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INTRODUCTIONION

Congress passed a massive tax reform bill in December 2017. 

Ever since the bill was passed, we have been getting calls and emails from anxious clients 
wondering how the bill will affect them.

The complete bill runs about 600 pages.

We’ve distilled what you need to know to 14 pages.

√ How the new laws will impact your personal taxes 
as a high-earning individual

√ How the changes impact business taxes and the 
best corporate structure for your practice
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THE CAVEATS

There are Still Some Unknowns
Although these tax laws have been written and approved by Congress, in many cases we still 
don’t know exactly how they will be interpreted in the real world. Much of the regulations and 
guidelines have not yet been released. Therefore, our understanding of how some of these 
nuances will impact anesthesiologists may change as guidelines are released.

To be notified of new regulations and analysis as they are made 
available and what you can do to minimize your tax bill for 2018 and 

beyond, sign up for our Anesthesiologist Tax Planning Alerts.

Tax Law Expiration
Although the new laws go into effect for 2018, not all the changes are permanent. Most tax cuts 
for personal taxes will expire in 2025 unless Congress takes further action. If Congress does not 
extend the cuts, then all laws will revert back to their 2017 state by default.

On the other hand, tax cuts for businesses are mostly permanent.

Geography Matters
Where you live will have a huge impact on how much the new tax bill will save (or cost) you. 
Generally speaking, low tax state residents will benefit immensely, while high tax state residents 
will see much less of a federal tax cut. 

More Earnings Equals More Tax Cuts
In general terms, medium and higher earning anesthesiologists will see greater benefit from 
these cuts compared to lower paid or part-time anesthesiologists. 

It’s Complicated
We’ve tried to outline the issues that will be broadly true for most anesthesiologists. However, 
the details of your situation matter. Specifics of your situation like the size of your total income, 
whether you rent or own your house, your spouse’s earnings, etc. can have a big influence on 
how the tax bill impacts you.

                               Questions about your specific situation? 
Give us a call at 262-923-3730.

https://fusionanesthesia.com/tax-alerts/
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TAX TERMINOLOGY

Before we get started, here are a few key terms you’re going to need to know:

• Adjusted Gross Income (AGI): Total income for tax purposes. 
AGI is calculated by taking all income (wages, interest, dividends, 
other business income, etc.) and subtracting adjustments (business 
expenses, HSAs, self-employed insurance deductions, etc.).

• Taxable income: Income that is subject to taxes. It is calculated by 
subtracting standard or itemized deductions (whichever is higher) 
from your AGI.

• Alternative Minimum Tax (AMT): A tax created in 1969 to ensure 
wealthy individuals couldn’t get away with paying no taxes by 
utilizing various loopholes. This forced everyone to pay some taxes 
by eliminating certain deductions and taxing at a flat 26% or 28% 
rate. This tax was never adjusted for inflation, and as more Americans 
began making larger incomes, households generating between $200k 
and $500k of income were forced to pay this controversial tax. (see 
page 8 for how this has changed).

• Pease Limits (P-Limits): Surtax used to reduce the value of itemized 
deductions by 3% for every dollar of taxable income over a certain 
threshold.

• 2% Floor: For federal taxes, certain deductions are only deductible to 
the extent that they exceed 2% of your AGI.

• Qualified Business Income (QBI): Business income that does 
not come from service businesses where the “principal asset of 
such trade or business is the reputation or skill of one or more of 
its employees.” (See page 12 to learn more about QBI and why it’s 
problematic for most anesthesiologists).

• Pass-through Entity: A business entity that passes through its 
income to the owners of the business. This includes partnerships, 
LLCs, and S corporations.
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PERSONAL 
TAXES

As a high-earning individual, 
many of the changes in this latest 

tax reform directly impact you.
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MODIFIED TAX BRACKETS

The tax bill redefined the tax brackets and recalculated how the alternative minimum tax comes into 
play. Although the number of tax brackets remains the same (seven) the minimums and maximums 
have been shifted to be lower overall with the highest bracket getting taxed at a 37% rate rather 
than the previous 39.6% rate. The “marriage penalty” is eliminated for everyone except for couples 
earning over $400,000. The Joint Filing income thresholds are double the amount of the “single” 
brackets except for the two highest categories.

