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With a CIC, the practice owners 
actually create a properly licensed 
insurance company to insure all 
types of practice risks—including 
economic risks (dropping rev-
enues), business risks (destruction 
of electronic records), litigation 
risks (coverage for defense of ha-
rassment claims or wrongful ter-
mination), and even coverage for 
surgery centers and real estate. If it 
is created and maintained properly, 
the CIC can enjoy tremendous in-
come tax benefits that can translate 
into annual tax savings.

Prepay expenses 
As the year winds down, many 
accountants typically counsel 
clients to prepay for some of the 
next year’s expenses in the cur-
rent year. This can be done as long 
as the economic benefit from the 
prepayment lasts 12 months or 
less. Because the highest marginal 
tax rates in 2014 will likely be the 
same as those in 2013, taking the 
early deduction makes sense.

Another issue of interest to many 
orthopaedic surgeons is how to 
handle capital gains and invest-
ment planning. This year, higher 
federal income, capital gains, and 
Medicare taxes are in effect, so 
the following techniques to reduce 
taxes on investments may be  
helpful.

The Medicare surtax
The Medicare surtax is a new  
3.8 percent surtax imposed on 
certain passive investment income 
of individuals, trusts, and estates, 
beginning this year. For individu-
als, the amount subject to the tax 
is the lesser of net investment in-
come or the excess of a taxpayer’s 
modified adjusted gross income 
(MAGI) over an applicable thresh-
old amount. 

Net investment income includes 
dividends, rents, interest, passive 
activity income, capital gains, an-
nuities, and royalties. Specifically 
excluded from the definition of 
net investment income are self-
employment income, income from 
an active trade or business, gain on 
the sale of an active interest in a 
partnership or S corporation, IRA 
or qualified plan distributions, and 
income from charitable remain-
der trusts. MAGI is generally the 
amount reported on the last line of 
page 1, Form 1040. Table 1 shows 
the applicable threshold amounts.

A simple example will illus-
trate how the tax is calculated. A 
couple—married taxpayers filing 
separately—has $300,000 of sal-
ary income and $100,000 of net 
investment income. The amount 
subject to the surtax is the lesser 
of their net investment income 
($100,000) or the excess of their 

MAGI ($400,000) over the thresh-
old amount ($400,000 – $250,000 
= $150,000). Because the net 
investment income is the smaller 
amount, it is the base on which the 
tax is calculated. Thus, the amount 
subject to the tax is $100,000 and 
the surtax payable is $3,800  
(0.038 × $100,000).

Fortunately, the following finan-
cial vehicles can be used to reduce 
the MAGI and/or net investment 
income and reduce the base on 
which the surtax is paid:
•	 Roth IRA conversions
•	 Tax-exempt bonds
•	 Tax-deferred annuities
•	 Life insurance
•	 Oil and gas investments
•	 Timing estate and trust  

distributions
•	 Charitable remainder trusts
•	 Installment sales 
•	 Maximizing above-the-line  

deductions
Individuals interested in these 

strategies should discuss them with 
their financial advisors. 

Charitable giving 
There are many ways you can 
make tax beneficial charitable gifts 
while benefiting your family as 
well. Charitable remainder trusts, 
charitable lead trusts, and private 
foundations can be used, within 
IRS rules, to benefit charitable 
causes, reduce taxes, and retain 

some benefits for families. If you 
have considered any of these tools 
in the past, implementing them in 
a year of high income might be a 
good idea. 

Conclusion
This article provides a few ideas 
for potential tax savings for 2013 
income and beyond. The key is to 
take the time to evaluate which of 
these concepts, or others not men-
tioned in this short article, may 
work for you. In 2013, all AAOS 
members need to be as financially 
efficient as possible.   

David b. Mandell, JD, MbA, 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
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The use of ICD-10 has many 
perceived benefits. The increased 
specificity will enable better identi-
fication of diagnosis trends, public 
health needs, epidemic outbreaks, 
and bioterrorism events. For pro-
viders, ICD-10 could mean fewer 
denied claims, improved bench-
marking data, improved quality 
and patient care management, and 
improved public health reporting. 
Proper implementation has an  
estimated cost savings to the 
healthcare system of between  
$700 million and $7.7 billion. 

It is important that providers and 

their practice managers begin  
planning for implementation of 
ICD-10 now. The change in the 
coding system will not only af-
fect the practice but also how the 
practice interacts with payers, the 
billing office, clearinghouses, and 
partners that require coding  
information.

A number of products—includ-
ing apps for handheld devices, 
computer software, and add-ons 
to electronic health records—are 
available to help with implementa-
tion and improve efficiency. AAOS 
members can obtain additional 

information from the following 
sources:
•	  The American Association of 

Professional Coders ICD-10  
Provider Office Changes:  
www.aapc.com

•	  The Health Information Man-
agement Systems Society ICD-10 
Playbook: www.himss.org

•	  The NCHS website: www.cdc.
gov/nchs/about/otheract/icd9/
abticd10.htm

•	  The CMS website: www.cms.
hhs.gov/ICD10/01_Overview.
asp#TopOfPage

•	  The AAOS Practice Management 

webpages on EHR resources 
and ICD-10 resources (www.
aaos.org/pracman) and webinars 
(www.aaos.org/courses) 

•	  The AAOS 8th Annual Practice 
Management Meeting: Under-
standing and Preparing for the 
Future, Sept. 26–28, 2013, Chi-
cago. (www.aaos.org/courses) 

Frederick n. Meyer, MD, is codirector 
of the AAos 8th Annual Practice 
Management Meeting. he can be 
reached at freddoc937@mac.com
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Special Offer for 
AAOS Members
Download a free copy (epub or mobi format) of Wealth Protection 
Planning for Orthopaedic Surgeons and Sports Medicine Specialists 
by David Mandell, JD, MBA, and Peter Millett, MD, at http://alturl.
com/5gu9s by using code AAOS123. 

tABLe 1: mAgi threshoLds

Taxpayer Filing Status Threshold

Married taxpayers filing $250,000 
jointly

Married taxpayers filing $125,000 
separately

All other individual taxpayers $200,000

Editor’s Note: This article 
contains general information 
and should not be construed 
as personalized legal or tax 
advice. Interested individuals 
should seek professional tax 
and legal advice before imple-
menting any of the strategies 
discussed.
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