your own situation.

Mick Kling, OD

Practice Management and
Transition Advisor

Vision Source
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The biggest barrier to ownership is
often a lack of knowledge and
confidence.

“I don’t know what to do!”
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Location

Location

Rural vs. Urban Practice

Rural Practice Urban Practice

Practice Revenue $1,000,000 $1,000,000
Cost of Goods $280,000 $280,000
People Costs* $220,000 $280,000
Occupancy Costs* $60,000 $100,000
Other Operating Expenses $120,000 $120,000
mpensation*®
o s s
Practice Profit $150,000 $70,000

12
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Some Sellers Aren’t Serious About Selling

* First time selling and don't realize how
difficult it is

* They dont learw how much the
business is worth until they've seew an

offer

* The don't like the time commitment

* Uncertainty about life after the sale

* Concerved about their employees

* Loss of identity
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4 Common Seller Types o Highly Wotivated Seller- will do (just
about) anything o get a deal done

Trrational Owmer - thinks he knows
what his practice is worth, is
anchored that wamber, and is sticking
+o his price without compromise

Highly Motivated

O/
Bad Faith ‘ ’

Negotiator '

Chrovic Negotiator - finds any reason
+o drag out the deal. They often
dow’t really want +o sell.

Constant (Bad Faith) Negotiator -
wants to change the terms of the
deal based on new informartion or
circumstavces.

Chronic Negotiator
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Step 2: The Exploratory Due
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Exploratory Due Diligence Information

General Practice Tuformation
Operational Tnformation
Twsurance Tuformation
Employee Iuformation
Equipment and Practice Debt
Facility Iuformation (Lease vs
Building Owvership)

Retail Data

o Financial Data
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Visiting The Practice

External Appearance:

Locartion - parking, Visibility, ease of entry,
security

Exterior Appearance

Parking Lot location and size

Ease of Parking

Traffic wto and out of +he parking lot
Busy intersections nearly?

Office Signage

What kinds of businesses surround the

office?

17

Visiting The Practice

Internal Appearance

First Tmpression

Office odors.

Entryway

Size of optical

Location of reception desk
Frame nventory and displays
Exam room layout

Type of equipment
Functionality of equipment
Patient flow and efficiency
Aucillary testing space
Roowm for growth/expansion

18
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The Financial Analysis

P&L for the last 3 vears
Current Balance Sheet
Tax returus for the last 3 years e  m— 3
Bank statement last 3-6 months
Aging report for any outstanding A/R's
(120 days or <)

e (reate a practice Pro Forma
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Creating A Practice Pro Forma

10-Year Pro Forma: Only enter data into cells with
INCOME

0D i Daysper iesk

prjecte Revenue per

Yearl  Yer2  Year3  Year YearS  Years  Year7  YeawrS  Yeard  Yearlo

Projected YO Grouth
A $ 998,400 $1,048,320 $1100,736 $1155,773 $1,213,561 $1274,240 $1337,951 $1,404,849 $1475,092 §1548,846
e S S S S S S S
EXPENSES

Costof oo sold (€0GS) W% s wss s a0 s 308208 5 Els § WIS S I § Vaswe § s § 4508 5 amen
Gross Margin 7% 5 sss § 7470 § 792530 § B2 § 873768 § O14s2 § 96335 § L0ILSL § 1062066 § 1115160
e e e e e e e
Non-0D sttt Payrll 2% 5 a0 S 2200 5 275131 S i3 S 033 S Gssed S adss S sl § 377 5 wan
e S S S S S S
occupancy 235 725 70% % 7% 6% a5 3 1% 0%

Aol
incresse Aol Rent

W e00 S 0 S ey s oW 5 mass § 53 6 el S sm S maw 5 sesw0
S a0 S 20 5 2500 5 230 5 250 5 2500 & 250 5 250 5 2500 5 30
S e s sws s s w5 sm s swm s s s  s0s 605w
S sow s 50w s 5000 5 500 S Som S 50w S sow S 500 5 5000 5 50
Marketing e
Mg acernang §  ssm s 0w s 1007 S asss S 14§ 12782 § 130§ 1soas S 1473 5 Isess
NET OPERATING INCOME (S § 25512 § 26995 § 28498 § WLOS § 3107 § 396 § 410 § 4. § 5140 § 417,009
256% 25.7% 25.9% 26.0% 26.2% 26.4% 265% 2566% 265% 2655
00 FM comp 160% S 159704 S 167731 S 176113 S 13320 5 13,170 S 203873 S 24072 S 24775 S 26015 S 20785
NET +/-CASH FLOW (EBITDA) S 9548 § 101968 § 108866 § 116158 § 123847 § 131968 § 140538 § 195 § 159135 § 169,193
Debt service (P+1)** S euss s s s easss 5 sass 5 sasi 5 s3s 5 s363 5 eae S eas § 6363
TaxRate
Tax Uity 20% S 15085 $ 20353 $ 21773 § 23031 § 24769 § 26394 § 28108 S 915§ 3Lexs § 33835
NET CASH FLOW $ (After Tax + Debt] S 12703 5 192 5 23450 5 20281 § AW §  AL9w S 4EI1 S 5602 § 636l §  TLIIS
NET 3% (after Tax + Debt) 13% 175 215 2355 255 EEY 6% 0% % ass