$0 - 
$13,350

$13,351 - 
$50,800

$50,801 - 
$131,200

$131,201 - 
$212,500

$212,501 - 
$416,700

$416,701 - 
$444,550

$444,551+

$0 - 
$18,650

$18,651 - 
$75,900

$75,901 - 
$153,100

$153,101 - 
$233,350

$233,351 - 
$416,700

$416,701 - 
$470,000

$470,001+

$0 - 
$13,600

$13,601- 
$51,800

$51,801 - 
$82,500

$82,501 - 
$157,500

$157,501 - 
$200,000

$200,001 - 
$500,000

$500,001+

$0 - 
$19,050

$19,051 - 
$77,400

$77,401 - 
$165,000

$165,001 - 
$315,000

$315,001 - 
$400,000

$400,001 - 
$600,000

$600,001+

Tax Rate

2017 2017 2017 20172018 2018 2018 2018

Single Head of Household Joint Filing

10%

15%

25%

28%

33%

35%

39.6%

$0 - 
$9,325

$9,326 - 
$37,950

$37,951 - 
$91,900

$91,901 - 
$191,650

$191,651 - 
$416,700

$416,701 - 
$418,400

$418,401+

$0 - 
$9,525

$9,526 - 
$38,700

$38,701 - 
$82,500

$82,501 - 
$157,500

$157,501 - 
$200,000

$200,001 - 
$500,000

$500,001+

10%

12%

22%

24%

32%

35%

37%
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PERSONAL DEDUCTIONS AND EXEMPTIONS

In 2017, as an individual, you could claim personal deductions and exemptions for yourself and 
each dependent. However, as an anesthesiologist, you were likely making over $261,500 where 
these deductions began phasing out and may well be making over $384,000 – the level at which 
they were totally eliminated for single filers. (For joint filers, phase outs began at $313,800 and 
were eliminated at $436,300). But, under the new law, personal exemptions are now completely 
eliminated.

On the positive side, the standard deduction goes from $6,350 single and $12,700 joint to $12,000 
and $24,000 respectively. This will help simplify many individuals’ tax returns as it will likely 
eliminate the need to itemize for a large percentage of taxpayers.  

STANDARD DEDUCTIONS

PERSONAL EXEMPTIONS

Single

Head of Household

Married Filing Jointly

Married Filing Separately

Exemption Before Phase-outs

$6,350

$9,350

$12,700

$6,350

$4,050

$12,000

$18,000

$24,000

$12,000

$0

Filing Status

Eemption per Person

2017

2017

2018

2018
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Personal Itemized Deductions

Schedule A itemized deductions have been significantly modified:

• Medical and dental expenses: Previously, medical expenses had to be more 
than 10% of your AGI to qualify for this deduction. This percentage has been 
reduced to 7.5%. However, most anesthesiologists still won’t get to take 
advantage of this deduction since 7.5% of their income is a fairly massive 
medical bill.

• State, local, and property taxes: These deductions (commonly referred to 
as SALT deductions) remain in place but this previously unlimited deduction 
is now capped at $10k. For anesthesiologists in high tax states with relatively 
expensive homes, this can be a pretty bitter pill. However, if you are taking the 
SALT deductions as a business (using schedules C, E, or F) the $10k limit may 
not apply.  For example, if you have rental property, you will still be able to fully 
deduct your real estate taxes against the rental income even if this amount is 
over $10k.

• Mortgage interest: The new tax bill limits the loan amounts for which mortgage 
interest can be claimed to $750k (previously $1m) and partly repeals the 
deduction that could be taken for home equity loans (HELOC). HELOCs are 
now only deductible under certain conditions and if the mortgage and HELOC 
combined is under $750k.

• Charity gifts: The income-based limit of contribution has been increased from 
50% to 60% and denies charitable deductions for donations in exchange for 
college athletic event seating rights like season tickets.

• Job expenses and miscellaneous: These deductions have been repealed so 
you can no longer use them to lower your tax bill. Deductions eliminated include 
unreimbursed employee business expenses, professional dues, job search 
expenses, tax prep fees, and investment management fees.

• Pease limits (P-limits): All P-limits have been repealed. This is good news as 
P-limits previously lowered the deductions high earners could take.
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The Alternative Minimum Tax (AMT)

Previously, households making between $200k and $500k often ended up paying the AMT. 

The new tax bill will significantly reduce the number of individuals that will have to pay AMT as 
both the exemption amounts went up and the income limits above which those exemptions start to 
phase out rose dramatically.

$200,000

$300,000

$400,000

$500,000

$74,725

$49,725

$24,725 

$0

$34,475

$9,475

$0

$0

Single Single

$70,300

$70,300

$70,300

$70,300

$109,400

$109,400

$109,400

$109,400

Joint Filling Joint Filling

Earning Bracket 2017 AMT Exemption 2018 AMT Exemption
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Miscellaneous Credits, Exemptions, and Deductions

In addition to changes that impact common elements of your personal taxes, there are also a 
few other miscellaneous changes that have been implemented:

• Child tax credit: This credit has been significantly increased on all fronts. The credit 
has been doubled from $1k to $2k (per eligible individual/child) with a potential $1.4k 
that is refundable. The income limitation phase-out has been increased to $400k, 
allowing more households to take advantage of the credit.

• Credits for non-child dependents: You can now claim a $500 non-refundable credit 
per eligible non-child dependent. This new credit is particularly helpful for children of 
baby boomers who may be supporting their own parent, an in-law, or sibling. 

