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mandatory contributions for employees on the lower
end of the salary scalo.

SEP-IRA
The Simplified Employee Pension (SEMLIRA allows
contributions of a fixed peresntage of salary (up to
25% of W2 income) to inclividua! TRAz of thast sm-
plovees, meluding the physicisns, The upper cottribu-
tion limits for 2000 are $40,000, with amother $5,300
“catch-up® contribution for participants aged 49 years
= and older,

: The TRS requires & fixed percentage of compern-
T
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sation be used to ealcuiate the amount of pension
contributions, snd this percen tagre must be the same
for owners/pliysicians and other emplovees. This
makes the SEP a relatively cxpensive plan i terms of
employvee funding. There is no component of salary
deferral by emplovees, and a)) plan fnding is fm-
mediately “vested” (belongs to the employee imymedi-
ately if they leave employment),

The advantages of the SEP plan include 3 mini-
mum of paperwork and ease of set up. Generally,
SEP-IRA plans are used by small, fmily-owned husi-
neases with few or no ourside employees,
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It does work well for physicians who are inde- ing on their age. This money, and emmings on it, are
pendent eontractors. such s Ia1Y CINErZercy roomm not subject to federal ineome teX until withdrawn in
and locum tenens physicians, However, ap indepen- retirement, and are immed; ately vested,
dent contractor with an imcome of less than shouy 2) A “mateh? This ig an optional part of the plan
$170,000 can put more pre-tax morey away in g Sel iy which an employer may contribute 5 matehing
Employed 401(1) plan (see below), amount to give employees an incentive to participate,
Matching funds are uay ally subject to vesting on a
SIMPLE IRA time gchedule, and can be of any amount as long s
The Sovings there is not » de.
Tneentive Match fined henefit plan

Plan for Employ- A EIMPLE IRA PLAN IS A GOON in place,
oo | CHOICE FOR SMALL BUSINESSES [ 5 mose

sharing, Lilie

TRA iz another

plan that is IN WHIGH THE uWNERs AHE tle mateh, this

iy oy HIGHLY COMPENSATED, ANn & G
S8T UD 7 ary cont T4

et up FEW EMPLOYEES WISK ToO ];;Vtﬁzne;pm;

adminigter Tt

allows companies DEF EH MMRY,” of up to 23% of

with fower than W2 payroll. The
100 empluyeca profit-sharing

to open individual IRA accounts for employees, The commpanent is uswally subjeci to 4 vesting sehedule to
employees may defor salary in amounts of $10,500 encourage emplovee Jomgevity, Note that the profie-
ta $13.000 (depending on agc), with on emplover sharing contribution is not the smne as o mateh, A
‘match.” All money in the plan is immediately maieh is only present if the employee makes g selary
vested. The match is gen erally a dollar-for-dollar deferral, whereas the profit-sharing contribution is
matching contribution of upr to 3% of the emplovee's independent of employee hehavior,

compensation. For example. a practice owner with a T addition, there js a self-employed 401(L) option

compensation of $100.000 would he able to deferupr  for small Practices that have no full-time employees
m ModernMe dicine ™ $13.000 (if age 50 or older), and  other than the physician and spouse, Tt operatey in

