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Graduating from Dental, Medical, or Veterinarian School represents a pivotal moment in 
your professional journey, yet it often leaves new practitioners facing complex decisions 
without adequate preparation. While education excels at clinical training, it frequently 
falls short in preparing graduates for the business, financial, and strategic decisions that 
determine long-term career success.

The transition from school to professional practice creates unique challenges that require 
careful consideration. Your education did not focus on the financial decisions that will 
need to be made after graduation or residency. This educational gap can leave new 
doctors feeling unprepared for critical career decisions.

New graduates typically face several pressing questions: Which geographic market offers 
the best opportunities? Should I pursue additional specialty training or begin practicing 
immediately? What type of practice environment aligns with my professional goals? 
These decisions carry significant long-term implications, particularly when combined 
with substantial student loan obligations and limited professional experience.

This playbook focuses on guiding you on the financial decisions you will need to make.

As you go through this guide, write down any topics to discuss in further detail. 
Enjoy!

Contact ProfitWise CPA
Reach out to us now for a consultation and learn how our expertise can pave the way for 
your success. Together, we can build a prosperous future.

https://profitwisecpa.com/contact



W2 Employee vs Independent Contractor 
Classifications for New Associate Doctors and Residents 
Seeking Employment

When searching for their first job, new associate doctors or residents fall into two distinct 
classifications:

Employee: This classification entails receiving a Form W-2 from the employer.
Independent Contractor: This classification involves receiving a Form 1099.

The IRS determines whether you are classified as an Employee or Independent 
Contractor based on three criteria:

Behavioral Control
Nature of Relationship
Financial Control

The office sets the associate’s schedule (e.g.,
Monday–Thursday, 8 am–5 pm).
The practice assigns patients, oversees
procedures, and provides clinical supervision or
protocol guidance.
The associate is required to use office policies
and treatment planning standards.
There may be mandatory staff meetings, clinical
reviews, or production targets.

The associate must control how the work is
performed.
They should set their own schedule, decide which
procedures to perform, and choose treatment plans
without oversight.
The practice cannot require the associate to attend
staff meetings, follow office-specific protocols, or
mandate specific hours.
The associate cannot be directly supervised like a
W-2 employee.

Independent ContractorStatus

Comparison Chart

W2 Employee

W2 Employee vs Independent Contractor Status 

Behavioral ControlCriteria



The associate receives employee benefits, such as:
Health, dental, or vision insurance
Retirement plan participation (401k, SIMPLE IRA)
Paid vacation, holidays, or sick time
Continuing education reimbursement

The relationship is ongoing and exclusive, with a clear
expectation of continuity.
There is a written employment agreement, but the
actual working arrangement also shows integration into
the core business of the practice.

Clearly states the independent contractor relationship.
Has a finite term (e.g., 6 months to 1 year) with no
implication of permanence.
States the associate is not eligible for benefits such as
health insurance, paid time off, retirement contributions,
or worker’s compensation.
Affirms the associate is responsible for their own tax
payments and recordkeeping.

Independent ContractorStatus

Comparison Chart

W2 Employee

W2 Employee vs Independent Contractor Status 

Nature of RelationshipCriteria

The associate is paid a guaranteed salary, daily
rate, or production bonus based on collections.
The practice handles all billing, collections, and fee
setting.
The practice provides all equipment, supplies,
assistants, and front-desk staff.
The associate does not incur business expenses
and does not have financial risk.

Set their own fees or be compensated based on
collections rather than a guaranteed salary.
Provide their own tools or instruments (e.g., loupes,
personal equipment, possibly materials).
Be responsible for their own liability insurance,
continuing education, and licensure fees.
Incur business expenses and have the opportunity for
profit or loss (e.g., based on patient volume or no-
show rates).
Possibly pay rent for the use of the office or chair time.

Independent ContractorStatus

Comparison Chart

W2 Employee

W2 Employee vs Independent Contractor Status 

Financial ControlCriteria



Reporting 
Based on the information provided, you now have clarity on whether you should be 
categorized as a W2 Employee or an Independent Contractor.

When it's time to file your taxes, here are the forms you can expect to receive in January 
for the previous year's work.

Form W2 Form 1099

Independent ContractorStatus

Comparison Chart

W2 Employee

W2 Employee vs Independent Contractor Status 

Tax Forms Received

Examples



Payroll Taxes
Now that we understand how your income will be reported, it's crucial to recognize the 
key distinction in the tax treatment of this income from various sources. This essential 
difference is known as Self-Employment Tax. Keep in mind that ‘Income Tax and Self-
Employment Tax’ are distinct tax responsibilities for Independent Contractors.

Associate pays for ½ of Payroll Taxes and Employer
pays for ½ of Payroll Taxes
Payroll Tax Burden to Associate = 7.65%
Employer withholds both portions are remits to the
applicable tax agencies. 

