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When medical professionals get served with a divorce
summons, their first call should be to a divorce lawyer and the
next, to their accountant. Why? Because unlike other
professionals who work for a company, doctors typically have
their own practice, building, equipment and stafl, where they
earn additional revenue and profits, and may even have an
interest in a professional limited liability company or clinic.
To the Tennessee courts, all these items are assets that need
to be valued.

Tennessee divorce law requires that the courts classify the
assets as ‘marital’ or ‘separate’ assets.! Typically, those assets
owned prior to marriage are separate and not included in the
Court’s division of the assets. However, if a party commingles
the asset or transmutes the asset to change its identity ro
marital, chen the court will consider that asset to be marital
subject to division at trial.? A separate asset that appreciates in
value over the coutse of the marriage may be subject to
division, if the other spouse has substantially conuributed to the
separate asset’s appreciation.? Therefore, if a doctor owned his
practice before the marriage, the evaluator will need to
determine the value of the practice at the time of marriage and
then at the time of the divorce. The increase in value is what
the Court will consider.*

Marital property is all property, real and intangible, that is
acquired during the marriage through the date of the divorce.?
It matters not if che title to the asset is in one spouse’s name
alone or in joint names,

What is needed to value 2 medical practice? A specialized
business valuation analyst or appraiser will need to review
financial recordsS to establish income, compare the income over
five years, and determine the value of the asset. In Tennessee,
the Courts have generally regarded the valuation process as ‘not
an exact science,” so cach party bears the burden of producing
competent evidence regarding the valuation of a marital asset.”
The Courts weigh and evaluate all relevant evidence, including
what the doctor believes the practice is worth.? Therefore,
you should be careful when listing the practice value on
2 financial statement given to a bank for a loan or to an
insurance agent for life insurance, as the Court will consider
those values. The Courts may also examine the methodology
used by the evaluator.?

There are three approaches to value a professional
practice. ‘Typically, the “net asset” method is used to value the
practice.'® Under the net asset method, the value of the
professional practice is ascertained by taking the accounts
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receivables multiplied by a percentage of collections, subtracted
by the accounts payable. That number is then added to the

current fair market value of the equipment along with the value
for patient records. The result is a ‘book value’ of the practice. 1t

A second approach is to examine the buy-sell agteement!?
and determine the “market” value of the practice (or portion
thereof). There are also resources to show the compensation
and productivity of doctors in certain geographical areas.!?

The last approach which has some merit depending on the facts
of a case is the “income” approach or excess earnings approach.
The evaluator would value not only the tangible assets, but the
intangible assets,"¥ This approach has been used by Courts in
Tennessee when the doctor can generate additional profits
beyond their salaty from equipment and staf.?

It is important to work with your attorney and accountant
early in the process, because the sooner these documents are
provided, the quicker the accountant can determine the value,
and the soonet the divorce can be resolved, so you can go back
to doing what you do best. .. treating patiencs!
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