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Planning Issues for Healthcare Professionals
)
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High-earning healthcare professionals require advanced financial planning services to develop custom strategies that provide unique solutions to meet their needs.  Comprehensive planning and professional advice can help medical professionals avoid some of the common mistakes discussed in the article below.  We are specialists in advanced planning for professionals.
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Bad Advice Can Lure Doctors Into Asset Risk and Tax Traps


	By Christopher R. Jarvis, MBA, and David B. Mandell, JD, MBA
According to the U.S. Census Bureau, the majority of families in the nation earn about $49,000 annually. That amount carries a tax liability of less than 12%—a far cry from the steep tax burden of high-income physicians. Yet most financial advice offered on television, radio and the Internet fails to make any distinction between the two groups of earners. Indeed, much of the “money talk” on those popular media outlets is specifically targeted to lower-income families.
Physicians who follow such advice do so at their own peril.
To bring that point home, consider the mistakes below that many physicians have made, in our experience, as a result of acting on “popular” financial advice that did not take into account the income and tax realities of their profession.
Mistake #1: Listening to a CPA or Attorney Who Says You Don’t Need a Corporation for Your Medical Practice. 
Despite what the CPA says, in most cases the cost and aggravation of incorporating your practice are far outweighed by the asset protection and tax benefits provided. Although the details of incorporation are outside the scope of this article, here are just a few of the benefits that you can realize from incorporation:
· “Zeroing out” your practice profits at the end of the year, thus vastly reducing your own income tax burden. 
· Deducting the cost of employees’ (including owner–employees’) health insurance, group term life insurance of up to $50,000 per employee and even long-term care premiums without regard to age-based limitations. 
· Deducting medical expenses that are not covered by insurance, as well as fringe benefits such as employer-provided vehicles and public transportation passes.
Mistake #2: Owning Any Assets in Your Own Name or Jointly With Your Spouse or in Your Spouse’s Name. 
We know that this is the most common ownership structure for real estate and bank accounts. This is all right for families that earn less than $50,000 a year and have limited financial and legal liabilities. High-earning physicians, in contrast, have to account for the possibility of malpractice lawsuits as well as probate fee liability and estate tax risk. If you don’t want to unnecessarily lose assets to lawsuits or taxes, you need to consider alternative ownership structures. Something as simple as a living trust or a limited liability company can often solve these problems.
Mistake #3: Wasting Time and Money on Retirement Plans. 
This is perhaps the single most important area of planning for doctors to address once they understand that they need financial advice that is specifically targeted to their needs as high earners. Typical retirement plans are great for rank-and-file workers: They are forced to put away funds for retirement; their employers may match a percentage of those funds; and the money grows for them and becomes available after they reach 591/2 years of age. When they die, there may be a very modest amount remaining, if any, for their heirs.
As “the employer,” you are responsible for those matching retirement plan contributions. These can be very significant if you have a large employee base. You are also the person who will be responsible (in other words, liable) if employees do not receive the proper allocations or contributions from your practice. Even if an error is the fault of the plan administrator, you ultimately may feel the wrath of the state Department of Labor if your employees are not fairly treated by the plan. Furthermore, a hypothetical $40,000 per year of pension contributions from ages 35 through 60, growing at 7% annually, will be worth only $2 million at retirement at age 60. This amount may yield a lifetime income of $12,000 to $15,000 (pre–tax) per month. If you factor in inflation, this income may be worth only $6,000 to $8,000 pre-tax monthly in today’s dollars if you are a young physician. How many 35-year-old doctors do you know who could retire on $3,000 to $6,000 per month after taxes? Of course, you can’t live on so little in retirement. So, you need supplemental planning to reach the retirement level you want.
There is another problem. Let’s say that you accumulate significant non-pension assets and these assets are enough to support your quality of life in retirement. It is not unusual for a physician family to also accumulate $1 million or $2 million of retirement plan assets that will not be spent during their lifetime. When you die, these plan assets can be taxed at income tax and estate tax rates. It is possible, in some states, for this “double tax” to be 70% to 80%. In other words, if your family doesn’t use this asset, they’ll lose it. I am sure you didn’t pay all that money to fund your employees’ retirement plan and to have it managed, only to lose three-fourths of it to taxes at death. This is yet another problem with traditional retirement planning that doesn’t impact lower-income earners.
Mistake #4: Relying on Traditional Retirement Planning to Support Your Retirement. 
Nontraditional, nonqualified planning can offer higher-income physicians opportunities to put away more money every year. In addition, these plans can be much more discriminatory than traditional qualified plans. Whether you are using an executive benefit plan for doctors only or a captive insurance company, you could possibly deduct $100,000 to $1.2 million annually. You won’t be subject to any scrutiny from your state Department of Labor as these plans are exempt from such regulations. Furthermore, you will have access to the funds before age 59 1/2 if you like; you will not be forced to take withdrawals at age 70 1/2 if you don’t need the money; and these plans will not be taxed at rates up to 70% or 80% at your death.
Nontraditional, nonqualified plans vary significantly in their design, their scope and their applicability. Some plans work great for smaller practices with one or two partners; others work best for practices with three to 20 partners. Still others may work best for the larger practices. To determine which plan is right for you, contact a specialist in advanced planning for professionals. If you do not know someone in your area who specializes in nontraditional planning for physicians, please contact the authors and they will try to introduce you to someone in your area.
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