


October 2011 • Ontario Dentist

Practice Management

Purchasing a free-standing building and con-
verting it into a dental practice is the least risky op-
tion. If you buy the building in the right location, the
potential to sell it to others unrelated to dentistry is much
higher. Stand-alone buildings also have much greater ap-
peal to retailers and other businesses, due to visibility and
parking.

Before You Buy
It’s not uncommon for dentists who become frustrated pay-
ing rent every month to move their practice into a small
building or house that they have purchased. Often it is emo-
tion — not basic economics — that is the main driver of
these decisions. Dentists start the buying process by first
meeting with the real estate brokers. These salespeople will
not only find you a property to purchase, but will usually
also give you many great reasons why you should own the
building where your practice will be located. Unfortunately,
the agents do not usually reveal what can go wrong when
you own the commercial building where you practice.

Here are several things to consider before buying
a building to accommodate your dental office:
• Do you want to put all your eggs in one basket?

One piece of advice that all financial advisors agree on is
that it’s good to diversify assets and investments. When
you invest all (or most) of your investment ability under
one roof, have you really diversified? Things may not go
as you’d hoped with the building, the area, and the other
variables mentioned earlier in this article; if so, you
might have a big problem on your hands (for instance, if
a fire or flood damages the building, it damages the prac-
tice at the same time).

• When it is time, are you going to sell the prac-
tice and the building together, or just the prac-
tice? This is something that too few owners consider
and, hence, don’t plan for properly in advance. Let’s look
at the options a little more closely. If you try to sell the
practice and the building, then you have just shrunk the
pool of purchasers down by 90 to 95 percent. Few dental-
practice purchasers would ever qualify to borrow for buy-
ing the practice and the building at the same time. A
small pool of buyers leads to less demand for your prac-
tice, and less demand usually means a lower price. On
the flip side, if you try to sell the practice and keep the
building, you will shrink your pool of buyers; our re-
search indicates that most dental practice purchasers
today do not want to have the selling dentists as their
new landlord. This relationship can sour very quickly
after the sale, due to inevitable changes that occur within
a practice after a purchase.

• How much rent do you pay each month when
you own the building? Unfortunately, we find that

most dentists base that payment on the gross amount
that their practice brought in the previous month. This
method results in inconsistent rental payments, which
throws off the practice’s business metrics and doesn’t
give a clear sense of how the practice is really doing.
Making rent payments based on the monthly income of
the practice is comparable to basing your staff payroll on
the income your practice brings in on any given month;
it’s an unprofessional business model and it doesn’t
work.

• What happens when something breaks down in
the building? Commercial properties require mainte-
nance, just as homes do. Often they require more be-
cause of traffic-flow and parking considerations. And,
what happens when you come into the office on a cold,
Monday morning in February to find that the rooftop
heating has broken? Well, you cannot call the landlord;
you are the landlord. You will likely need to reschedule
all your days’ patients to start dealing with the problem
through contractors and repair people. When you are
your own landlord, you likely won’t have a property
manager if your building is small, so you are responsible
for problem-solving. This takes time and, in the business
of dentistry, time is money.

The Final Word
I once heard a nationally renowned financial planner give
this great advice to an audience of dentists: “If you’re truly
interested in purchasing revenue-generating property, you
will probably do much better owning a residential apart-
ment, duplex, triplex, etc., from which you receive simul-
taneous benefit from revenue generation and property
appreciation.” Best of all, residential properties require less
of your time and are far away from your revenue-generat-
ing nest egg.

My advice, focus on your practice first, as it has far greater
earnings and cash-generating potential for you than any
property investment will. What’s more, you have much
greater control over your practice and its earnings, than
hoping the area appreciates the value of your building!
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