e
Mndicino.com

WETWORK then have the company mateh up much the same way as a standard 40105) plan, hut
NEWS & UPBATES ta 3%, or $2,000 more, with litile expense and much Jess paperwork,
S e A STMPLE IRA plam is « good
choice for snisll businesses ju DEFINED BENEFIT PLANS
\ which the owwers are Lighly eom- Omge commot, these plans are now rarely used, They
‘ pensated, and fow ewplovess wish are biased entively on company contributions to a fund
to defer salary: Tes disadvantages (ho employee salary deferral) that is actuarislly designed
et e are in the Immediate vesting for 1o produce # set henefit amount st retirernent. Al the
Ynﬁrresnhnslhﬂlty for ynu'r‘pranﬂm'g'g the matched. funds, and relatively risk for providing the promised benefit rests with the
retlremen? plan extends heyond |15t low total amounts of contributions  employer. The advantage of this type of plan is in allow-
gggﬁ?{?&%ﬁlﬁ!ﬂl ol iy a1 trema. compared with other qualified ing much higher contibutions gn & preta basis, with
Lust about sove coon s i plans, the disadvaritage of higher admiristrative costs, ‘
4010 plan vesting and fiow 1o avald Une unusual feature of the plas These plans work extremely weil for high«income
thew at memap,com A0 kinigtake is that the 3% mateh liag no limits.  Dusinesses employing 1 single individual (plus or
For examiple, o physician with s minus & spouse) wha iy nearing age 50 or aver, In
small group of emplovees and an srnusl income of addition, physician practices #har employ 1 spouse or
S600.000 can put sway $13,000 in salary deferrals physicians of different ages can often use a defined
aud another $18.000 (3500000 X 3%) of match at benefit plan in conjurnction witl 5 401{k) /profit-shar- .
ne emplovee cost, ing plan to great benefit, as in examiple 3 in the “Some I
Real-Life Examples” section that follawrs, &
4M(K)/PROFIT-5HARING PLAN Note also that maximum contributions to a de- )
This is by far the most eommon type of qualified plan  fined benefit plan preclude contributions for the same m
in existence These plans have 3 components: husiness to o profi t-sharing plan. While jrs prssibie ;_
1) 401(k) salary deferral. Ty 2010, employees to make Jess than the maxitmum crmtrib_u.ti ons to a £
may defer between $16 »00 and $22.000, depend- defined benefit plan and also some profit-sharing con- &
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. RETIREMENT OPTIONS

POWER
FOINTS

Many nhysieians pount
on retivetanit plans for
financial security, kut
Tew tnderstand how
They whrk,

Retirement plans vary
i their complaxity,

01Ky prott-sharing
plans are the mast
conttan type of
qualified plans,

Make sura 1o
customize your
refrlement plan fo
yourr practice’s needs,

28

tributions, this ealeulation is usnally quite complex
and clianges vearly. However, making the maximym
contribution to a defined benefit plim does uot pre-
vlude 2 401k gal-

ary deferral and

tatch of up to g%

zor this deferral.

emplayers may

elact to provide

plan that offers some of the henefits of both defined
benefit and 401(k) salary deferral plans, Not sl the
details have been worked out yet, but hasically the
plam secks to provide funding equal to 20% of an
emplayee's salary. Tr order 1o qualify, the emploves
must contribute at least 4% of his or her salary into a
401(k) salary deferral plam which the emplayer then
matches equally,

Until the final guidelines nn this plan EMErge, it is
difficult to recommiend this as an option,

DEFINED
EENEFIT
401(K) PLANS
Beginning i 2010,

USING 2 PLANS
Tt is sometimes g viahle alternative to hawe hoth g
defitied henefit plan for sn older physi-
cian ar physiciams, along with o few of
the emplovees, The employee cost af
the defined benafit plan is proportion.
- ally lower for younger and lower-paid
atplovees, The remaining emplovees
avd younger plsicians yse 4 401k
profit-sharing plan, This allgws the
older physicians to ramp up their an-
nual pretax eontribytons well into 6
figures at » marginally higher employ-
ee cost. Note that participants in the
defined benefit plan are still allowed
fo make a full 401(1) salary deferral in
addition to a 6% matched contribution,
Another tine that multiple plas
might be used for a physician’s group
is when the group owns more than
I husiness, A pension expert should
be consulted to determing if the business income
fources are suitably “separate;” but this is o common
practice. For example, a physieian may practice on a
regular basis, hut have a separate consulting firm that
imvolves research or travel /teaching,
Any combination of the above plans can be used
to shelter income from hoth husinesses, FMowever, the
salary deferral side of auy combination of plans must
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"MAXIMUM CONTRIRUTIONS
TO A DEFINED BENEFIT PLAN
PRECLUDE CONTRIBUTIONS
BUSINESS TO A

FROFIT-SHARING PLAN.”
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be agpregated, and may not exceed the ammual limit
($16.500/$22.000) in 2010, hut up to 25% of compen-
sation for W2 ineome ean he put into a profit-sharig
plan i either
business to masi-
mize contribution,
For example,
an individual
participates as
an emplovee or
ownier in a busi-
1ess witlh a 401(1)
plan. Me/she can
theoretically use
a full salary deferral and profit-sharing contribution
10 avoid federal income taxatian on $40,000/454.000
in the primary husiness. T this person also has a con-
sulting business on the side with $250.000 of other
mecome, roughly 20% of net income, or 25% of W2
incotne from that bu siness, could he eontributed to
another profit-sharing plan run by the side business,

