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Most business owners eventually confront the ques-
tion of whether to purchase or lease their office 
space. There are many factors to consider in mak-

ing this important decision. For new dental practitioners who 
are uncertain of future space needs and want to ensure maxi-
mum cash flow as they grow their business, leasing may be a 
wise option. But for new or seasoned practice owners with a 
strong financial profile, a clear picture of future growth, and 
the ability to take advantage of the tax benefits of ownership, 
a commercial real estate purchase can provide a solid founda-
tion for growing the business. 

Following are a number of potential advantages to own-
ing commercial property:

HISTORICALLY LOW PRICES
Commercial properties for dental practices are far less expen-
sive today than they were before the recession. In some areas, 
it may be ultimately less costly to purchase and outfit com-
mercial real estate than to build out and rent a leased space. 
And while property values will not likely rise at the aggres-
sive rates seen from 1998 through 2005, it is a safe bet that 
at today’s lower prices, both residential and commercial real 
estate values are likely to appreciate over time. As the prop-
erty owner, you receive the full benefit of that appreciation.

FAVORABLE FINANCING RATES
The most significant cost of purchasing real estate is the 
mortgage interest rate. Today, rates for commercial real estate 
purchases continue to be at an all-time low, ultimately sav-
ing you significant funds as you pay down your commercial 
mortgage. However, obtaining financing can still be a chal-
lenge, so it’s critical to maintain a spotless financial profile and 
be prepared with a comprehensive business plan that makes 
the case for the viability of your practice. Also consider work-
ing with a lender who specializes in dental practice financing 
and understands your particular needs. 

EQUITY APPRECIATION
As you build equity in your business real estate, it becomes 
an increasingly valuable asset that you can leverage to further 
grow your business without putting your practice itself at risk. 
This gives you greater flexibility in managing your business 
growth. It also gives you additional options when it comes 
time to retire. As the commercial property owner, you can sell 
the practice and underlying property outright at the time of 
retirement, or sell the practice only and lease the commercial 
property, producing an ongoing income stream.
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CASH FLOW OPPORTUNITIES
If you purchase commercial property that has space for ten-
ants, you have opportunities for additional cash flow through 
rental income. You might use tenant income to help pay 
down the property purchase, thus offsetting the cost of your 
investment. It’s important to remember, though, that having 
tenants entails property management responsibilities that 
may detract from attending to your practice’s core business of 
treating patients.

TAX ADVANTAGES
Owning your practice allows you to depreciate your asset 
while writing off all of the mortgage interest paid during the 
year. In addition, you can enjoy the benefits of several tax 
deductions designed for the business or property owner:
•	 Section	179. IRS Tax Code Section 179 allows deduc-

tions for purchases of equipment and furnishings that are 
put into service the same year they are purchased. For the 
past three years, Congress has granted a generous deduc-
tion of $500,000, which can be a significant contribution 
towards offsetting the cost of the property purchase.

•	 Cost	Segregation. This method of depreciation allows 
you to depreciate the building and components such as 

wiring and lighting over a 39-year period, offsetting the cost 
of building maintenance for a significant amount of time.

•	 1031	Exchange. Investment properties used in a trade or 
business can be sold and the funds applied towards the 
purchase of a similar or like property within 180 days of 
sale, without reaping any tax consequences. The pur-
chased property must be of equal or higher value to avoid 
a tax penalty. This provides leverage for a practitioner to 
move to a larger facility as the practice grows, without 
being hindered by tax penalties.

Before purchasing commercial real estate, be sure to 
consult with your CPA or financial advisor to fully under-
stand how a purchase would affect your particular circum-
stances. 

Keith Merklin is a general manager with Live Oak 
Bank. He has more than 14 years of experience as a 
commercial lending officer and has spent the majority 
of his career working with small health care practices. 
During his career, Mr. Merklin has originated more 
than $500,000,000 in loans for dentists and other 
medical professionals who were acquiring a practice 

or property, consolidating debt, or expanding their businesses. He can 
be reached at keith.merklin@liveoakbank.com.
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