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As a member of the AAOE, you benefit from being part of an association whose mission is in part to 
provide content and resources for orthopaedic practice executives to help you and your colleagues 
throughout the country run more efficient practices. As an attorney and consultant to orthopaedic 
practices ourselves, we often play the same role and sometimes get the input of recognized orthopaedic 
doctors themselves as well.  We find that there is little substitute when trying to get physicians and 
surgeons to move forward with a new concept than having them hear from colleagues who have 
relevant experience.   
We have taken this approach to a new level with our recent book written specifically for orthopaedic 
and sports medicine physicians – co-authored by an attorney, 2 consultants and well-known 
orthopaedic surgeon Dr. Peter Millett.  A few concepts from this book on wealth-efficient orthopaedic 
practices follow here. 
  
1. Using a Wealth-Efficient Corporate Structure 
Choosing the form and structure of your practice is an important decision and one that can have a 
direct impact on your financial efficiency and the state and federal taxes the practice and its owners 
will owe every April 15.  Yet from our experiences in examining many orthopaedic practices (and 
many more medical practices of every specialty), most get it wrong. Here are a few ideas to consider 
when thinking about your present corporate structure: 

A. You must avoid using a partnership, proprietorship, or “disregarded entity”:  These entities are 
asset protection nightmares and can be tax traps for the physicians. Nonetheless, we have seen 
very successful practices operating as such.   The good news is that practices using a 
partnership, proprietorship, or disregarded entity form have a tremendous opportunity to find 
“dollars on the table” through lower taxes – especially on the 3.8% Medicare tax on income.   

 
B. If you use an “S” corporation, don’t treat it like a “C” corporation. We estimate that 60%-70% 

of all medical practices are “S” corporations.  Unfortunately, many do not take advantage of 
their “S” corporation status – using inefficient compensation structures that completely erase 
the tax benefits of having the “S” in the first place.  If your practice is an “S” corporation, you 
should maximize Medicare tax savings through your compensation system in a reasonable way.  

 
C. Implement a “C” corporation.  Once upon a time, “C” corporations were the most popular 

entity for U.S. medical practices.  Today, fewer than 15% of medical practices operate as “C” 
corporations, although we see older orthopaedic practices using this form.  Why?  We believe it 
is because most bookkeepers and accountants focus on avoiding the corporate and individual 
“double tax” problem.   
 

 



 

 While this is crucial to the proper use of a “C” corporation, it is only one of a number of 
important considerations a practice must make when choosing the proper entity.  A common 
mistake is to overlook the tax-deductible benefit plans that are only available to “C” 
corporations – even practices using the “C” corporation form usually miss out here.  If you 
have not recently examined the potential tax benefits you would receive by converting your 
practice to a “C” corporation, we recommend that you do so.  If you have a “C” corporation in 
place, you should make sure that all available fringe benefit plans are utilized. 
 

D. Get the Best of Both Worlds – Use Multiple Entities. Very few orthopaedic practices use more 
than one entity for the operation of the practice... and, if they do, it is simply to own the 
practice real estate. While this tactic is also wise from an asset-protection perspective, its tax 
benefits are typically non-existent. 
 
Successful practices can often benefit from a superior practice structure that includes both an 
“S” and a “C” corporation.  This can create both tax reduction and asset protection advantages. 
If you have not explored the benefits of using both an “S” and “C” corporation to get the best 
of both worlds in planning, now is the time to do so.  

 
2. Maximizing Tax-Deductible & Efficient Benefit Programs  
If you are serious about being a “wealth-efficient” practice, benefit planning must be a focus.  Benefit 
planning can definitely help reduce taxes, but that is not enough.  Benefits plans that deliver a 
disproportionate amount of the benefits to employees can be deductible to the practice, but too costly 
for the practice-owners.  These plans can be considered inefficient.  To create an efficient benefit plan, 
the practice need to combine qualified retirement plans (QRPs), non-qualified plans and “hybrid 
plans.”   
Nearly 95% of the practices who have contacted us over the years have some type of QRP in place. 
These include 401(k)’s, profit-sharing plans, money purchase plans, defined benefit plans, 403(b)’s, 
SEP or SIMPLE IRAs, and other variations.  This is positive, as contributions to these plans are 
typically 100% tax deductible and the funds in these plans are afforded excellent asset protection.  
However, there are two problems with this approach: i.) many QRPs are outdated; and ii.) QRPs are 
only one piece of puzzle.   
First, most practices have not examined their QRPs in the last few years.  The Pension Protection Act 
improved the QRP options for many doctors. In other words, many of you may be using an “outdated” 
plan and forgoing further contributions and deductions allowed under the most recent rule changes.  By 
maximizing your QRP under the new rules, you could increase your deductions  by tens of thousands 
of dollars annually, depending on your current plan. 
Second, the vast majority of orthopaedic practices begin and end their retirement planning with QRPs.  
Most have not analyzed, let alone implemented, any other type of benefit plan. Have you explored 
fringe benefit plans, non-qualified plans or “hybrid plans” recently?  The unfortunate truth for many 
practices is that they are unaware of plans that enjoy favorable short-term and long-term tax treatment.  
If you have not yet analyzed all options for your practice, we highly encourage you to do so. 
3. Utilizing Captive Insurance Companies 

