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Tax Planning for Physicians 
The single most consequential area of the newly enacted Tax Cuts 
and Jobs Act that will impact physicians who own their own 
practice is the section covering a "Qualified Business Income 
Deduction" ("QBI").  It is perhaps also the most confusing part of 
the new law. However, how a physician utilizes the law within 
their practice can either produce tremendous benefits or result in 
paying unnecessary taxes.  

Background 

At the heart of the new tax act is the desire to lower the tax rates 
on businesses.  The new law reduces the corporate income tax to 
21%, and by corporate, we generally mean companies operating as 
C-Corporations. A C-Corporation pays income taxes on the 
money it earns; the first level of taxation. When distributions are 
made to shareholders as dividends, each shareholder then also 
pays a second level of taxes on that income.  Therefore, C-
Corporations are subject to double taxation; a tax on profits at 
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the corporate level, and then again at the individual shareholder level.

By law, a C-Corporation structure cannot be used to provide medical treatment. (This is not to say that 
other parts of their practice cannot be operated as a C-Corporation, such as the management or medical 
billing of the practice). 

Typically, a physician who owns their own practice forms an entity such as a PLLC, S-Corporation, or 
even a sole proprietorship.  These types of entities–for the purposes of the new tax code–are considered 
“Pass-Through Entities."  Unlike C-Corps, Pass-Through Entities pass the income tax burden directly to 
individual owners and taxes are paid at the tax rate of the individual owner.  Most small businesses in the 
United States are set up as Pass-Through Entities.

While the majority of the law benefits large companies, Congress drafted the law to also benefit small 
businesses by including provisions that allow small business owners to receive additional tax deductions 
for "Qualified Business Income.”

Specified Service Trade or Business 

As you can imagine, when it comes to tax legislation, nothing is simple and straightforward.  While 
allowing for certain deductions to Pass-Through Entities, the tax code places certain limitations and in 
some cases completely disallows certain businesses from benefiting from this new deduction.  Specifically, 
it creates two classes of businesses; those that are “Specified Service Trade or Business,” and everyone 
else. Guess which category Physician’s fall into? You got it. The one that forces them to jump through 
hoops in order to receive the deduction.

First, The Good News
If the taxable income of any taxpayer is less than 
$157,500 ($315,000 in the case of a married 
couple), the exclusion for specified service trades 
or businesses does not apply and the deduction is 
available to the taxpayer for that year. In effect, if 
your income is below these thresholds, you can 
still get a deduction even if your business is 
classified as a Specified Service Business. 

The Challenge
If your taxable income is more than $157,500 
($315,000 in the case of a joint return) threshold 
amount but under $207,000 ($315,000 in the case 
of a joint return), a phase-out rule applies to 
specified service trades or businesses.  If however, 
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your income is above those thresholds, you may not get any deductions.

This is a significant development that you will need to consider.  To illustrate this point, let’s look at the 
following example.

Let’s assume a physician is filing a joint return under 2 scenarios:

The Opportunity
In addition to the QBI, you will notice in our example above that the overall tax rate is much lower under 
Scenario A. This, of course, is the result of the federal marginal tax rates.  The significance of this is that if 
you have a lower taxable income, you pay less in current income taxes.  Does this mean you should try and 
make less money?  Of course not.

You have probably been told in the past by your CPA or other advisors that making contributions to a 
qualified retirement plan will lower your tax liabilities. For example, if you have been putting money into 
your SEP account, you know that that amount reduces your taxable income.  Assume you make $300,000 
and you contribute $20,000 to your SEP, your taxable income will now become $280,000.   This is an 
example of income shifting, where you decide to characterize the $20,000 as future income rather than 
current income.  While most physicians are aware of this, many wrongly believe that they are limited to a 
maximum contribution to qualified plans of $54,000 a year.  The tax code allows for much more 
substantial contributions if you qualify, which leads to a lot more income being characterized as future 
income rather than current income.