• Alimony deductions or inclusions: Unlike the other personal tax changes, the 
changes made to alimony payments are permanent and only impact future and in-
process divorces. Previous provisions allowed alimony payments to be deducted 
from the payer and included as income by the payee. This has been repealed. 
Divorcing couples will no longer be able to spread income between two households 
to play the brackets for other tax loopholes. If couples want to take advantage of this 
alimony deductible, alimony agreements must be dated and filed before the end of 
2018. 

• ACA individual mandate: This mandate was put in place for individuals who didn’t 
have adequate health insurance, whether they didn’t have any coverage or didn’t 
have “sufficient” coverage. This mandate will be partially repealed beginning January 
1, 2019. 

• “Kiddie tax”: This tax was paid by children who had unearned income or investment 
income over a certain dollar threshold. Previously, this income was taxed at the 
marginal rate of their parents and filed with their parents’ taxes. Moving forward, 
minor returns can be filed separately and taxed based on the trust and estate tax rate 
(independent of the parents’ marginal tax rate).

• Estate tax exemptions: The estate tax exemption had been benchmarked at $5m 
per person as of 2011 and then indexed for inflation. Under the new tax bill, estate 
tax exemptions returned to the 2011 rate and were then doubled. Now, the IRS is in 
the process of indexing this exemption rate to change it to approximately $11.2m per 
person. Keep in mind that although the exemption has been doubled, the estate tax 
rate has not changed.
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BUSINESS
TAXES

Of course, the tax reforms don’t 
stop with your personal taxes. 

There are important changes to 
business taxes that will impact 
every physician-owner. Here’s 
what you need to know about 

filing your business taxes.
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FILING AS A C CORP: GOOD NEWS!

One of the major themes across the tax reform bill was the desire to lower the official US corporate 
income tax rate, which was one of the highest in the world. As a result, the corporate income tax 
rate has been reduced to 21% for all C corps. So that’s good news that’s easy to understand. 
However, if you are not a C corp… things get a little more complicated.

FILING AS A PASS-THROUGH ENTITY: IT’S COMPLICATED

In an effort to level the playing field between big corporations and other businesses, Congress 
implemented a 20% qualified business income (QBI) deduction for pass-through entities. While this 
sounds ideal for independent anesthesia groups, the reality is much more complicated. 

Understanding the 20% Pass-through Deduction

The 20% pass-through deduction for S corps and LLCs has garnered a lot of headlines. However, 
the bad news is that most anesthesiologists won’t be able to take advantage of it. Seems unfair, 
but read on…

This portion of the tax bill is extremely complicated in its application. Here’s what is most important 
for you to understand:

• It’s a temporary provision: Unlike other business tax changes, this change expires in 
2025.

• Limitations and requirements: Calculating what is actually deductible is extremely 
complicated and based on a variety of factors such as taxable income, phase-out ranges, 
W-2 wages paid to employees, and productive assets used in the business that have not 
yet depreciated.

• Restricted to Qualified Business Income(QBI): Specified service businesses, or 
businesses where the “principal asset of such trade or business is the reputation or skill 
of one or more of its employees,” are excluded. This includes many healthcare businesses 
like anesthesiology.

• Low-income threshold: In general, to qualify for the full deduction, your taxable income 
must be below $157,500 if you’re single or $315,000 if you’re married and file jointly. It 
phases out beyond these thresholds and the calculations become even more byzantine.
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Qualified Business Income (QBI) FAQ

Understanding what counts as QBI is one of the most complicated aspects of the tax bill. We have 
gotten tons of questions specifically about this area of the bill. 

In order better answer QBI FAQs it is important to understand how the law is to be applied. The 
deduction is only available for business income, which does not include earned income that is 
reported on your W-2. It only includes the ordinary business income coming from an S corp, 
partnership, a sole proprietorship, LLCs, or rental activity. Basically anything that isn’t a C Corp or 
W-2 compensation. 

$0 - 
$157,500

$157,500 - 
$207,500

$207,500 - 
and above

$0 - 
$315,000

$315,000 - 
$415,000

$415,000 - 
and above

Total Taxable Income Specified Service Business Other Businesses

Single Filing Jointly

No Deduction Subject to Limitations

Based on this information, we can better answer the following:

Should I become an S corporation to take advantage of the pass-through deduction?
Probably not. Although becoming an S corporation would technically create business income, the 
tax law did not address the reasonable compensation rules. These rules state that if your income is 
generated by you and your skills alone that it is by definition “earned income”. As an S corporation, 
you would be required to issue yourself a W-2 that would end up covering all the income earned by 
the S corporation. Only if you have assets or employees in the business that are generating revenue 
for you would you have a reason to make your wages any different than the income in the entity 
getting issued to you directly. Even if you can make this work for you, most anesthesiologists will 
still get tripped up by the total earnings cap.