|
H
H

,

Total Cash Required S 875 5 84032 5 843 5 8680 5 A 5 003 5 SLJAT 5 %% 5 el 5 947
DSCR (Target > 1.25) 115 12 127 13 140 w7 153 160 167 17

Pre-Tax Cash Flow (After Debt) S 37 s A § 45227 S 52515 S 60208 S 683 S 768 S 85943 § 95485 § 105554
Pre-TaxRetum 3% 3 A as% 50% sa% % 6 6s% 6%

ASSUMPTIONS:

Loan Amount 550,000

Interest Rate so0%

Term 10

Monthly Payment $63,630.31

Loan- Revenue s0.1%
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Key Metric
Revenue Per Exam ($)
Exam Capture Rate (%)
Frame Capture Rate (%)

Lens Pairs Capture Rate (%)
Average Eyewear Sale ($)

CL Material Sales ($)

Exams Per Doctor Hour

Revenue Per Doctor Hour

Analyzing Key Performance Indicators (KPIs)

Formula

Total Revenue / Total Comprehensive Exams

Exams Performed / Exam Slots Available

Frames Sold / Total Comprehensive Exams

Lens Pairs Sold / Total Comprehensive Exams
Optical Sales / Lens Pairs Sold
CLsales / CL Exams Performed
Exams Performed / Total Doctor Hours

Total Revenue / Total Doctor Hours
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Dealing with Debt

Loans must be refired at closing.

Some leases may vot be
travsferable.

Assumed debt will reduce the
purchase price.

Pre-pay penalties may apply.

23

Office Lease /
Real Estate
Considerations

24



Additional Exploratory Due Diligence Considerations

Professional and Retail Fee Schedule
Assessing the competition
Assessing the Practice Cutture
Tusurace considerations

Accomnts Receivable Considerations
Assessing the Reputation of the
practice

Doctor/Owner +ransition plans
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Post-Exploratory Due Diligence Considerations

Q Is +his a good cultural and lifestyle fit for

me?
Q Ts the owner serious about selling?

Q Does this make financial sense? (Does the
math work?)

Q TIs the landlord likely to cooperate?
Q Am T comfortable with the risk?

Q Am T ready to make an offer?

26

e Yo
Crafting Your
Offer / Submitting
the Letter of Intent Whatis s
(LOI)
What am |

. - Valuation

Engaging the
Lender

27
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Assembling Your Team
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What is this practice worth?

Fair market value (FMV) is the price an asset would sell for (the
practice) on the open market.

It is the price that would be agreed on between a willing buyer
and a willing seller, with neither being required to act, and both
having reasonable knowledge of the relevant facts.
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What Are You Buying?

- Equipment
Furniture

Stuff You - Fixtures
Can Touch  [ieed

- Supplies

Target
Practice

« Past efforts
« Your reputation (“Goodwill”)

Stuff You - Revenue stream
Can’t TOUCh - Future profit

- Promise not to compete

30

10



Understanding Practice Value

Tangible
Assets

Intangible
Assets

- Fixed Assets (Equipment,
Furniture, etc.)

- Tenant Improvements

- Inventory (Fair Market)

- Goodwill (1-3X Free Cash
Flow)

- Patient Records ($5-10)

+ Covenant Not To Compete*

PRACTICE
VALUE
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- Supplies

*The value of a non-competition agreement is represented by the present value of the cash flows that would
be lost if the covenanter were to compete, adjusted for the effective probability that the covenanter would
compete, and compete successfully.” Source: GBQ Consulting.com

31

Goodwill. The “glue” to value.

Intangible Assets

Systems and

Promise not
to compete

Willingness to
cooperate

Office
cultureftraining

Revenue
stream and
future profits

Patient loyalty
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Transaction Types

Asset purchase buys both tangible and
intangible assets.

