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Professional Corporations

Depending on the state that they are in, professionals that want to come together to for m a cor poration may have to for m
a professional corporation.

Professional corporations are organizations of professionals in the same field or trade. There are many states where peo-
ple in certain professions (like lawyers, doctors or accountants) that want to incorporate their professional practice can do
so only by incor porating as a professional corporation or a "professional service corporation." In other states, these pro-
fessionals have the option of choosing between organizing as professional corporations or regular corporations. And in all
states, people in certain professions are allowed to for m professional corporations or professional service corporations.

Depending on the state that you are in, the list of professionals that are required to incorporate as a professional corpora-
tion may var y. How ever, in most states, the list of professionals that are required to incorporate as a professional corpora-
tion includes:

• Lawyers

• Accountants

• Health care professionals (e.g. dentists, nurses, phar macists, physical therapists, physicians, audiologists, speech
pathologistsetc)

• Engineers

• Psychologists

• Veter inar ians

• Social wor kers

If you are in doubt as to whether you have to incor porate as a professional corporation, you should call your state’s cor po-
rate filing office (this is generally part of the secretary of state’s office or the corporation commissioner). These officials will
have the infor mation you need to see whether you will have to for m as a professional corporation.

Professional corporations have become less popular than they used to be. Before 1986, the main reason for professionals
to incorporate was to gain the favorable tax benefits that a corporation provided. Prior to 1986, professionals that incorpo-
rated could shelter their money inside of the corporation whereas those professionals operating in sole proprietorships or
par tnerships could not. However, the IRS now classifies most professional corporations as "personal service corpora-
tions," which means that the corporate income is taxed at a flat 35%. This means that there is no tax advantage for profes-
sionals to incorporate because they no longer benefit from the two-tiered tax system.

However, this is not to say that there are no reasons left for professionals to incorporate as a professional corporation. For
instance, professional corporations allow their owners to benefit from limited personal liability for business debts as well as
claims against the corporation. In addition, although incorporation cannot protect an owner against liability from his or her
own personal malpractice, it can provided limited liability for the malpractice of an associate.

Here are a few examples:

Suppose that Dr. D and Dr. E are brain surgeons that are partners in their medical practice. One day, Dr. D perfor ms
surger y while drunk and accidentally nicks an arter y that runs to the brain. The patient unfor tunately dies on the table. A
jur y hear ing the malpractice suit that follows awards the family of the patient $6 million in damages against Dr. D and the
par tnership. How ever, the malpractice insurance only covers $2 million. Dr. D and Dr. E would be personally liable for the
remaining $4 million.

Now suppose that Dr. D and Dr. E, instead of practicing as partners, instead incorporated as a professional corporation.
Dr. D perfor ms the same surgery as descr ibed above and the jury again awards a $6 million judgment in damages. The
malpractice insurance covers $2 million, leaving $4 million still left to be paid. However, now only Dr. D will be personally



liable for the remaining $4 million because he was the one that committed the malpractice.

Today, many people that would have once incorporated as a professional corporation are instead choosing to incorporate
as a limited liability company (LLC). This is something that you may want to consider.
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