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30 Managing Your Practice

Knowing and understanding 
the total cost of an employee 
to the practice is vitally im-

portant both to the practice execu-
tive and to the physician owners. 
Just as important is ensuring that 
employees understand the value of 
their full compensation package. 

Many employees simply as-
sume that their cost to the practice 
equals their gross paycheck. But 
in an increasingly competitive job 
market, benefits may also be a key 
strategy to attracting and retaining 
valuable employees. And the cost 
of providing these benefits may be 
significant.

Beyond a base salary, major 
expenses associated with each em-
ployee include taxes, benefits, and 
training costs. Knowing these num-
bers and sharing them with em-
ployees can be beneficial for several 
reasons. For example, the total cost 
of an employee is important when 
creating business plans and budgets 
or performing cost analyses. This 
article reviews employer costs for 
taxes and benefits. 

Taxes
The practice (employer) pays at 
least three different payroll taxes. 
First is the employer’s share of so-
cial security taxes (6.2 percent of 
the first $113,700 of earnings). In 
addition, the practice collects and 
submits the employee’s share of 
these taxes (6.2 percent of the first 
$113,700 of earnings).

The second payroll tax is for 
Medicare. The practice is respon-
sible for half of this tax, which 
equals 2.9 percent of all earnings 
(no cap). The practice must also 
collect and submit the employee’s 
half of this tax as well. 

Finally, the practice must pay un-
employment insurance (FUTA); for 
2013, the standard rate was  
0.6 percent for the first $7,000 of 
earnings, or $42 per employee per 
year.

In addition, the practice may 
have to withhold certain state and 
local income taxes and purchase 
worker’s compensation insurance. 
Each state and locality has differ-
ent requirements; practices must 
make sure they know and follow 
the requirements for their  
locations. 

In Florida, for example, the cur-
rent worker’s compensation rate 
for physician/clerical workers is 

0.45 cents for every $100 in gross 
payroll or 0.045 percent of gross 
payroll. Florida, like some other 
states, has no state or local taxes. 

Some states have depleted their 
unemployment funds and have 
borrowed from the federal gov-
ernment. States that don’t repay 
the loan on a timely basis become 
credit reduction states, and em-
ployers in those states will pay 
higher unemployment taxes. 

Benefits
According to the Bureau of Labor 
Statistics, in March 2014, the aver-
age hourly cost for compensating a 
private sector employee is $31.93, 
once all employer expenses are 
added in. Wages and salaries ac-
count for 68.8 percent of the total, 
while benefits made up the remain-
ing 31.2 percent. 

That 31.2 percent in benefits 
breaks down as follows:
• Health insurance benefits— 

8.6 percent
• Other insurance benefits— 

0.5 percent 
• Retirement benefits—5.0 percent
• Paid leave—7.0 percent
• Supplemental pay (overtime and 

differentials)—2.4 percent 
• Legally required benefits (social 

security and Medicare, federal 
unemployment insurance, state 
unemployment insurance, and 
worker’s compensation)— 
7.7 percent
With this as a guideline, prac-

tices can determine how their ben-
efits stack up. 

Completing the analysis
Completing a benefit analysis can 
be done using a spreadsheet pro-
gram. It is a process of assigning 
dollar amounts to the benefits and 
showing how the benefits add to 
the employee’s pay rate. One way 
to present the data is to calculate 
the dollar value of benefits in annu-
al figures and divide by 2080—the 
number of hours worked in a year 
(40 hours × 52 weeks). The benefit 
section is calculated using the prac-
tice’s annual cost for benefits. 

Fig. 1 shows an example of a 
worksheet calculation, based on 
the employee’s position. This sam-
ple is specifically intended to show 
the employee the difference be-
tween the hourly wage used to cal-
culate a paycheck and the amount 
per hour that the practice contrib-

utes in addition to that figure. This 
includes paid time off (PTO), such 
as vacations or sick leave, holidays, 
and other benefits. 

A spreadsheet program can 
automatically calculate all areas 
shaded in green, based on the 
other information entered. Other 
cells are populated manually, but 
many contain formulas that take 
the monthly expense for an item 
and annualize it. (All wages used in 
these examples are fictional.) 

At this practice, employees not 
only accrue PTO over the course 
of the year, they can also use it. 
What employees rarely recognize 
is that they receive an hourly wage 
both for time worked as well as for 
vacation and holiday time. This 
translates to a higher hourly wage 
for each hour actually worked. 
This can be demonstrated by tak-
ing the total wages paid and divid-
ing by the actual hours worked, 
rather than by the hours paid.

Additional benefits are also 

shown, and the “Calculated 
hourly” amount is the additional 
amount total divided by the num-
ber of hours worked. Adding the 
result to the employee’s actual 
hourly wage shows how much the 
total compensation package is ac-
tually costing the practice. 

Regardless of how the practice 
chooses to compile and present 
this information to staff, physician 
partners, or just for benchmarking, 
it is a useful and beneficial exercise 
to undertake and will provide valu-
able information in a meaningful 
format.   
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How Much Do Your Employees Cost?
An employee benefits analysis can be beneficial
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Salary/Wages $42,865.24 hourly wage: $21.55
Bonus Packages $500.00
Other $ Paid $4.60 mileage
Total Wages $43,369.84

Actual hours worked 1,864.67
Hours paid 2,043.67 includes PTO, holidays, etc.
Calculated hourly wage $23.26
(based on hours worked) 179.00 unworked hours paid

Health insurance $2,600.54
Dental insurance $236.54
Life insurance $86.40
Profit Sharing/401K $2,782.64
Licensing and Training $185.00
FICA taxes $3,014.32
Health Savings Account $1,500.00
Professional Dues $25.00
Travel and Conferences $1,581.00
Staff lunches $95.00
Staff appreciation $300.00
Total "Other" $12,406.45
Calculated hourly $6.65

Calculated hourly wage $23.26
"Other" hourly practice contributions $6.29
Total Hourly Earnings $29.55

Total Annual Expense (Value) to Practice $55,776.29

Midwest Orthopaedics, P.A.
Employee Expense Worksheet Sample 2 for XR Tech

Fig. 1 A sample worksheet showing a benefit analysis for an X-ray technician. Figures in green boxes 
are automatically calculated if the worksheet is completed in a spreadsheet program.  
(PTO = paid time off)
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