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Retirement Savings Plans for
Radiologists: Part 1—The Options
Jeffrey J. Brown, MD, MBAa, Jason R. Kerr, MDa, Brian S. Johnston, MDb

Employer-sponsored retirement plans are the primary savings vehicles used by radiologists to fund their retirements. A
variety of retirement plans are available with guidelines, benefits, and restrictions specified by the Internal Revenue Code.
In this article, we review and summarize the salient features of these plans. A second article, in an upcoming issue of JACR,
explores the current status of radiologists’ retirement plans.
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NTRODUCTION

he primary long-term financial goal of most radiologists is to
etire with dignity and with the financial security to live out
heir remaining years in comfort. Achieving this goal requires a
ound retirement savings plan. The retirement options offered
o radiologists vary significantly, not only from one employer
o another, but, as we will show, more notably between aca-
emic institutions and private practice groups.
The Economic Growth and Tax Relief Reconciliation Act

f 2001 (EGTRRA) introduced provisions that increased re-
irement savings options and eased many of the limitations on
etirement contributions. However, there have been consider-
ble differences in how employers of radiologists have inter-
reted and implemented the new tax laws. It is the intent of
his article to discuss the various retirement options allowed
nder the tax code. In Part 2 of this series, by using a survey we
eveloped, we examine and compare the retirement benefits of
sampling of academic institutions and private practice

roups. On the basis of this information, we offer some sug-
estions for improving the retirement savings plans for radiol-
gists in both private and academic settings.

ACKGROUND

mployer-sponsored retirement savings plans have two impor-
ant advantages over private taxable accounts: (1) they allow
ontributions out of pretax dollars, and (2) they allow invest-
ent returns to grow tax free. Taxation on these accounts is

ot avoided altogether, however, because withdrawals during
etirement are taxed as ordinary income.

In 1974, Congress passed the Employee Retirement Income
ecurity Act, which established federal provisions for em-
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loyer-sponsored retirement plans. Out of these guidelines
merged two general classifications of retirement plans: the
efined Benefit Plan and the Defined Contribution Plan. De-

ned Benefit Plans provide an ongoing pension after retire-
ent for each eligible employee, whereas Defined Contribu-

ion Plans provide annual employer contributions toward an
mployee’s retirement savings, which are subsequently in-
ested and paid out to the employee on retirement.

Most Defined Benefit and Defined Contribution Plans are
onsidered qualified retirement plans under the Internal Rev-
nue Code (IRC) Sections 401(a) and 403(a). This qualifica-
ion provides the following benefits:

. Employers are able to deduct all contributions that they
make into a plan on their employees’ behalf [1].

. Employees are not taxed on the contributions they receive
at the time they are conferred [2,3].

. All contributions within the plan grow on a tax-deferred
basis [4].

. Payments that are received at retirement may qualify for
favorable tax benefits [2,3].

The primary difference between qualified and nonqualified
lans is that the latter do not allow employers to receive a
urrent tax deduction for contributions made on behalf of their
mployees. Deductions are available to the employer only
hen funds are paid to the employee at the time of retirement.
or this reason, employers that are subject to taxation invari-
bly prefer qualified plans. Tax-exempt employers typically use
onqualified plans, which are less expensive to administer and
llow more flexibility with regard to eligibility criteria, fund-
ng, vesting, and terms of forfeiture. The major categories of
etirement savings plans are shown in Table 1 and are discussed
n more detail below.

efined Benefit Plans

Defined Benefit Plan is a traditional pension plan in which
he benefits consist of a fixed annual or monthly stipend pay-
ble for life beginning at the time of retirement. The pension
enefit is calculated by using a formula that typically incorpo-

ates the employee’s age, years of service, and average annual
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ompensation before retirement. EGTRRA increased the max-
mum limitation on allowed annual benefits under Defined
enefit Plans from $140,000 to $160,000 for the year 2002,
ith future increases indexed to inflation in $5000 increments