Associate pays for both ‘Employee share’ and
‘Employer share’ of Payroll Taxes
Payroll Tax Burdent to Associate = 15.3%
The Associate is respnsible for remitting taxes to
the applicable tax agencies. 

Independent ContractorStatus

Comparison Chart

W2 Employee

W2 Employee vs Independent Contractor Status 

Payroll Taxes

*Additional Medicare Tax  of .9% applies when income hits a certain threshold based on income backets



Income Taxes
I’ve Been Designated as an Independent Contractor, 
What Should I Do Next?
As an Independent Contractor, your income reporting will differ from that of a W-2 
employee. Typically, you will report your earnings on Schedule C of your Form 1040.

Form 1040 is the document mandated by the U.S. Government for reporting income 
taxes, while Schedule C is a specific section within this form where you will detail your 
income and expenses. Refer to Schedule C below:



Legal Structure vs Tax Structure
Understanding the Distinction between Legal and Tax 
Structures for Independent Contractors
As an Independent Contractor, it's crucial to recognize the difference between Legal 
Structures and Tax Structures. The Legal Structure is determined by the regulations of the 
state in which you operate, while Tax Structures fall under Federal Tax Law. The IRS 
permits you to select a Tax Structure that aligns with your chosen Legal Structure. 
Typically, a business will choose a legal framework based on the state where it primarily 
conducts operations. However, it's essential to discuss both legal and tax structures with 
your CPA before establishing your setup.

Current Trends in Legal and Tax Structures
In today’s landscape, many Associates opt to form a Professional Limited Liability 
Company (PLLC) and choose to be taxed as either a disregarded entity or an S 
Corporation.

It's important to note that certain states require professionals to establish a PLLC instead 
of a standard Limited Liability Company (LLC).

State-Specific Regulations

Each state has its own set of rules, so understanding the specific requirements in your 
state is vital.

For more information, here is a link to the regulations for all states. I highly recommend 
researching your state's guidelines or consulting with a CPA or Attorney when setting up 
your business structure.

https://www.northwestregisteredagent.com/start-a-business/professional-entity-
requirements



Ordering
Order in how to set up your new company

Now that you have identified your worker classification and have a basic understanding 
of income and legal implications. It's time to set up your new company. 

Below are seven Steps to set up your new company. 

Steps to Setting up
your new company
as an Independent

Contractor 
01

02

03

04

05

06

07

7

Create
Business

Name

Understand
State Specific

Rules for
Professionals

Register your
Business with

your applicable
State

Apply for
Federal EIN

Open a
Business

Bank
Account

Open a
Business

Credit Card
for

Expenses

Setup an
Accounting
System to

track income
and

expenses



Business Responsibilities 
Staying Organized

Once you've established your new company as an independent contractor, it's crucial to 
begin monitoring specific business-related elements.

Implement a system to track business expenses. Steps 5-7 in the previous slide focus 
on this vital task.
Setting up a business bank account and credit card is essential, as it helps maintain a 
clear distinction between business and personal expenses.

Keeping your business and personal finances separate is important for legal reasons. 
Some attorneys specialize in targeting professionals and their LLCs to access personal 
assets.

Planning

At this stage, it's also important to start strategizing for the next 2-5 years of your career. 
The business you've created can support future aspirations, such as starting your own 
practice or collaborating with another doctor.

In the upcoming slides, we will explore the essentials to kickstart your business and 
achieve both short- and long-term goals.

 



Expenses
As you embark on your business journey, it’s essential to monitor your expenses to 
balance out your income. This is one of the advantages of being classified as an 
independent contractor. Below is a list of potential expenses you may encounter and 
should be tracked when preparing your taxes. Additionally, it is beneficial to charge these 
expenses to a business credit card.

Home Office Space / Rent
Computer Equipment
Office Furniture/Fixtures
Office Software 
Office Supplies
Phone/Internet 
Clinical/Medical Supplies 
Malpractice / Liability Insurance
Health Insurance
Uniform / Scrubs
Small Tools
Clinical Equipment 
Bank / Merchant Fees
Subscriptions 
Business Mileage 
Actual Vehicle Expenses (Have to choose between Mileage and Actual
Expenses but still have to track mileage regardless)
Parking/Tolls 
Travel 
Continuing Education
Advertising
Legal / Accounting
Licenses and Fees 
Association Dues 
Books, Manuals, Journals 
Equipment Repairs
Donations (Reported on Sch A) 
Meals (50% deductible)

Associate Expenses

Allowable Business Deductions



Loans
Undoubtedly, loans play a significant role in the journey to becoming a doctor for many 
individuals. Understanding how to manage student loans is essential for reaching your 
financial objectives. Since everyone has unique goals, student loans require a more 
personalized approach.