Asset
Purchase

Stock sale acquires the company’s stock.
Stock sale transfers liability to new owner.

Most healthcare practices are sold as an asset
sale.

There are tax advantages to the Seller with a
stock sale, and advantages to the Buyer in an

asset purchase.

33
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Stock Sale vs. Asset Purchase

Stock Sale Advantage Disadvantage
Seller Decreased liabilty; May be some liability
Tax advantages transferred
Buyer Assumes third party Increased liability; Lost tax
contracts; TIN established; benefits
Simplified process; Avoids
recredentialling
Asset Purchase Advantage Disadvantage
Seller Negotiating leverage? Reduced tax advantages
Buyer Decreased liabilty; Must reapply for third party
Choose which assets to payors and TIN
purchase; Tax advantages
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Valuation Methods
% of Summation of [ Capitalization
Revenue Assets of Earnings
Multipleof M muttiple of | Available
Earnings EBITDA Debt Service
35

- Value based on what's left to service

the debt.

- This is what the banks care about.

Practice size and control of
expenses greatly affect what's left to

service debt.

Every expense bucket has a HUGE
impact on practice value.

It's all about cash flow,

Valuation Method: Available Debt Service

Example;
Practice Revenue $800K
Practice Net $224K  (28%)
OD FM Comp $140K (17.5%)
Free Cash Flow $84K
Available for

Service $67K (P+)
Amortization 10 years
Practice Loan $560K

36
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Managing A/Rs
Post-Closing

Dr. Seller (or
associates) provides
eye care services and
sells products. All
revenue generated
belongs to Dr. Seller
through day of
Closing.

Day of Closing

Revenue
collected
Post-Closing
that belongs
to Dr. Seller

' 4

Dr. Buyer (or
associates) provides
eye care services and
sells products. All
revenue generated
belongs to Dr. Seller
after day of Closing.

N
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Managing A/Rs Post-Closing

Possible Solutions Advantages Disadvantages

Include A/Rs in Purchase Price

Buyer and Seller Track A/Rs and
reconcile monthly

Buyer assumes both Receivables
and Payables Post-Closing

Simple and easy for Seller.

Transfers risk of collecting to Buyer.

Clean and fair. Each party receives
it's share of revenue and expenses
it deserves.

Simple and easy to manage.
Transfers risk of collecting to Buyer
and avoids bookkeeping tasks.

Collectable A/Rs difficult to
determine. May create a
negotiation stumbling block with
Buyer.

Requires detailed recordkeeping,

tracking and {gyst between the
parties.

If Receivables exceed Payables,
Seller may be leaving cash on the
table.
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The practice value must be based on past

performance, not future potential.

A buyer should only pay what the cash flow will support.
Anything more rewards the Seller for the Buyer’s future efforts, and
potentially sets the Buyer up for failure.

39
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Step 3 (Part 2): itti
Crafting Your S?:? ﬂthg
Offer / P
Submitting What is the
the Letter of Lor
Intent (LOI) Elements

of the LOI
the
Attorney
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Step 4: The
Confirmatory ;
Due Diligence
Process

Finalize the
Lease

Employment
Agreement
gy
e » »
PM/Operational
Considerations

Create Purchasing
Entit
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3types:

Financial Due Diligence

Due Diligence Legal Due Diligence
Practice Management

Due Diligence

=

42
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RESTRICTIVE
COVENANTS

* Enforcement

* Associate Employment
 Sale & Acquisition

* Associate Buy-In
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ALLOCATION OF
PURCHASE PRICE

Tangible v. Intangible
CPA Role

Typical Percentages

44

ACCOUNTS
RECEIVABLE

Who collects it?

How long should it be collected
for?

How do you pay for it?

45
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18 documents
Don’t Ignore HR
Beware of spouse

Ll

46
CAM
Full Service/NNN
The Lease New lease or
extension
47

Creating the Purchasing Entity

Partnership

Limited
Liability
Company
(LLC)

Sole
Proprietor

48
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Step 5: Pre-Closing

%".I

|

Pre-Closing

ITIEHR/Software

Marketing

Business

Licenses
Define Sel
Role
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Step 6: The Closing

The Closing
Executing
Documents
Confirming the
Inventory
Transferring
Keys/Passwords
Dispersi
Closing
Payments
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Step 7: Post-Closing

"."Hl

Post-Closing
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Thank You!

Mick Kling, 0D

dr.kling@invisioncare.com

Ali Oromchian, JD, LLM

ao@dmcounsel.com
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