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The question that typically 
comes across the telephone 
on Monday mornings is, “My 

friend the doctor told me he only pays 
15 percent of his income in taxes, 
why am I paying so much?” My first 
thought is that my client probably 
received incorrect information, but that 
doesn’t preclude us from looking for the 
best financial and tax benefits we can 
provide a client. The best financial and 
tax planning begins with coordination 
among the surgeon, the practice’s 
attorney and the accountant. Typically, 
an annual meeting of these three 
parties initiates the strategic financial 
planning process. This allows all parties 
to become aware of the issues and plans 
so they may properly integrate their 
expertise in finance and tax planning 
for the benefit of the practice and the 
surgeon.

The planning process should begin 
by reviewing the thoroughness and 
quality of the collection process from 
a business operations standpoint. An 
underperforming revenue cycle over 
the practice’s life can be more costly 
than what can be compensated for by 
any tax savings. For example, if the 
practice revenue is $1.4 million per  
year and the collection losses are 

2 percent annually, the practice has 
lost $28,000 in just one year—money 
that could have been used to invest and 
generate additional revenue or improve 
the practice. Such losses are deemed 
“controllable losses” because they 
result from poor collection policies. 
Losses will amount to approximately 
three quarters of a million dollars 
over 25 years at 3 percent interest. A 3 
percent controllable loss in collection 
process for the same period and interest 
rate exceeds a million dollars of lost 
revenue. It pays to closely assess the 
revenue cycle by monitoring the 
following:

 1. Number of days in receivable

 2. Net percent collected

 3. Adjusted fee for service percent 
collected

 4. Accounts receivable aging 

After the practice’s business operations 
have been reviewed and solidified, 
maximizing available tax deductions, 
credits and incentives for the practice 
and surgeon should be assessed. As of 
December 31, 2013, over 50 popular 
tax breaks expired. However, it has 
become common in the past several 
years for Congress to renew or reform 
tax code provisions on a retroactive 
basis, typically within the first quarter 
of the year. Your tax advisor will keep 
you informed of any changes that may 
offer advantages or disadvantages in the 
tax planning process. 

Historically the one tax planning 
deduction that has been successfully 
used by professional healthcare practices 
is the Qualified Retirement Plan 
(QRP). This is probably the most 
utilized tax deferral in professional 
practices because it not only creates 
a current tax deduction, but allows 
for the deferral and tax free growth 
of funds invested. In the past, these 
plans required employers to provide 

like benefits to employees based on 
a percent of the employee’s income. 
Today, however, some of these QRPs 
can be designed to provide the vast 
majority of a contribution benefit to 
the professionals in a practice. QRPs 
are available in a number of types, from 
simple employer-sponsored individual 
retirement accounts to defined 
contribution plans, to 401K plans, to 
the more contemporary hybrid cash 
balance plans providing benefits that 
can annually exceed six figures and 
corresponding tax savings. Proper 
planning for implementing QRP 
benefits includes direction from the 
practice’s accountant, attorney and a 
financial advisor. If a defined benefit or 
cash balance plan is utilized, an actuary 
will be needed to calculate annual 
contributions. It is also prudent to 
review and assess the plan every three 
to five years.
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“Maximizing available tax 
deductions, credits and 
incentives for the practice and 
surgeon should be assessed.”
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Tax savings may be achieved 
through the payment of annual 
employee benefits by using a 
f lexible benefit plan or cafeteria plan 
that allows employees to choose 
between cash compensation and 
tax-exempt benefits. Cafeteria plans 
are authorized by Internal Revenue 
Code (IRC Sec. 125) and are often 
referred to as Section 125 plans. 
Under such a plan, it is possible for 
employers to provide employees 

with an additional benefit package 
at virtually no extra cost while 
reducing both the employer’s and the 
employees’ payroll tax liability by 
a combined savings of 15.3 percent 
of the payroll dollars converted to 
benefits. In addition, employees 
can tailor their benefits to the needs 
of their family and employers may 
fix their contribution to a dollar 
level that only changes when the 
employer deems appropriate. Flex 
plans allow employers to upgrade 
and customize the array of benefits 
offered to maintain and attract good 
employees while keeping a handle 
on total benefit costs. Flex plans 
range from the simple, which merely 
pay group insurance premiums with 
pretax dollars, to the complex, which 
provide benefit credits and a choice 
of types and levels of benefits that 
may be chosen and paid for on either 
a pretax or post-tax basis. The use of 
a Section 125 plan allows the staff 

to pay their portion of the health 
insurance costs with pre-tax dollars 
as well, thus reducing their personal 
income tax burden. The practice 
will not have to pay FICA or Social 
Security, Medicare, or FUTA (federal 
unemployment) taxes on the payroll 
that is allocated to benefits under a 
section 125 plan. Cafeteria plans may 
also be used to establish a fair method 
to provide benefits to all full-time and 
part-time staff and assist the practice in 
controlling its contribution to future 
benefit costs while offering an equitable 
program to its employees. 