5].
An important feature of Defined Benefit Plans is that the

mployer bears the investment risk. The employer finances the
lan by making contributions on behalf of eligible employees.
hese contributions are supplemented by revenues that accrue

rom the investment of these assets. In some cases, employers
lso require a minimum employee contribution to the plan.
he employer determines how the contributions are invested

nd, regardless of investment performance, is ultimately obli-
ated to pay the established benefits to eligible employees on
etirement. The term pension plan, although generic, usually
efers to this type of plan.

ash Balance Plans

Cash Balance Plan is a hybrid in that it is classified as a
efined Benefit Plan, yet it has some features of a Defined
ontribution Plan. Cash Balance Plans provide each employee
ith a hypothetical investment account. As in a Defined Con-

ribution Plan, the benefit to the employee is stated in terms of
he account balance. Each year, the employer issues a pay credit
o the employee’s Cash Balance account based on a specified
ercentage of the employee’s compensation. An annual inter-
st credit on the account balance is also applied based on either
fixed interest rate or a variable rate tied to a benchmark such
s the 1-year United States Treasury bill. The employee desig-
ates whether the payment is to be received in the form of
onthly annuity payments for life beginning at retirement or

s a lump sum distribution at the time of retirement. IRC
egulations allow the distribution to be rolled over into an
ndividual Retirement Account (IRA) or another employer’s
etirement plan in the event of a termination or job change [6].
ash Balance Plans typically appeal to younger employees who

an realize higher benefits at an earlier age than those provided
y a traditional pension plan while retaining the option to
hange employers without forfeiting their retirement savings.

As with a traditional pension plan, the employer determines
ow the plan assets are invested and bears all of the associated

nvestment risk. The employer is obligated to credit the estab-
ished benefit to each employee’s account regardless of the
erformance of the invested funds. Both traditional Defined
enefit Plans and Cash Balance Plans are insured by the Pen-

Table 1. Retirement savings plans

Defined Benefit Plans
Defined Contribution

Plans
Traditional Pension Plan 401(k) plan
Cash Balance Plan 403(b) plan

Profit-sharing plan
Money pension purchase
plan
Deferred compensation
plan
ion Benefit Guaranty Corporation, which has the authority to v
ssume trusteeship and initiate pension payments in the event
hat a plan is terminated with insufficient funds. This safe-
uard is not available for Defined Contribution Plans and is
eserved solely for qualified Defined Benefit Plans.

efined Contribution Plans

n a Defined Contribution Plan, the employer makes contri-
utions to an employee’s individual investment account. This
ontribution is usually based on a percentage of the employee’s
ompensation. In some cases, the contribution is automatic,
ithout any employee participation required. Other plans re-
uire the employee to contribute a certain percentage of his or
er salary each year to receive employer contributions.
Employers establish a vesting schedule that dictates how

ong an employee must participate in the plan before being
uaranteed receipt of the benefits. EGTRRA guidelines specify
hat an employee must be fully vested within 3 years of initial
articipation in a plan with an immediate vesting schedule or
ithin 6 years if a graded schedule is used (e.g. vesting accrues

n annual increments of 20% beginning in the second year of
articipation) [7,8].
An important feature of Defined Contribution Plans is that

he employee is responsible for determining how the assets are
nvested. However, the plan may place restrictions on which
nancial service providers can be used and may limit the choice
f investment funds. The value of an employee’s Defined Con-
ribution account at the time of retirement depends not only
n the total combined employer and employee contributions,
ut also on the net investment gains or losses in the employee’s
ccount. Unlike the Defined Benefit Plan, it is the employee
ho bears the investment risk. The retirement benefit is paid
ut on retirement either as a lump sum distribution or as a
ifetime monthly annuity. Like the Cash Balance Plan, the
ccount remains portable in the event of early termination or
ob change [9].