For practices with gross revenues over $3 million, a small captive insurance arrangement might 
be significant way to recapture “dollars left on the table.”  Today, there are likely many risks in your 

 



 

 practice that are going uninsured – from excess malpractice, economic risks, employee risks, and 
litigation defense risks from any number of audit or fraud claims.  Like most orthopaedic practices, the 
owners save funds personally and hope that these risks don’t come to fruition.  As a result of this de 
facto “self insurance,” you are not taking advantage of the risk management, profit enhancing and tax 
reduction benefits that are available with a captive. 

By creating your own captive insurance company (CIC),the practice can essentially create a 
pre-tax war chest to manage such risks.  If structured properly, the CIC enjoys tremendous risk 
management, tax and asset protection benefits.  The potential tax efficiency, in fact, can be in the 
hundreds of thousands of dollars annually.  While an experienced law firm, captive management firm, 
and asset management firm are crucial, the captive owners can maintain control of the CIC throughout 
its life. It can then become a powerful wealth creation tool for their retirement. 

Conclusion 
The above concepts are just a few from our new book  Wealth Protection Planning for Orthopaedic 
Surgeons and Sports Medicine Specialists. We encourage you to take advantage of the AAOE special 
offer below. 
 
 
SPECIAL OFFER FOR AAOE MEMBERS:  Order the new book Wealth Protection Planning for 
Orthopaedic Surgeons and Sports Medicine Specialists co-written by David Mandell, JD, MBA and 
Jason O’Dell, MS, CWM from the OJM Group, Cheyenne Brinson, CPA, MBA of Karen Zupko & 
Associates, and Dr. Peter Millett, presently of the Steadman Clinic in Vail, CO and formerly of the 
Harvard Medical School.    This ebook retails on Amazon and iBooks for $19.95 but AAOE members 
can download for free at http://www.guardpub.com/orthopaedicwealthprotection/#ebook  by using 
code AAOE123.  For a free hardcopy, please call 877-656-4362. 
 
David B. Mandell, JD, MBA, is an attorney and author of five national books for doctors, including 
FOR DOCTORS Only: A Guide to Working Less & Building More, as well a number of state books. 
He is a principal of the financial consulting firm OJM Group (www.ojmgroup.com), where Carole C. 
Foos, CPA works as a tax consultant. They can be reached at 877-656-4362 or 
mandell@ojmgroup.com. 
 
 
Disclosure: 
 
OJM Group, LLC. (“OJM”) is an SEC registered investment adviser with its principal place of 
business in the State of Ohio.  OJM and its representatives are in compliance with the current notice 
filing and registration requirements imposed upon registered investment advisers by those states in 
which OJM maintains clients.  OJM may only transact business in those states in which it is registered, 
or qualifies for an exemption or exclusion from registration requirements.  For information pertaining 
to the registration status of OJM, please contact OJM or refer to the Investment Adviser Public 
Disclosure web site (www.adviserinfo.sec.gov). 
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 For additional information about OJM, including fees and services, send for our disclosure brochure 
as set forth on Form ADV using the contact information herein.  Please read the disclosure statement 
carefully before you invest or send money. 
 
This article contains general information that is not suitable for everyone.  The information contained 
herein should not be construed as personalized legal or tax advice.   There is no guarantee that the 
views and opinions expressed in this article will be appropriate for your particular circumstances.  
Tax law changes frequently, accordingly information presented herein is subject to change without 
notice.  You should seek professional tax and legal advice before implementing any strategy discussed 
herein. 
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