
Selling a medical practice is rarely just a transaction. For most physicians, it is the financial result of decades of
work, reputation building, staffing decisions, lease negotiations, payer headaches, and thousands of patient
relationships. When the time comes to explore Medical Practice Sales, many owners assume the hard part is
finding a buyer. In practice, the harder part is often getting the financial story into a form that a buyer, lender,
valuation analyst, or private equity group can trust.

That distinction matters. A profitable practice can lose value if the records are messy, inconsistent, or impossible
to reconcile. On the other hand, a practice with some operational blemishes can still command strong interest
when the books are clear, normalized, and supported by real documentation. Buyers do not expect perfection.
They expect visibility.

The most successful sale processes usually begin well before the practice is formally marketed. Six to eighteen
months is ideal. That window gives time to clean up bookkeeping, separate personal spending, document
provider compensation, resolve coding anomalies, and show credible trends. If the owner waits until a letter of
intent arrives, every correction feels reactive, and buyers start asking whether other issues are still buried.

What buyers are really looking for in your numbers
Buyers review financials for more than one reason. First, they want to know what cash flow the practice actually
produces. Second, they want to understand how durable that cash flow is. Third, they want to see how much risk
sits behind the reported earnings.

Those are separate questions. A practice may show strong income on a tax return, yet a buyer may discount value
if revenue is concentrated in one physician, one referral source, or one commercial contract. Another practice
may show lower reported profit because the owner runs several discretionary expenses through the business, but
if those expenses are documented and truly non-operating, the underlying earnings may be stronger than they
first appear.

This is why sale preparation is not just accounting. It is financial translation. You are turning years of operational
history into an understandable picture of revenue quality, expense structure, provider productivity, and future
maintainability.

A common mistake is to hand over a profit and loss statement and assume it speaks for itself. It does not. Buyers
compare tax returns to internal financials, bank statements to deposits, payroll reports to provider compensation,
and billing reports to collected revenue. If those items do not line up, the conversation shifts from value to
credibility.

Start with clean, accrual-aware financial statements
Most independent practices live on a cash basis for tax purposes. That is normal. It is also one reason sale prep
takes work. Buyers often evaluate a practice on a more accrual-aware basis because they want to match revenue
and expenses to the periods in which they were earned or incurred.

That does not mean you need to rebuild your entire accounting system into a textbook accrual model. It does
mean your year-to-date and historical financials should be internally consistent, understandable, and capable of



reconciling to the tax returns. At a minimum, prepare three full years of profit and loss statements, balance
sheets, and business tax returns, plus a current year interim package through the most recent month end.

The monthly statements should be closed with discipline. If payroll tax entries land in random months, if owner
draws are mixed into wages, or if equipment purchases drift between repair expense and fixed assets depending
on who posted them, the trend lines become unreliable. A buyer who sees unreliable monthly trends will either
lower the offer or demand a larger diligence holdback.

One orthopedic group I worked with had excellent collections and a loyal referral base, but its books had been
managed mainly for tax minimization. Travel, auto, family cell phones, conference trips with spouses, and one
child’s tuition reimbursement had all been booked how to sell a medical practice as operating expenses. None
of those items killed the deal. What almost killed it was the fact that they were not tracked separately. The buyer
spent weeks challenging every expense category. Once the practice delivered a normalized schedule with
support, value stabilized. The earnings had been there all along, but they were hidden behind poor presentation.

Reconcile the top line before anything else
Revenue is where buyers tend to dig first, especially in healthcare. They know that reported collections can
diverge from production, and production can diverge from what is actually collectible. They also know that payer
mix can shift value quickly.

For Medical Practice Sales, revenue preparation usually means tying together four related views of the same
business. Your accounting revenue, your practice management system reports, your provider production data,
and your bank deposits should tell a coherent story. They will not match perfectly by month in every case,
especially where there are timing differences, refunds, recoupments, or clearing account quirks. They do need to
reconcile logically.

A useful way to think about this is to answer the questions a buyer will ask before they ask them. How much
revenue came from commercial insurance, Medicare, Medicaid, workers’ compensation, self-pay, capitation,
ancillaries, and procedures? What percentage of collections comes from the top five payers? How have
reimbursement rates changed over the last three years? Were there unusual spikes caused by a one-time backlog
clearout, aggressive credentialing catch-up, or delayed insurer payments? If one physician took a six-week
medical leave, can you isolate the impact?

This level of clarity matters because buyers underwrite sustainability, not just history. A dermatology practice with
cosmetic cash pay services may be viewed differently from one heavily dependent on medically necessary payer
reimbursements. A pain management practice with ancillary income from imaging or procedures will be assessed
differently from a primary care office where most value rests in patient panels and recurring visits. The better you
explain the mix, the fewer assumptions the buyer has to make, and assumptions usually cut against the seller.

Normalize owner compensation and discretionary expenses
Most valuation debates in private practice sales come down to normalized earnings. That phrase sounds
technical, but the concept is simple. Buyers want to know what the practice would earn if it were run on a market-
based basis after removing unusual, personal, non-recurring, or owner-specific items.