Under EGTRRA guidelines, the total maximum annual
imit on all contributions toward an individual’s Defined Con-
ribution retirement account (including both employee and
mployer contributions, collectively) is set at the lesser of
41,000 or 100% of compensation [10]. Subsequent increases
o this limit may occur in $1000 increments indexed to infla-
ion, as determined annually by the Secretary of the Treasury
11]. IRC regulations also limit the maximum salary amount
rom which the employer and employee contributions can be
alculated. EGTRRA increased this compensation ceiling
rom $170,000 to $200,000, with subsequent increases in-
exed to inflation in $5000 increments [12]. In 2004, the
aximum salary for contribution calculations was raised to

205,000. The maximum elective employee contributions to
01(k), 403(b), and 457(b) plans are shown separately in Ta-
le 2. Table 3 summarizes the major provisions for retirement
enefits that were introduced through EGTRRA.
To secure congressional passage of EGTRRA, a sunset pro-

ision was included that states that all regulations are applica-
le only until 2010 [13]. Any provision that is not extended or
ade permanent before this time will revert back to the pro-
isions that were applicable before the passage of EGTRRA.
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lthough it is widely anticipated that these provisions will be
xtended by future legislative action, this is not guaranteed.

01(k) Plans

401(k) plan is a qualified Defined Contribution Plan that is
unded by pretax employee contributions, which may or may

Table 2. Maximum elective employee contributions for
401(k), 403(b), and 457(b) plans

Year
Employees Less Than

50 Years Old
Employees 50 Years

and Older
2002 $11,000 $12,000
2003 $12,000 $14,000
2004 $13,000 $16,000
2005 $14,000 $18,000
2006 $15,000 $20,000
2007 $15,500 $21,000
2008 $16,000 $22,000

Table 3. Abbreviated summary of EGTRRA provisions
Retirement Plan Feature

403(b), 401(k), and 457(b) elective
deferral limits

$11,000 i
$12,000 i
$13,000 i
$14,000 i
$15,000 i
$500 ann

403(b), 401(k), and 457(b) “catch-up”
contributions for employees 50 years
and older

$1000 in
$2000 in
$3000 in
$4000 in
$5000 in
$500 ann

Maximum combined Defined
Contribution Plan contribution limits

Lesser of
$1000 an
the Treas

Maximum annual distribution under a
Defined Benefit Plan

$160,000
$5000 an
the Treas

Maximum salary allowed for
contribution calculation

$200,000
$5000 an
the Treas

Pension portability Funds fro
any other

Vesting requirements on matched
contributions

3-year 10
6-year gr
beginning

Profit-sharing/money purchase pension
plan contribution limits

25% of a
ot be supplemented by matching employer contributions.
mployees are always fully vested in their own contributions,
hereas matched contributions are subject to a vesting sched-
le established by the employer.
Although most 401(k) plans allow employees to direct their

wn investments, employers often provide a limited list of
uthorized investment providers or funds. As in all Defined
ontribution Plans, the investment risk is borne by the em-
loyee, and the distribution of assets at retirement is based on
he accumulation of employee and employer contributions
nd any accrued gains or losses.

Employers that offer 401(k) plans are required to fulfill
ignificant administrative responsibilities, such as filing annual
ederal tax forms and complying with a battery of tests that
nsure that there is no discrimination in favor of highly com-
ensated employees. Because of the costs of these administra-
ive requirements, many employers do not allow terminating
mployees to keep their accrued retirement assets in their
01(k) plans indefinitely after leaving the company. Instead,

New EGTRRA Provisions
002
003
004
005
006
increments thereafter

2
3
4
5
6
increments thereafter

0,000 or 100% of compensation in 2002
l increments thereafter as dictated by the Secretary of
(raised to 41,000 in 2004).

