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SAMPLE EMPLOYMENT LETTER OF UNDERSTANDING

James Best, M.D.

Best Eye Care

123 North Street

Anywhere, New York  01234

___________________________

November 30, 200x
John Doe, M.D.

123 Any Street

Somewhere, CA  98765

Dear John:

As a follow-up to our previous meetings and telephone conversations, I am pleased to be able to make you the following offer to join my practice, Best Eye Care, as a general ophthalmologist. Summarized below are the proposed general terms of your employment:

I.
Term:  Your initial term of employment will commence on or about July 1, 200x, and will conclude two calendar years thereafter. Your employment may be terminated immediately "for cause" including but not limited to death, disability, loss of professional licensure, loss of hospital privileges, or other reasons. Your employment may also be terminated by either party "without cause" upon 60-day written notice.

II.
Employment Relationship:  Your employment will be defined as a normal employer/employee relationship. As an employee of the corporation, your salary will be subject to customary withholding taxes.

III.
Compensation:  Comprehensive ophthalmologist base compensation during the first year usually ranges between $120,000 and $150,000, with an approximate $10,000 increase in subsequent years.  Base compensation for pediatric subspecialists tends to be between $120,000 and $160,000. Base compensation for corneal, glaucoma, and neuro-ophthalmology subspecialists tends to be between $140,000 and $160,000, oculoplastics between $150,000 and $225,000, and retina between $175,000 and $350,000. These ranges assume the individual is devoting the majority of time to that subspecialty: an oculoplastics fellow working as a comprehensive ophthalmologist will usually be paid as a comprehensive ophthalmologist.
IV.
Leave and Continuing Education:  During each year of employment, you will be entitled to receive three (3) weeks of paid vacation. You will also be entitled to one (1) week of paid educational leave each year. All leave must be taken during the year, is non-cumulative, and will not be paid as additional compensation if unused.  You will also be provided reimbursement for reasonable expenses associated with your attendance at one annual conference of either the American Society of Cataract and Refractive Surgeons or the American Academy of Ophthalmology each year, and various other meetings as may be mutually agreed. All reimbursed educational expenses must be accompanied by receipts and are subject to qualification as allowable business expenses under relevant tax law.

V.
Licenses and Credentials:  You will be required to acquire and maintain an unrestricted New York medical license and maintain board certification/eligibility throughout the employment term. You will also be required to maintain staff privileges at those hospitals and ambulatory surgery centers normally serviced by practice physicians. The practice will pay for state professional licensing fees, hospital department and ASC privilege fees, and various professional association dues as may be mutually agreed.

VI.
Professional Liability (Malpractice) Insurance:  The practice will pay for the premiums required to obtain professional liability insurance at those levels of coverage generally obtained for physicians in the practice. In the event an extended reporting endorsement (tail) is required upon termination of your employment, you will be solely responsible for payment of premiums for such policy.

VII.
Other Benefits:  You and your dependents will be provided with medical insurance benefits under provisions of the plan as generally provided to practice employees. You will be eligible to participate in the practice retirement plan, subject to eligibility provisions. The practice will also pay your expenses for transportation of personal effects from California to Anywhere, based on the lowest of three bids from reputable moving companies and upon submission of supporting receipts.

VIII.
Hours/On-Call Schedule:  You will provide medical services to patients consistent with the time schedule required of other physicians in the practice. You will also assume an equitable share of on-call duties as required for coverage of general ophthalmology cases.

IX.
Non-Compete Clause:  If your employment terminates for any reason, you would be restricted from practicing within a twenty-five- (25) mile radius of the North Street office. This would apply for 24 months following your termination. In addition, you would be prohibited from soliciting any patients or employees, or interfering in practice relationships with patients, employees, referring physicians, payers, hospitals, or surgery centers during this 24-month period.

X.
Future Ownership:  Upon conclusion of the employment term, assuming our mutual agreement, you will be offered an opportunity to purchase an equal ownership interest in the practice. The attached addendum outlines the general structure of the buy/sell arrangement intended at this time. Please note that neither the purchase opportunity nor its associated terms is guaranteed and will be subject to our mutual consent.