Here are the various loan options available after graduation, categorized by whether they 
are Private or Federal Loans.

Private
Loans

IDR

PSLF

Employer
-Based

Other

STUDENT LOANS

Refinance

Look to refinance private loans if

interest rates are lower. 

Consolidation
Typically you might consolidate

loans to qualify non-IDR/PSLF loans

to become part of an IDR or PSLF

loan program.  

https://studentaid.gov/loan-

consolidation/

Employer-Based Loan
Repayment Program

Many organizations now offer

student loan repayment programs to

attract doctors. Ask if this available

when applying for jobs. 

Public Service Loan Forgiveness

For Doctors working for a non-profit
organization or gov’t agency. Typically you
need to work for 10 years and make 120
payments, any remaining direct loan
balance is forgiven. 

Income-Driven Repayment
(IDR) Program
This program is for Doctors who

need to manage their monthly

payments and the program typically

bases payments on discretionary

income with the balance of loan

forgiven after so many years in the

plan

Different Types
of Loan

Structuring

 



Insurance 
Essential Insurance Protection for Associate Doctor 
Professionals
Insurance protection forms a cornerstone of sound financial planning for new associates. 
These protective measures safeguard both your earning capacity and professional 
practice, creating the security necessary for long-term career success.

Disability Insurance

Disability insurance protects your most valuable professional asset—your ability to 
practice. The profession demands precise manual dexterity and cognitive function, 
making even minor injuries potentially career-threatening. Own-occupation disability 
insurance provides benefits specifically when you cannot perform duties, regardless of 
your ability to work in other capacities.

Essential features to secure disability policies include:

Non-cancelable, guaranteed renewable terms
Residual or partial disability benefits
Future increase options without medical underwriting
Specialty-specific definition of disability

New associates should obtain disability coverage immediately, ideally securing policies 
that replace at least 60% of expected income. Purchasing coverage while young and 
healthy locks in lower premiums and guarantees insurability before health issues develop.

Life Insurance Coverage

Life insurance is a crucial safeguard, especially considering the specific occupational 
hazards that professionals encounter, such as exposure to infectious diseases and 
radiation. The coverage options available largely depend on your employment 
classification and lifestyle choices. Ultimately, the goal is to ensure that your loved ones 
are well taken care of.

Key Benefits of Life Insurance:

Acts as income replacement for your loved ones
Protects against debts and loans
Safeguards your business or future practice ownership



There are two primary types of life insurance: whole life and term policies. Whole life 
insurance offers coverage for your entire lifetime and includes a cash value component 
that accumulates over time. In contrast, term life insurance is typically more affordable 
and provides a death benefit if you pass away during the specified term. 

Professional Liability Protection
Professional liability insurance, commonly called malpractice insurance, provides 
coverage when patients claim injury from treatment. Two primary policy types offer 
different protection approaches:

Claims-made policies cover incidents that both occur and are reported while the policy 
remains active, requiring "tail coverage" when changing insurers. Occurrence-based 
policies cover any incident that occurred during the policy period, regardless of when 
claims are reported.

New associates should secure appropriate coverage limits, typically $1-3 million per 
occurrence, and understand whether defense costs reduce policy limits. Policies should 
cover both legal defense expenses and potential settlements.

It's important to note that comprehensive insurance protection creates the foundation for 
financial stability, providing peace of mind that allows focus on clinical skill development 
and practice building. This protection works together with the tax planning, retirement 
strategies, and business structures discussed earlier to create a complete financial 
framework for professional success.

Retirement
As a self-employed doctor associate—whether in medicine, dentistry, or veterinary care—
planning for retirement is both a personal and professional imperative. Unlike traditional 
employees, you don't have access to an employer-sponsored 401(k) or pension, which 
means it's up to you to create a retirement strategy that matches your income potential 
and long-term goals. 

Fortunately, there are two main tax-advantaged retirement plan options specifically 
designed for independent professionals like you. Choosing the right one can not only 
secure your future but also reduce your current tax liability, enhance savings flexibility, 
and support the lifestyle you envision after clinical practice.

SEP IRA (Simplified Employee Pension) 



A SEP IRA (Simplified Employee Pension) is a type of retirement account that allows you 
to contribute up to 25% of your net self-employment income, with a maximum of $70,000 
in 2025. It’s easy to set up, has minimal paperwork, and offers tax-deferred growth, 
meaning you won’t pay taxes on the money until you withdraw it in retirement. However, 
only the “employer” (you, in this case) can contribute—there’s no option to contribute as 
an “employee.”