2002
l increments thereafter as dictated by the Secretary of

2002 (raised to $205,000 in 2004)
l increments thereafter as dictated by the Secretary of

any 401(k), 403(b), or 457(b) plan can be rolled over into
1(k), 403(b), or 457(b) plan or IRA

immediate vesting or
d vesting, accruing in annual increments of 20%
ter the second year of participation

mployee’s compensation
n 2
n 2
n 2
n 2
n 2
ual

200
200
200
200
200
ual

$4
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mployees must roll these funds into an IRA or transfer them
nto a new employer’s qualified plan. If this process is handled
roperly, there is no resulting tax liability, and the assets con-
inue to grow tax free until withdrawal. However, it is generally
p to the employee to make sure that the assets are transferred

n a timely manner to avoid taxation and penalty fees for early
ithdrawal.

03(b) Plans

he 403(b) plan is commonly referred to as the 401(k) for
onprofits. These are nonqualified Defined Contribution
lans available only to employees of tax-exempt private orga-
izations and public educational institutions. In most 403(b)
lans, the primary source of funds is a direct pretax deduction
rom the employee’s salary. Employers will often make a
atching contribution based on the amount of the employee’s

ontribution, the age of the employee, or the number of years
f service. Employees are immediately vested in their own
ontributions, whereas employers typically establish a vesting
eriod for the matched contributions. As with other Defined
ontribution Plans, selection of investments and the associ-

ted risks reside with the employee.
A 403(b) plan offers the same employee tax advantages as a

ualified Defined Contribution Plan. However, as a nonquali-
ed plan, the 403(b) requires little administrative involvement
rom the employer beyond the coordination of payroll deduc-
ions. In the event of an employee’s early termination, the
mployer bears no ongoing responsibility with regard to the
unds and, hence, no ongoing expense. Therefore, most em-
loyers allow departing employees the choice of keeping the
03(b) funds in the original plan until retirement, rolling the
ccumulated funds into an IRA, or transferring them to a new
mployer’s Defined Contribution Plan.

Before EGTRRA was enacted, most universities offered
oth a 403(b) and a supplemental 403(b) plan to their faculty
embers. The primary 403(b) plan was used for employer

ontributions, whereas the supplemental plan received all em-
loyee contributions. Since the passage of EGTRRA, this is no

onger necessary, and many universities have combined their
03(b) offerings into a single plan, whereas other institutions
ave retained two plans for the sake of tracking employer and
mployee contributions separately.

Under EGTRRA guidelines, the annual limit that an em-
loyee under the age of 50 can contribute to a 403(b) plan in
004 is $13,000. Individuals who are 50 years of age and older
an contribute up to $16,000 in 2004.

eferred Compensation Plans

nother type of nonqualified retirement plan is the Deferred
ompensation Plan, most commonly offered as a 457(b) plan.
eferred Compensation Plans are offered only to employees of

ax-exempt organizations and government entities. For univer-
ity-based radiologists, they serve as an optional supplement to
heir 403(b) plan. Public institutions are able to offer these
lans to a broad-based group of employees. At private institu-
ions, the 457(b) plan is considered a “top hat” plan that limits
articipation to highly compensated employees or to a select

roup of managers, not to exceed 5% of all employees. Con- I
ributions to a 457(b) plan are made on a pretax basis, and
arnings grow tax-free until withdrawal. Employers may con-
ribute a matched percentage based on the amount of the
mployee’s contribution, the age of the employee, or the num-
er of years of service.
As with 403(b) plans, the maximum allowable employee

ontribution to a 457(b) plan is $13,000 in 2004. Employees
ligible for both 403(b) and 457(b) plans can make maximum
ontributions to each plan. Furthermore, the “catch-up con-
ributions” that are allowed in 403(b) plans for individuals 50
ears of age and older also apply to 457(b) plans. By partici-
ating in both types of plans, eligible employees are allowed to
ake annual retirement contributions of $26,000 (or $32,000

f older than 50). With the addition of matching employer
ontributions greater than $14,000, employees can exceed the
41,000 annual limit placed on combined 403(b) contribu-
ions because 457(b) plans are not subject to this limit. Unlike
ost other retirement options, many 457(b) plans are un-

unded, meaning that the plan assets are not protected from the
mployer’s or the employee’s creditors.

