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Cash-flow planning tips
for retiring physicians




At some point, every physician must pause
caring for others and start caring for
themselves. What do you imagine retirement to
be like? Sandy beaches? Globe-trotting? More
time for voluntarism? Or just a slower cadence,
day-to-day?

Whatever you envision, it’s time to stop
daydreaming. Physicians who are nearing
retirement age need to start thinking about their
next phase of life as a goal.

What is your goal retirement date? Where

do you intend to live? How do you want to
spend your time? Once you have a grasp on a
retirement goal, you can craft a clear and secure
plan to fund it.

To help you get there, our team has compiled
some key cash-flow considerations all doctors
should explore.
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What to draw, when

Social Security is an obvious source of income for retirees, so many assume they'll file for Social Security benefits as soon as they retire. However,
holding off could increase your overall earnings.

Social Security can be taken as early as age 62, and those born after 1960 can receive their full retirement age (FRA) benefit at age 67. But, if you delay
drawing on Social Security until age 70, your benefit will increase 8% for every year delayed beyond your FRA. If you pass away, your spouse may step
into your full, larger Social Security benefit at that time. Ultimately, delaying Social Security could help you protect against longevity risk.

r

! | ©2022/ioff L1p

Cash-flow planning tips for retiring physicians

e



Distributions from 401(k) and 403(b) plans

can also be delayed. There’s no rule that you
have to withdraw from your “nest egg” as
soon as you stop practicing medicine. In fact,
there’s a 10% penalty (with a few exceptions)
for distributions taken prior to age 59.5. The
IRS does not require you to draw funds from
these plans until age 72. By holding off, you
could enjoy additional tax-deferred or tax-free
growth during that time.
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Regardless of timing, any non-Roth
distributions you take from a 401(k) or 403(b)
retirement plan will be subject to income
taxes. If your accounts contain both pretax
and after-tax contributions, any distributions
will be taxed pro-rata, unless rolled over

to a Roth IRA. Rolling your balances into a
Traditional and /or Roth IRA in retirement
could give you more flexibility and control over
the distributions.

Delaying distributions from

Social Security or other
savings plans could increase
your overall earnings and
protect against longevity risk.
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Sources of retirement Income

Aside from Social Security, where will your
retirement income come from? Physicians
may have multiple potential sources of
retirement income — each with different tax
and timing implications.

These sources of income could fund your
retirement:

457(b) plans

There are two types of 457(b) plans that are
commonly held by physicians: governmental
and non-governmental.

Physicians who are employed by state
university hospitals may have access to a
governmental 457(b) plan, whereas physicians
employed by a tax-exempt or nonprofit
organization may have access to a non-
governmental 457(b).
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These plans are unique because there is no
early withdrawal penalty for distributions
prior to age 59.5, assuming you are no longer
working. That makes these plans a viable
source of cash-flow for physicians planning an
early retirement.

Participants may also contribute excess
contributions during the three years prior to
normal retirement age (as specified by the
plan). An eligible participant could contribute
up to twice the annual contribution limit.

Every plan is different. It’s vital that you

read your plan document to understand

your distribution options and make a timely
election. A financial advisor can help you
create a withdraw plan that complements your
big-picture cash-flow goals.

Every retirement plan is
different. A financial advisor
can help you create a

withdraw strategy that'’s

within your plan rules and
keeps you financially healthy
throughout retirement.




Business sale proceeds

Physicians working for a group practice might
be expecting considerable business sale
proceeds after retirement. A buy-out formula
is often spelled out in the partnership or
shareholder’s agreement.

The details of the agreement and the buy-

out formula affect cash flow over the coming
years. For example, will you be bought out in a
lump-sum or in annual installments?
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Independent physicians may also have real
estate to consider as part of their buy-out. You
may be able to spread out distributions from
property sales to defer earnings out of a high-
income year when you are still practicing.

Review and understand your partnership or
shareholder agreement before beginning the
sale process. Your tax and financial advisors
can help you decide whether a seller-financed
or installment note is a good alternative to
spread taxable income over multiple years.

How you leave or sell a
practice has cash flow
implications that last for years.
Tax and financial advisors

can help you structure your

departure to match your cash-

flow needs in retirement.
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Accounts receivable

Many physicians have accounts receivable
that will be owed to them upon retirement.
Understand your outstanding accounts
receivable and how these will be paid

after your retirement date, as it should

be incorporated into your partnership or
shareholder agreement.

Oftentimes, outstanding accounts receivable
will be calculated and then paid out as
compensation over a 1.5-5-year period after
separation of service, but this can vary.

Or, you may be paid a percentage of collected
accounts receivable on a quarterly basis, over
an 18-month period. The most significant
accounts receivable balances are usually
collected in the first six months following
retirement, and buyers usually charge a 5-8%
collection fee to cover administration costs.

Other savings vehicles — and
opportunities

Over the years, physicians can accumulate
many other savings vehicles: health savings
accounts, taxable brokerage accounts,
personal savings and more.
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Consider the specific rules and tax liabilities
associated with each of these accounts and
weigh them against other available options.

Soon-to-be-retired phyisicans may have
enough wealth to delay certain benefits or
distributions and “fill the gap” with other
income sources to extend their cash flow
plans along a lengthy retirement.

Different withdrawal strategies may be
available, too, like Roth conversions. They
allow you to transfer dollars to a Roth IRA
during lower income years, which minimizes
your long-term tax liability and gives you
additional cash-flow flexibility in future
retirement years.

Different withdrawal
strategies can minimize
your long-term tax liability
and give you additional

cash-flow flexibility in future

retirement years.
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Perspective changes everything.
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https://www.wipfli.com/services/private-wealth-services
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