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Private equity has made significant advances into the professional practice arena. The structure of these 
transactions has evolved over the last several years and sellers must proceed with caution.  

First some background: a private equity firm raises funds from investors and seeks to purchase privately 
owned businesses. Historically, private equity has shied away from investing in professional practices in New 
York State due to its strict regulations preventing non-professionals from owning professional practices and 
its strict fee-splitting laws. Private equity has now cracked the code on how to properly structure the pur-
chase of a professional practice in NYS and private equity firms are investing heavily in this area.  

In order to adhere to the strict NYS laws referred to above, a private equity firm will form two separate enti-
ties to purchase the assets from a dentist. A professional entity (i.e. a PLLC or P.C.) owned by a dentist affili-
ated with the private equity firm will purchase the professional assets (i.e. patient list, goodwill of the seller) 
and a separate business entity (an LLC or corporation) will purchase the non-professional assets (furniture, 
fixtures, equipment, supplies, etc.).  A management agreement will then be established between the business 
entity and new professional entity whereby the business entity will be paid a fee for providing management 
services to the professional entity.* 

Selling to private equity has many attractive features: (1) often the purchase price is higher than that offered 
by another buyer (typically based on a multiple of EBITDA); (2) the purchase price is typically allocated to 
capital assets being sold so that the seller will pay tax at the lower capital gains tax rates; (3) a portion of the 
purchase price is offered as equity of the buyer (so the seller can participate in the growth of the private     
equity entity, although, like any investment, there is an inherent risk of loss); and (4) the seller is typically 
offered an employment contract with the buyer so he or she can continue to work for a few years before fully 
retiring.  

One feature many sellers find attractive is that the seller receives rollover equity in the private equity entity 
(as referred to in clause (3) above). The expectation is that the management company entity will receive 
more fees from the additional practices the private equity firm purchases in the future thereby creating more 
value for the owners of the management company. When the private equity firm sells the management com-
pany at a higher valuation to the next private equity firm, the seller will receive a “second bite of the apple” 
and receive value for his or her rollover equity interest.  

Some private equity firms have modified the above structure to incorporate a “sub- DSO” concept. Under 
this new structure, the private equity firm creates a brand new management company to manage only the 
seller’s practice. The seller is offered rollover equity in that new sub-DSO entity (not the main DSO). This 
structure reduces the potential the seller has for a second pay day since the growth potential of the sub-DSO 
is limited.  

In summary, all “rollover equity” is not the same and sellers need to focus on which entity and on what terms 
and conditions they are being offered equity. Our office has had success in protecting sellers in these types of 
transactions.  

Please contact Robert B. Danziger or Gary Sastow to discuss this exciting possibility at 914.948.1556  

* The details of properly structuring a management services agreement is the topic for a separate article 