As a general rule, the faster you can 
depreciate a fixed asset on the balance 
sheet, the better. This is because 
depreciation is treated as an expense on 
the profit & loss statement; therefore, 
it lowers taxable income. First and 
foremost, the practice should review 
its current depreciation schedule 
to ensure that annual additions to 
fixed assets are being depreciated on 
a schedule that provides the fastest 
depreciation as possible. Additionally, 
there is the Section 179 deduction, 
which allows taxpayers to deduct the 
cost of certain newly acquired tangible 
personal property as an expense rather 
than depreciate the property over its 
useful life. The maximum Section 
179 deduction for 2014 is $25,000. 
The Section 179 deduction can also be 
used for leasehold improvements to the 
interior of a non-residential building if:

 1. The improvement is made pursuant 
to a valid lease;

 2. Such portion is occupied exclusively 
by the lessee; and

 3. The improvement is placed in 
service more than 3 years after the 
building was first placed in service.

A lease between related parties does  
not qualify.

The IRS has issued a revenue procedure 
that limits the deduction for luxury 
automobiles to a maximum of $3,160 in 
2014. Keep in mind that if the vehicle is 
used less than 100 percent for business 
purposes, the maximum depreciation 
deduction is reduced by the percentage 
of personal use. It is recommended you 
check with your tax advisor prior to 
making any large purchases with the 
intent of getting these deductions in 
2014. At the time of writing this article, 
there wasn’t a federal regulation in place 
relative to 2014 limitations for the 179 
deductions and bonus depreciation. 

If you own the building in which 
you practice or have spent significant 
amounts on leasehold improvements, 
a cost segregation study may identify 
ways to lower your taxable income. 
A cost segregation study analyzes the 
components of a building to identify 
those that may be reclassified to an 
accelerated depreciation schedule. Cost 
segregation studies identify those assets 
that qualify for accelerated depreciation 
through the use of shorter tax life 
depreciation schedules. Cost segregation 
analysis can be performed for building 
costs incurred as far back as 1986, but is 
especially beneficial when used in the 
construction planning stages or prior 
to adding leasehold improvements. 
As an example, there are different 
depreciation periods for different types 
of wallpaper and depreciation periods 
can differ depending on where the 
parking lot lights are located. Through 
shorter depreciation periods and larger 
annual depreciation amounts, taxable 
income may be appreciably lowered. 
Seek an accounting firm that has 
significant experience in performing 
cost segregation analysis.

“The use of a Section 125  
plan allows the staff to  
pay their portion of the health 
insurance costs with pre-tax 
dollars as well, thus reducing 
their personal income tax 
burden.
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In terms of tax credits where a business 
or person gets a dollar for dollar credit 
against any tax liability, a practice may 
qualify for employer healthcare tax 
credits if it has fewer than 25 full-time 
equivalent employees making less than 
an average of $50,000 a year. It must 
be noted that in Limited Liability 
Companies and S Corporations, the 
owners are not considered employees. 
To qualify for the Small Business 
Health Care Tax Credit, a practice 
must pay at least 50 percent of its 
full-time employees’ health insurance 
premium cost. A practice does not 
need to offer coverage to its part-time 
employees or any dependents. Starting 
in 2014, the tax credit is worth up to 
50 percent of a practice’s contribution 
to the employee’s premium costs—up 

from 35 percent in 2013. This credit 
is only available in 2014 if you get 
coverage through the Small Business 
Health Options Program (SHOP) 
Marketplace. The SHOP Marketplace 
is the new federal program that benefits 
employers with fewer than 50 full-time 
equivalent employees by simplifying 
the process of choosing and buying 
their health insurance. The advantages 
of using the SHOP Marketplace 
include:

• Control of the coverage you offer 
to pay toward employee premiums; 

• Ability to compare and contrast 
plans online on an “apples to 
apples” basis; and

• The small business healthcare tax 
credit mentioned previously.

There literally are over 100 tax credits 
available, but the vast majority are 
in the areas of energy research and 
production. Two less common credits 
that are available to OMS practices 
and/or surgeons are the alternative 
energy vehicle credit and the building 
rehabilitation credit. Alternative 
energy vehicle credits and building 
rehabilitation credits can be both 
federal and state credits, and in some 
cases local credit(s), are available for 
building rehabilitation. These credits 
are beyond the scope of this article, but 
it would be prudent to discuss these 
opportunities with your accountant, 
local Chamber of Commerce, or 
state Department of Commerce and 
Economic Development. 

The tax planning process is an ever 
changing arena that requires ongoing 
review and adjustments. The recent 
changes and expiring provisions in 
the tax code and regulations, and the 
impact of the alternative minimum 
tax, have clearly set the stage for an 
increased focus on taxes for higher 
levels of earned income. Professionals 
have a greater incentive to work closely 
with their accountants, attorneys and 
advisors to minimize taxes paid, and 
maximize investment security and 
income to achieve stable economic 
growth for their practice and personal 
lives. 

Information in this article should not be 
construed as client-specific advice, nor should it 
be used alone to resolve specific legal or practice 
management problems.

“As a general rule, the faster 
you can depreciate a fixed 
asset on the balance sheet,  
the better.”

“Recent changes have clearly 
set the stage for an increased 
focus on taxes for higher levels 
of earned income.”
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