A less commonly used Deferred Compensation Plan is the
57(f) plan. The unique feature of this plan is that it is not
ubject to the employee contribution limits placed on other
etirement plans. The participating employee can defer up to
00% of his or her salary into a tax-deferred 457(f) plan.
owever, administration of the plan is complex, the funds are

nprotected from creditors, and the assets are subject to a
ubstantial risk of forfeiture in the event of a job change or
ermination. As a result, most institutions are transitioning
way from 457(f) plans in light of the increased allowances for
57(b) plans under EGTRRA.

rofit-Sharing Plans

rofit-sharing plans are the most flexible of the available De-
ned Contribution Plans. The employer is able to determine
rom year to year what the annual contributions to the plan will
e, thus allowing the employees to participate in and benefit
rom the employer’s profitability. Employers can contribute up
o 25% of an employee’s yearly compensation to the retire-
ent plan, subject to the current $41,000 annual limit [14].
mployers have the option of withholding contributions in
ny given year, as long as contributions in other years are
ubstantial and recurring.

Profit-sharing plans are funded, meaning that the assets are
rotected from creditors. Vested employees are eligible to bor-
ow from the plan and to roll over any vested assets into an IRA
r other qualified plan in the event of an early termination or
ob change. Participants may benefit from reallocation of for-
eitures in the event of another employee’s termination before
esting. The assets in a profit-sharing plan can be invested in
utual funds, stocks, bonds, debt-free real estate, certificates of

eposit, annuity policies, and even permanent life insurance
olicies. Although most plans involve employee-directed in-
estments, some employers maintain control of the funds and
equire that all assets be invested in the same investment pool.

n either case, the investment risk is borne by the employee.
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oney Purchase Pension Plans

n a money purchase pension plan, the employer provides an
nnual contribution of up to 25% of the employee’s total
ompensation, with a current maximum contribution of
41,000 per year. Contributions can be made only by the
mployer, and although the contribution percentage may
hange, the employer is obligated to pay the benefit every year
egardless of the company’s profitability. As with other quali-
ed plans, these contributions are tax deductible for the em-
loyer, and the employee is not taxed on the contributions or
he investment earnings until retirement or death.

The money purchase pension plan is a funded plan, and its
ssets are therefore protected from creditors. Investment op-
ions mirror those of the profit-sharing plan, and the invest-
ent risk is again borne by the employee. Personal in-service
ithdrawals from the retirement account are not permitted,

ven in the setting of hardship. However, a vested employee
an request a “plan loan” if certain legal guidelines are met. As
ith the profit-sharing plan, participants may receive realloca-

ion of forfeitures from departing nonvested employees.

UMMARY

There are two major categories of employer-sponsored re-
tirement plans specified in the tax code: Defined Benefit
Plans and Defined Contribution Plans.
Defined Benefit Plans include traditional pension plans and
Cash Balance Plans. Defined Contribution Plans include
401(k), 403(b), profit-sharing, money pension purchase,
and deferred compensation plans.
Defined Benefit Plans provide a fixed annual or monthly
pension payable for life beginning at the time of retirement.
In a Defined Contribution Plan, employees have their own
investment accounts funded by employer or employee con-
tributions or both. The assets available to an employee on
retirement depend on the total contributions and the ac-
crued gains or losses within that individual’s retirement sav-
ings account.
In a Defined Benefit Plan, the employer determines how the
plan assets are invested and bears the associated investment
risk.
In a Defined Contribution Plan, the employee determines
how the plan assets are invested, although the plan may
include restrictions regarding eligible investment vehicles. In
any case, the employee bears the associated investment risk.
The EGTRRA significantly improved the contribution lim-
its and portability of employer-sponsored retirement plans.
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