This process often surfaces the biggest gap between what an owner believes the practice is worth and what a
buyer is initially willing to pay. If the owner has historically taken profit partly as W-2 wages, partly as
distributions, partly as Medical Practice Sales retirement contributions, and partly through business-paid
personal expenses, the stated net income may be misleading. Conversely, some physicians deliberately keep
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compensation low to retain cash in the business, which can make earnings look overstated unless provider pay is
adjusted to market.

The safest approach is to prepare a detailed normalization schedule. That schedule should identify each
adjustment, explain why it is being adjusted, and show support. Unsupported add-backs are where deals lose
momentum. A buyer may accept owner auto expense as discretionary, but not if the practice owns several
vehicles used by staff for outreach, specimen transport, or multi-site operations. A buyer may accept a one-time
legal bill related to a partnership dispute, but not recurring legal costs that reflect ongoing compliance problems.

The adjustments usually fall into a few broad categories:

1. Owner compensation above or below fair market level

2. Personal or discretionary expenses run through the practice

3. One-time legal, consulting, recruiting, or settlement costs

4. Non-operating income or expenses unrelated to patient care

5. Accounting cleanup items, such as duplicate or misclassified entries

This is one of the few places where judgment matters as much as arithmetic. Overreach damages trust. If every
line item becomes an add-back, the buyer will assume the seller is trying to manufacture EBITDA. A restrained,
well-supported normalization package tends to hold up better in diligence and often leads to a smoother
negotiation.

Separate the practice from the physician
A buyer is not just buying historical profit. They are buying a future business that ideally can survive ownership
transition. That means your financials should help show what belongs to the practice entity, what belongs to the
owner personally, and what depends entirely on the selling physician’s ongoing presence.

This is especially important in smaller specialty practices where one doctor generates most of the revenue. If
collections drop sharply whenever that physician is away, the buyer will notice. If there are associate physicians,
nurse practitioners, physician assistants, or ancillary services producing recurring revenue, make sure the
financials isolate that contribution. Buyers pay more confidently when they can see enterprise value beyond one
person’s labor.

A common cleanup project involves related-party arrangements. Many physician owners have separate real
estate entities, management companies, or family-owned service arrangements. None of that is unusual, but it
has to be clear. If the practice pays rent to a physician-owned landlord, the lease terms should be documented
and the rent should be benchmarked to something defensible. If a spouse-owned management company
receives fees, the services and pricing should be transparent. Hidden related-party economics make buyers
nervous because they distort practice profitability and create post-closing disputes.

Do not ignore the balance sheet
Owners often focus only on the income statement because value discussions usually center on earnings. That is a
mistake. A weak balance sheet can create painful purchase price adjustments late in the process.

Buyers will examine cash, debt, aged receivables, refunds payable, payroll liabilities, tax obligations, equipment
financing, deferred revenue where applicable, and any physician loans to or from the practice. If accounts
receivable remain part of the transaction, aging quality becomes a major issue. If receivables are excluded, the



cutoff process still needs to be tight so neither party ends up fighting over pre-close collections and post-close
working capital.

Healthcare balance sheets often contain old clutter. Credit balances from overpayments. Stale receivables that
should have been written off two years ago. Payroll accruals that no longer reflect actual obligations. Security
deposits posted to the wrong accounts. Legacy loans between owners that no one remembers creating. Every
unresolved item becomes a diligence question, and every diligence question carries a transaction cost.

If your accounting system currently shows $900,000 in accounts receivable but only $500,000 is likely collectible
after payer denials, timing issues, and stale balances are considered, a buyer will discover that gap. Better for you
to identify it first, explain it, and, where appropriate, clean it up before the sale process begins.

Make provider productivity visible
A medical practice is not like many other small businesses. Revenue generation is inseparable from clinicians,
scheduling capacity, procedure mix, and payer contracts. For that reason, buyer confidence rises sharply when
financial statements are paired with provider-level operating data.

This does not require building a fancy dashboard. It does require consistent reporting. For each provider, be
ready to show annual and monthly collections, production if meaningful in your specialty, clinical days worked,
visit volume, new patient growth, procedure volumes where relevant, and compensation structure. If there were
major changes, such as reduced clinic days, maternity leave, onboarding delays, or a transition from employed to
independent contractor status, note them.

A buyer looking at a six-physician practice wants to know whether earnings are spread across the team or
concentrated in one rainmaker. A buyer evaluating a single-physician practice wants to know whether there is
enough staff stability, referral continuity, and patient demand to support a replacement physician after closing.

In one multi-site primary care transaction, the headline collections looked flat over two years, which initially
raised concern. When broken down by provider, the picture improved. One physician had retired, another had
cut to part-time, and two newer advanced practice providers were ramping quickly. The flat total was masking a
successful succession pattern. Once the seller showed that detail, the buyer stopped treating the stagnation as
deterioration.

Document unusual periods before diligence starts
Every practice has anomalies. A cyber incident disrupts billing. An office flood closes a location for ten days. A key
payer contract is renegotiated. A physician is out unexpectedly. A coding review leads to temporary conservatism
and lower charges. These events are not deal breakers if they are documented clearly.