Scenario A

Total Taxable Income $300,000.00

Scenario B

Total Taxable Income $450,000.00

Business Income $100,000.00 Business Income $100,000.00

QBI Deduction ($20,000) QBI Deduction $                -

Taxable Income $80,000.00 Taxable Income $100,000.00

Income Tax (24%) $19,200.00 Income Tax (35%) $35,000.00

Business Income $100,000.00 Business Income $100,000.00

Income Tax ($19,200) Income Tax ($35,000)

Net To Owner $80,800.00 Net To Owner $65,000.00

Tax Rate on QBI 19.20% Tax Rate on QBI 35.00%
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To demonstrate the power of income shifting, let’s examine a hypothetical Physician’s practice with two 
partners and 3 employees.

With a traditional SEP plan, the amount of income that can be deferred is much less than what is possible 
under other arrangements, such as combination plans that are permitted by the tax code.   Let’s examine 
further how shifting income can potentially bring more tax efficiency.  The following tables represent the 
2018 federal marginal tax rates.

To make it simple, assume that your total taxable income is $450,000.  Accordingly, a married physician 
would be in the 35% tax bracket (effective rate different than marginal tax).  By shifting some of that 
income, a Physician may be able to reduce their tax liabilities.  For example, if annual cost of living 
required only spending $315,000 a year, a Physician could potentially lower their tax liability to the 24% 
tax bracket, and may also receive the Qualified Business Income (QBI) deduction.  Keep in mind that the 
QBI deduction is a “below-the-line” deduction, which means it reduced taxable income versus above-the-
line which determines adjusted gross income.  

Name Age Salary SEP Plan Combo Plan
Physician 1 50 $265,000 $53,000 $257,861

Physician 2 53 $265,000 $53,000 $329,852
Employee 1 34 $66,000 $13,200 $2,521
Employee 2 40 $62,000 $12,440 $3,090
Employee 3 32 $26,000 $5,200 $918

Tax Deductible Contributions $136,840 $594,242
% To Owners 77% 99%
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Rate Individuals Married Filing Jointly
22% 38,701 to $82,500 $77,401 to $165,000
24% $82,501 to $157,500 $165,001 to $315,000
32% $157,501 to $200,000 $315,001 to $400,000
35% $200,001 to $500,000 $400,001 to $600,000
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Conclusion 

Relying on old rules of thumb or ignoring this monumental change in business 
taxation as you make business plans could mean paying enormous amounts of 
unnecessary taxes.

Many of the new, business-oriented deductions have specific rules to qualify. 
Although, this act has been the subject of intense media discussion, don’t rely on 
television programs, blog posts, or press releases. Instead, contact us so we can 
analyze how to maximize your benefits under the act.

Remember, Tax planning is not the same as tax-filing.  If you don’t plan ahead, there is only so much your 
tax return software can do for you.
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Make Yourself A Less Attractive Target For Lawsuits 

The practice of medicine is a profession fraught with liability.  It’s not just medical malpractice claims 
either – employment related issues (wrongful termination, sexual harassment, and discrimination), 
careless business partners and employees, and contractual obligations (personal guarantees, leases, 
business agreements, etc.), coupled with personal liabilities (divorce, vehicular accidents, rental real 
estate), add to the increased risk assumed by a physician in private practice. 

Why You Are A Target 

Juries don’t like that you have high income. Studies have shown that juries subconsciously redistribute 
wealth because they think it’s the right thing to do, despite the fact that the only thing you did wrong was 
to become a successful doctor. 

They think that a lawsuit will not put a dent in your wealth, so predatory lawyers are encouraged to go 
after those with deep pockets.  Law school teaches that a sure way to get a big 
settlement from a lawsuit is to sue everybody involved in treating a patient 
and let the doctors, nurses, anesthesiologists and hospitals fight it out 
amongst themselves, while plaintiffs sit back and wait to cash your 
check. 