Although other details must be finalized regarding the relationship, this letter should summarize the primary issues. If these terms are acceptable to you, please sign the enclosed copy of this letter and return it to me as soon as possible. We can then have a more formal employment contract prepared by practice legal counsel.

Sincerely,

_________________________________________

_______________________

James Best, M.D.



Date

Best Eye Care

I agree with the above terms.

_________________________________________

_______________________

John Doe, M.D.





Date

ADDENDUM:  THE POTENTIAL PRACTICE BUY/SELL MECHANISM

I expect you to become an equal owner in the practice with the value of your share to be based on the sum of three components: (1) the value of corporate stock, (2) the benefit of your compensation to be derived by you from accounts receivable shortly after you become an owner, and (3) the value of your access to established, ongoing revenue streams of the practice (i.e., intangible assets). Although the actual dollar amounts and percentages would be determined at the time you become an owner, I expect to approach valuation as outlined below.

The value of corporate stock would be based on adjusted net equity, which means the fair market value of practice equipment and other assets (excluding accounts receivable, which are considered separately), reduced by debt or other liabilities. The price for your equity purchase would be based on this value, multiplied by your percentage of ownership. For example, if you were to become a 50 percent owner and the value of practice equity were determined to be $200,000, your purchase price would be $100,000. Tax regulations will likely require that this amount be paid net of personal income taxes. We can arrange appropriate financing terms if desired. The allocation of total value to stock may differ from this formula, depending on the advice of our tax advisors.

You would not be required to purchase accounts receivable or intangible assets. However, I would be entitled to a preferential distribution of net income during your initial years of ownership based on the following schedule:
· During your first year of ownership, your compensation would be 70 percent of the amount otherwise payable to you as a practice owner.

· During your second year of ownership, your compensation would be 75 percent of the amount otherwise payable to you as a practice owner.

· During your third year of ownership, your compensation would be 80 percent of the amount otherwise payable to you as a practice owner.

· During your fourth year of ownership, your compensation would be 85 percent of the amount otherwise payable to you as a practice owner.

· During your fifth year of ownership, your compensation would be 90 percent of the amount otherwise payable to you as a practice owner.

· From your sixth year of ownership and beyond, your compensation would be at 100 percent of the amount payable to you as a practice owner.
This adjustment would be intended to recognize my seniority and the value of my prior and ongoing efforts in establishing the profitability of the practice. This is a common arrangement used in conjunction with most buy-ins within ophthalmic practices. The actual percentages and term used for this adjustment may vary from this example, based on assessment of the practice and its circumstances at the time you become an owner.

The manner in which we distribute net income as co-owners will be determined in conjunction with the buy-in terms. At present, I expect the majority of net income will be distributed on the basis of our respective net collections with a lesser amount of net income distributed equally.

Your ownership position would be subject to an option allowing me to repurchase your ownership interest at any point during the buy-in period. In addition, I would retain various founder’s rights allowing me to keep the practice’s name, telephone numbers, office locations, staff, and other aspects if we were to dissolve our association thereafter.

Upon termination of a physician owner, I anticipate the buyout to be computed as follows. Stock would be redeemed according to the valuation formula used for the buy-in, as described previously. The value of accounts receivable and intangible assets would be redeemed through payment of deferred compensation equal to the annual compensation of the departing physician averaged over the prior three years. This aspect of buyout would be subject to certain penalties depending on the circumstances of termination or one’s actions after termination. In addition, buyout payments would be subject to an annual ceiling to protect cash flow of the surviving owner.

Various details of the buy/sell mechanism need to be resolved before you become an owner. During the course of your employment, I would expect you to participate in discussions regarding appropriate terms, allowing us to arrange an amicable and fair structure for our continued, long-term association together. Please keep in mind that the ownership offer and any terms pertaining to it would require our mutual agreement.