The problem is memory. By the time diligence starts, the administrator may remember only half of what
happened, and the owner may recall the facts differently. That is why I recommend creating a short narrative
memo covering the past three years. Keep it factual. Note material operational events that affected revenue,
expenses, staffing, or workflow. Tie those events to the financial months they impacted.

This memo does two things. First, it prevents confusion when a buyer notices an abrupt margin swing. Second, it
shows managerial competence. Buyers know medicine is messy. What they fear is a seller who cannot explain
their own numbers.

Prepare for earnings quality review, even in smaller deals



Not every transaction has a formal quality of earnings report, but many buyers now perform some version of one,
even in lower middle market healthcare deals. They may use their internal finance team, an accounting firm, or a
lender’s analyst. The questions will sound familiar: Are revenues real, recurring, and properly cut off? Are
expenses complete? Are adjustments supportable? Are there compliance or reimbursement issues that could
reverse historical earnings?

You do not need to commission an expensive sell-side report in every case. Sometimes it is worth it, sometimes
not. What you do need is to behave as if the buyer will test every important assumption. That means retaining
supporting schedules, payroll registers, tax filings, bank reconciliations, lease agreements, payer summaries, and
major vendor contracts in an organized data room.

A practical pre-sale checklist usually includes the following:

1. Three years of tax returns and clean monthly financial statements

2. A normalization schedule with support for each add-back

3. Revenue by payer, provider, and service line

4. Current debt, lease, and equipment obligation summaries

5. Documentation for any unusual financial or operational events

That package does not replace diligence, but it changes the tone of diligence. Instead of feeling like an
investigation, it begins to feel like verification.

Tax structure and transaction structure need early attention
Financial preparation is not complete if it ignores deal structure. Asset sales, stock sales, membership interest
sales, earnouts, employment agreements, and real estate arrangements all affect what the seller ultimately keeps.
Too many practice owners spend months optimizing EBITDA and almost no time thinking about tax leakage.

The financial statements should be prepared with enough granularity to model different outcomes. For example,
if a buyer prefers an asset purchase, how much of the price might be allocated to equipment, goodwill, restrictive
covenants, accounts receivable, or compensation-related items? If the seller operates as a C corporation, the tax
consequences may look very different from an S corporation or LLC. If the selling physician plans to continue
practicing after closing, post-transaction compensation should be distinguished from purchase price.

These decisions do not belong solely to the broker or solely to the CPA. They require coordination among the
owner, transaction attorney, tax advisor, and often the practice’s outside accountant. The sooner those advisors
are working from the same numbers, the fewer late surprises you get.

The hidden value of consistent payroll and staffing records
Labor is usually the largest expense in a medical practice after provider compensation, and in some cases it is the
largest controllable expense. Buyers do not just look at the total. They study staffing efficiency, turnover, wage
pressure, overtime, temporary labor, and the extent to which the office depends on a few key employees.

If payroll records are sloppy, buyers may suspect hidden liabilities or poor internal controls. Make sure wages tie
to the general ledger, payroll tax filings are current, bonuses are documented, and employee classifications make
sense. If there are independent contractors, especially clinicians, verify that agreements exist and that
compensation terms match the accounting.



A practice with stable staffing and predictable payroll tends to look safer than one with chronic turnover,
especially in specialties where front-desk accuracy, surgery scheduling, billing follow-up, or prior authorization
discipline materially affect collections. Sometimes a buyer will tolerate weaker historical margins if they can see
exactly where staffing improvements can be made. They are less willing to pay for a practice where they cannot
tell whether payroll is bloated, understaffed, or simply misreported.

Present trends honestly, not defensively
Owners often feel pressure to explain every soft month away. That instinct can backfire. Sophisticated buyers do
not expect a perfect line moving upward every year. They expect realistic performance with understandable
causes.

If revenue fell 4 percent because one provider cut back and another joined six months later, say that plainly. If
supply costs rose because of a shift in procedure mix or inflation in injectables, document it. If margin improved
because a billing vendor was replaced and denials dropped, show the before and after. Straightforward analysis
tends to earn credibility, and credibility protects value better than spin.

I have seen sellers undermine their own position by arguing that every weakness was temporary and every
strength was permanent. Buyers hear that and start building downside cases. A more effective stance is measured
confidence: here is what happened, here is how it affected the numbers, and here is why we believe the core
economics remain sound.

Good sale preparation gives you leverage
Well-prepared financials do more than reduce stress. They create leverage at nearly every stage of Medical
Practice Sales. Buyers can move faster. Lenders get comfortable sooner. Valuation ranges narrow. Retrades
become harder to justify. Deal fatigue drops because fewer surprises surface after exclusivity begins.

Most important, strong financial preparation helps the owner separate true business value from noise. It clarifies
whether the practice’s earnings are driven by durable operations, by the seller’s individual production, or by
accounting artifacts that need to be corrected before the market sees them.

That work is rarely glamorous. It involves reconciliations, classification fixes, provider schedules, old contracts, and
uncomfortable discussions about personal expenses in the business. But this is the work that turns a practice
from a set of historical statements into a financeable, transferable enterprise. For a physician nearing a sale, there
are few better uses of time.


