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Q: I'm negotiating with a retiring doctor to purchase his practice by buying the stock. My accountant tells me that I won't be able to take a tax deduction for my down payment or subsequent payments to the bank. Can I structure the purchase so parts of it will be deductible? 
A: You are describing a stock purchase method of acquiring a practice. In this transaction, you will acquire all assets and liabilities of the practice. Your accountant is correct that the purchase of stock is not deductible. 
A more favorable alternative is an asset purchase, in which you limit your exposure to liabilities and more clearly define what you are buying. Generally, a practice purchase of this type consists of tangible (fixed assets and equipment) and intangible (goodwill). The tangible assets you purchase usually can be depreciated over a 5- to 7-year schedule, but some may be deducted fully the first year of purchase. 
It is not uncommon to have a purchase of stock take place at a lower price than an asset purchase due to the different tax treatments for the buyer. The tax treatment for both the buyer and seller has several other variables that you should discuss with expert advisers. 
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Q: I'm selling my medical practice, and my attorney advised me to allocate as much of the purchase price as I can to goodwill. Why is doing so advantageous?
A: In the purchase of a practice, all purchased assets are deductible to the buyer and reported as income to the seller. 
Generally, a practice purchase is comprised of tangible elements, such as equipment, and intangible elements (goodwill). The purchase of tangible assets usually can be depreciated over a 5- to 7-year schedule, but some may be fully deducted during the year following the purchase. 
On the other hand, the seller must recapture depreciation on tangible assets, and this money often is subject to ordinary income tax rates. Intangible assets such as goodwill usually are depreciated over 15 years and are subject to long-term capital gains taxes. So as a buyer you would prefer to deduct as much as possible in the shortest period of time by allocating most of the purchase price to tangible assets. As a seller, however, you would prefer most of the purchase price to be allocated to goodwill, which is treated as a long-term capital gain for tax purposes. 
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