SOME REAL-LIFE EXAMPLES
Now let's look at how some of these tools can be put
to use:

L Jiny T, am endocrinologist in private practice,
employs his wifa as offee manager ang has 4 other
employees. Jim lad 7 “frec” Prototype profitssharing
Plan with 2 well-kmown brokerage. He has heen put-
ting 18% of his $230,000 income into the plan each
year ($35.000). and thus he must also contribute 15%
af all emnployee compensation (empluyee Compensa-
tion totaled $100.000) ta the plar a2z e cinployen
COst,

Jim pays his wife $60.000 3 year in order to get a
$9.000 annwal contritrtion for lver, but at an addirional
cost af $9.000 in Soeial Becurity taxes, Hig plam is
imvested i o variety of mubugl funds and stocks that
carry high transaction costs and/or *loads? and he was
not sure how it wes doing in terms of performance,

Change: The plan was changed to a custom-
ized 401010 /pro fit-shaving plan using a third-party
administrator at a cost of $2.500. Jim's wife lowered
her salary to 320,000, which saved mare than $5,000
antually in Social Security taxes. Yar Jim and his wifa
ware now able to contribute mare than 865,000 in
pre-tax momey, rather than $44.000 as in prior years.
His employee cost for the plan drepped from 15% of
the 100,000 payroll to 6%, for an additionsl annual
savings of $9.000,

2. Statewide Healtheare medical group had an
maurance=based retivement plan. All of the invest-
ments allowed were wrapped in veriahle smnuity/
insurance wrappers witl an annual expense ratio
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of between 2% and 4% anmy ally. The plan was free
to the group but did not allow any differentiation in
benefits or contrilwtions betwoeen the physicians and
their emyplovees.

Change: The practice changed to an unbundled
401CK} /profit-shuring plan that allowed physicians
to vontribute the muxinum in sulary deferral and
profit-sharing contributions, Using an age-wejghted
contribution formula. the physicians were ahle to
save 14% of their salary in the prof t-sharitg plan
a4 cotnpared with s 5% contribution far emplovees,
The new investment portfolios carried a1 annusl
cost well below 1% anraally and were actively
monitored by 4 faceonly fiduciary advisor, mastly
relieving the group from the tiduciary responsibility
for the fund investments,

& Kirk L, an internist, employed his wife aned 5
emplayees in a busy practice. He is 55 vears old and
looking towsrd retirement in 10 voars, e had %
reasanably well-designed 401 (K)/profit-sharing plar
which let Ivim and his wife ut away from $70.000
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costs. With the new pian, Kirk and his wife are now
putting away about $200,000 in wre-tax contributions
arnually st 2 marginally higher vost for the emplovess
brought into the defined benefit plan,

CUSTOMIZATION IS KEY

Whichever form of retirement plan you ¢choose, it is
erugial to make sure that thoe plan i customized to
meet your or your practice’s specific neads, Customnt-
ization by a financial planning expert or third-parey
administrator will enshle you, your partners, snd your
employees to enjoy the maximum benefi t5 of a plan at
the lowest cost and provide greater peace of mind ag
you look toward retirement,

Steven Podnes is a financial adviser omd
the principad of Wealth Care LLC based
in Merritt Island, Florida, He has been
| @ned one of Medical Economies 150
Best Finencial Advisors Jor Physieinng*
and is the author of Building and Pre-

g to $75.000 a year with an employee cost of shout serving Your Wealth,

g? 15,000, e wag beginuing to worry hie would not Michayl E, Kitees is the director af

i have enough savings to make his yetivennent froal. research for Phimacle Advisory Graup
Ea Change: Kirk snd 2 of his Younger emnployees i Colurnbin, Marvland, and publisher
switthed to a new definad bensfi+ Pan, but also con- af The Kitces Report, an e-newsletrer
i_f{ tinued in the 401(k) salary deferral plan. Wirk's wife abot financial Planming.

# and the other employees stayed in the old plun, and

B his wife's salary was reduced to lower Socia] Security  Send vour feedhack to medee@advanstarcom,
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