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Picking your practice’s legal struc-
ture is far less exciting than choosing 
which couch to furnish your office 

with, but the impact of your choice will last 
far longer than any office furniture. With 
effects on your liability, finances, and time, 
choosing the right arrangement is one of  
the most important business decisions you 
will make.

Choose a business structure
Solo practice? If you are in solo private 
practice, you should establish sole pro-
prietorship to, at the least, reduce identity 
theft. Because insurance companies and 
government agencies will need your tax-
payer identification number (TIN) for you 
to do business (and unless you fancy giving 
out your Social Security number freely), 
forming a sole proprietorship will grant 
you a business-unique TIN that you can 
give out. Establishing sole proprietorship  
is easy on the Internal Revenue Service  
Web site. 

It also is advisable for you to open  
a business bank account just for your 
practice, for bookkeeping and auditing 
purposes. 

Also, consider incorporating. You don’t 
have to have employees or partners to incor-
porate, and there are substantial benefits to 
doing so that should be considered.

Group practice? For a group practice,  
a fundamental rule is to not form a 
general partnership, because it exposes 
each member of the group to the liability 
and debts of the others. Instead, consider 
picking a limited liability structure or 
incorporating.

Incorporating. Every state recognizes cor-
porations, although many require physi-
cians to form “professional corporations” 
(PCs). There are 2 main types of corpora-
tions: “C” and “S.” A practice might elect 
to become an S corporation because it 
requires less paperwork—but it also means 
fewer tax benefits and profit or losses  
are passed through to your individual  
tax return. C corporations are taxed at  
corporate tax rates, but employees—
including you, as owner—are eligible for 
more benefits, such as pre-tax commuter 
and parking reimbursement, flexible 
spending accounts for dependent care and 
health care, and pre-tax insurance premi-
ums, to name a few.

Limited liability structure. State laws vary 
on which kind of limited liability structures 
are allowed but, typically, the options include 
forming a Limited Liability Company (LLC), 
Professional Limited Liability Company 
(PLLC), or Limited Liability Partnership 
(LLP). In general, they provide similar liabil-
ity protection as corporations, and their tax 
treatment is similar to either a “C” or “S” 
corporation, depending on state law or what 
tax structure its members elect. However, 
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they may offer less paperwork and compli-
ance requirements than corporations.

To incorporate or not?
The pros. