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Preface 

ax law changes!  In recent years, it has changed nearly once a year 
and in  some years two or three times! The income tax ramifications 
of a transaction can be extremely different as the law changes.  

Sometimes for you a law change is "good"; sometimes it is "bad"; and we 
suppose sometimes you just don't care that it has changed. Tax law changes 
have been unfavorable if you are considering selling your dental practice, 
especially if it is a regular professional corporation. 

The purpose of this material is to summarize the tax implications of the most 
recent tax law changes with respect to selling or transitioning your professional 
dental practice—be your form of practice a sole proprietorship, a partnership or a 
corporation.  We will discuss each form of practice in an intermixed fashion 
throughout the text.  We shall give particular attention to an explanation of the 
current law and discuss why, if you have a professional corporation and have 
time, there is a change you can make now in your corporation's tax status to 
reduce your tax liability upon sale. 

The Tax Relief Act of 1997 created a favorable change in capital gain tax 
rates if you were selling a practice. Prior to enactment of the Relief Act 
individuals’ net capital gains were taxed at 28% while the top tax rate on 
ordinary income was at 39.1%. For assets sold after May 6, 1997 the 
maximum long-term capital gains rate was generally 20%. Also, the 
applicable holding period for long-term assets changed from 12 months  
to 18 months for sales after July 29, 1997. 

The Job and Growth Reconciliation Act of 2003 lowered the maximum capital 
gains tax rates from 20% to 15%, provided certain conditions are met.  Tax 
law changes relate to the amortization of intangible assets.  While this may 
seem like a positive step, upon closer examination, it may not be the blessing 
we had hoped for.  While there has always been a concern that goodwill will 
be reclassified and increased in amount by the IRS, the new law which 
requires it to be amortized over 15 years is a positive step.  However, as 
government usually tends to do, they don't stop when things are good. 

When Congress determined that intangibles could be depreciated over 15 
years, it did not stop with goodwill.  In defining a §197 Intangible (intangible 
assets that can be depreciated over 15 years) Congress included information 
basis which include patient or client files as well as covenants not to 
compete!  That's right, a covenant not to compete, regardless of what is stated 
in an agreement between two parties, must be amortized over 15 years.   
So it is true —"What the government giveth, the government taketh away." 

The Patient Protection and Affordable Care Act (“Obama Care”) signed into 
law in 2010 establishes Additional Medicare Tax starting in 2013.  The tax is 
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