Solo 401k / i401k

On the other hand, a Solo 401(k) is designed for self-employed individuals with no 
employees (except possibly a spouse), and it allows you to contribute in two ways: first, as 
an employee up to $23,500 (or $31,000 if you're over 50) for 2025, and second, as the 
employer, contributing up to 25% of your business income. This can result in even higher 
total contributions than a SEP IRA. The Solo 401(k) also offers the option for Roth 
contributions, which are made with after-tax dollars but grow tax-free, as well as the 
ability to take loans from the account—features that SEP IRAs do not provide.

Planning
Qualified Business Income Deduction
As a newly self-employed or 1099 associate doctor, understanding how the Qualified 
Business Income (QBI) deduction works can be a major advantage come tax time. The 
QBI deduction allows eligible sole proprietors and pass-through entities (like S 
Corporations and partnerships) to potentially deduct up to 20% of their qualified business 
income from their taxable income. This means if you earn $150,000 from your 
independent clinical work, you might only be taxed on $120,000 of that income. However, 
there are income thresholds and restrictions, especially for doctors, since they fall into the 
category of “Specified Service Trades or Businesses.” Once your income exceeds around 
$197,300 (single) or $394,000 (married filing jointly) in 2025, the deduction starts phasing 
out. Still, with the right planning and structure, new associates can leverage the QBI 
deduction to reduce their tax burden in their early earning years.

Health Savings Accounts
A Health Savings Account (HSA) is one of the most underutilized yet powerful planning 
tools for associate doctors, especially those enrolled in a high-deductible health plan 
(HDHP). Think of it as a “triple-tax-advantaged” account: your contributions are tax-
deductible, the money grows tax-free, and withdrawals for qualified medical expenses 
are also tax-free. In 2025, individuals can contribute up to $4,300 (or $8,550 for families), 
with an extra $1,000 catch-up if they're over 55. For doctors just beginning to earn higher 



income, the HSA becomes a strategic way to save for both short-term medical costs and 
long-term retirement, since funds can be used like a traditional IRA after age 65 (taxed 
only if used for non-medical purposes). It's essentially a stealth retirement account with 
the added benefit of covering inevitable healthcare expenses along the way.

S Corporations
Establishing an S Corporation can also be a highly effective strategy for associate doctors 
who are earning significant income as independent contractors. An S Corp is a tax 
election (not a business type) that allows your income to be split between reasonable 
salary and distributions. You pay payroll taxes only on the salary portion, while 
distributions are not subject to self-employment tax. This structure can reduce overall tax 
liability and make you eligible for additional planning tools like retirement contributions 
and fringe benefits. That said, it requires a bit more setup: payroll processing, corporate 
filings, and help from a CPA. For associate doctors expecting to earn well into six figures, 
the tax savings often outweigh the administrative costs, making an S Corporation a 
powerful structure to explore as early as possible.

BackDoor Roth IRAs

The Backdoor Roth IRA is a smart workaround for high-earning doctors who exceed the 
income limits to contribute directly to a Roth IRA. Normally, once your income surpasses 
$165,000 (single) or $246,000 (married) in 2025, you’re ineligible for direct Roth 
contributions. However, the backdoor method allows you to contribute to a Traditional 
IRA (non-deductible) and then immediately convert those funds to a Roth IRA, where 
they grow tax-free and can be withdrawn tax-free in retirement. It’s a simple two-step 
process but must be done carefully to avoid unexpected taxes, especially if you have other 
pre-tax IRA balances (this is where the “pro-rata rule” can trip people up). For associate 
doctors aiming to build long-term, tax-free retirement wealth—especially when employer 
plans are unavailable or maxed out—the Backdoor Roth is an essential tool in the 
financial playbook.

Conclusion
As you navigate your transition into independent practice, setting up the right legal and 
tax structure is one of the most important steps you can take to protect yourself legally, 
optimize your taxes, and establish a professional foundation for long-term success. Every 
associate's situation is unique, and your choice of entity can impact not only your current 
income but also your future retirement planning, liability exposure, and tax efficiency. If 
you’re ready to take the next step or simply want clarity on whether a PLLC is the right fit 
for your goals, I’d love to connect for a one-on-one conversation. Let’s build a plan tailored 



to your career path, income level, and vision for the future. Reach out anytime—I’m here 
to help.

This playbook is intended for informational and educational purposes only and does not constitute legal, tax, or financial advice. While every effort has been made to ensure the 

accuracy of the information provided, tax laws and financial regulations are subject to change without notice. As such, the content herein may not reflect the most current legal 

developments or IRS guidance. The author, a licensed Certified Public Accountant (CPA), expressly disclaims any liability for actions taken or not taken based on the information 

contained in this guide. Readers are strongly encouraged to consult with a qualified tax advisor or legal professional before making any decisions based on this material, especially 

as it relates to individual circumstances, business structures, or tax filings. Use of this guide does not create a client relationship, nor does it substitute for personalized advice from a 

licensed CPA or financial planner.