Ok, should I then become a C corporation for the lower 21% rate?
Again, probably not. C-corps are effectively double taxed. Once at the corporate level and then again 
when you pay yourself that money. Although the initial income is only taxed at the 21% corporate 

Reduced 2% for every $5,000 that your taxable 
income exceeds the threshold

Full 20% Deduction
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rate, at some point you’ll likely want to personally access that money.  To use these funds, you would 
either need to buy something business-related for the corporation or personally take it out. If you take 
it out, it then becomes a dividend which will be taxed to you on your personal taxes at either a 15% 
or 20% rate. The corporate tax rate combined with that dividend tax rate is worse than what most 
anesthesiologists would pay as straight income from a pass-through. It’s even worse if you try to pay 
yourself a W-2 wage.

Well, what about a sole proprietorship acting as a 1099 contractor?
This might have some benefits, however, it is important to consider the liability compared to the 
benefits. In order to become a sole proprietorship, you must give up all the protections of being an 
employee of a business including the corporate veil. 

Plus, you would have to pass all the IRS tests of independent contractor status, which includes giving 
up fringe benefits as well as both personal health and medical malpractice insurance. You would have to 
purchase these insurance policies on your own, and it is likely those costs alone may be more than you 
would end up saving as a sole proprietor. What’s more, your former employer has to agree to all of this.

Giving up the liability protections of a corporate veil is a pretty serious step. If things go wrong, your 
personal assets become fair game in any sort of business dispute. If this is something you are truly 
considering, we highly recommend having some serious discussions with your legal counsel and 
accounting professionals.

Can I game the system by splitting my business into several companies so that my income 
levels qualify?
No, because all income from companies is aggregated before the deduction is calculated, so it would 
be treated the same as if it were all one business anyway.
 
Should my spouse and I file separately?
Generally, no, because when you file separately from your spouse, you will be forced to use the lower 
income threshold which won’t be beneficial.

Should my spouse and I divorce to divide income?
This is out of the scope of our advisory services. However, similar to the negatives of filing separately 
and the changes made to alimony deductions previously discussed, divorcing would not be especially 
beneficial from a strictly tax point of view. However, if you’re going to divorce anyway, you probably 
want to get it finalized before the end of 2018 if one party will be paying spousal support to the other.

The Bottom Line

It will be extremely difficult for anesthesiology businesses to qualify for 
pass-through deductions. Although there are some ways around it, you must 

consider the liability and legal issues you could face in the future. Talk to 
your lawyer and accountant about your specific situation but be aware that 
this is unlikely to be a huge benefit to many anesthesiologists—even if you 

already have a pass-through business entity like an LLC or S corp.
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OTHER BUSINESS EXPENDITURE CHANGES

In addition to the QBI deduction, there are also some other changes to various business expenses 
and deductions:

• Section 179 deduction: Allows business owners to expense equipment purchases and 
other expenditures that would normally need to be capitalized and take the deduction 
immediately so your taxable income more accurately reflects your actual cash flow. The 
phase-out of this deduction has increased from $1m to $2.5m.

• 100% expensing: Also known as “bonus depreciation” or “accelerated depreciation” this 
allows for the immediate expensing of assets placed in service after September 28, 2017, 
through 2021. Beginning in 2022, this accelerated expensing provision is reduced by 20% 
every two years until 2026 when it is completely repealed.

• General deductions eliminated: Numerous deductions have been eliminated for 
businesses including entertainment expenses, transportation fringe benefits for employees, 
and moving expense reimbursements.

• Credit for paid family and medical leave (only applies in 2018 and 2019): Although some 
organizations have considered adding new policies to take advantage of this credit we 
don’t recommend it unless you plan on keeping those policies after the credit expiration. 
If you add these policies for just two years, you could face legal issues regarding various 
employment laws as well as potential discrimination suits. 
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ABOUT FUSION ANESTHESIA

Fusion Anesthesia is dedicated to comprehensively addressing the billing and back-office needs 
of anesthesiologists across the United States. We provide complete revenue cycle management 
services as well as accounting and practice management services as an integrated part of our 
billing and collections services.

Call us at 262-787-4050 or email at jbuss@fusionanesthesia.com  
for a free no-obligation analysis of your current billing systems. 
We’d be happy to show you where you’re leaving money on the 
table and how you can increase your take-home by 5-15%.

In addition to billing, we bundle our services 
into a comprehensive package.
All included at no extra charge.

This means you can focus on patient care, 
rather than worrying about paperwork.

Practice Management

Contract Negotiation

Compliance & Quality Reporting

Accounting, Tax, & Payroll

Bookkeeping & Bill Paying

Scheduling & Efficiency Analusis

Credentialing Support

mailto:jbuss%40fusionanesthesia.com?subject=