Plaintiffs Have Nothing To Lose
Most lawyers work on a contingency basis. Therefore, the plaintiff 
does not really have much out-of-pocket expense when they file a 
lawsuit.  When you settle, their lawyer takes a cut and the balance 
goes into the plaintiff ’s pocket. This also makes the predator-lawyer an 
investor in the case. 

Therefore, the lawyer will stop at nothing to get the highest rate of return on 
their investment; namely, destroying your practice and taking your assets. 

Medical Malpractice Isn’t Your Only Worry 

Any successful entrepreneur knows that his or her very success invites unwanted attention from 
predators.  This is not limited to patients suing for malpractice. Your success also breeds attacks from 
competitors, partners, local government agencies and taxing authorities.
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The Discovery Phase Is A Nightmare 

Discovery is the process in which parties to a lawsuit request documents, depositions and information 
from each other in order to “discover” evidence for trial. For a defendant, this is often the most expensive, 
destructive and stressful phase of litigation. 

Plaintiffs intentionally make it painful for you and your bank account by requesting irrelevant documents 
that take time and money to produce. They will also put you through the indignity of a deposition 
designed to attack you, destroy your credibility and embarrass you to the point that you will give up and 
cut them a check to go away. 

This is typically the time when most defendants surrender and settle the case. The destructive nature of 
discovery is stressful enough as it is, but they will also try to use what they find to later publicly discredit 
you and your abilities as a doctor. 

Without a proper Asset Protection Plan, which prevents them from even asking about your protected 
assets, you are left exposed and are required to comply with their demands and embarrassing questioning. 

What Is Asset Protection? 

Asset Protection is not about concealing assets or defrauding creditors. An Asset Protection Plan in no 
way breaks the law.  In fact, you are using the law to its fullest to fight off predatory lawyers who abuse the 
law.

Make yourself a less attractive target for lawsuits. 
The best way to protect your assets is to erase the incentive for predators to sue. Merely having an Asset 
Protection Plan makes you less attractive for potential plaintiffs because they know their efforts to take 
your assets will be wasted. There is no reason to allow predators and creditors access to the assets you 
need to continue running your practice.  There is especially no need to grant them access to your personal 
assets. 

Malpractice Insurance Doesn’t Cover

“Slip & Fall” lawsuits in your office Negligence of your employees

Claims from lenders Business partner disputes

Divorcing spouses Vendors & suppliers

Contractors Landlords

Loans you personally guaranteed Economic downturns
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Practicing With Partners 

Harmony among business partners is often difficult to maintain. Disputes arise when there is no clear 
game plan for how to address the liability brought on by an individual, what to do when an owner dies, 
becomes incapacitated, goes through a divorce in which their share of the business is at stake, or when 
there are no liquid funds to finance the buy-out of a departing partner. 

A Buy-Sell Agreement among owners 

At some point, every owner must leave the business, whether it is through death or wanting to retire and 
sell their interest in the business.  Have a game plan for an owner’s death, disability, retirement, divorce, 
illegal act or any other event that could cause chaos in your business. A Buy-Sell Agreement not only 
memorializes the plan, but also creates funds to pay for a buy-out.

Practice Buy-in For Each Owner 

A Practice Buy-In Agreement does more than just set the basic terms for the purchase of a share in the 
practice.  If you want to make sure that your a potential partner will actually bring revenue into the 
partnership, this agreement can mandate that they meet financial targets during a trial period.

If they are not able to match your expectations, the contract will expire and they will have no right to buy 
in. If they prove to be a revenue generator, then they automatically vest into the ownership according to 
the terms of the agreement.

An Employment Agreement For Each Doctor 

An Employment Agreement determines the conditions for continued employment, according to the 
values of your practice. 

Disclaimer: This material has been prepared for informational purposes only, and is not intended to provide, and 
should not be relied on for, investment, tax, legal or accounting advice. You should consult your own investment, tax, 
legal and accounting advisors before engaging in any transaction. 
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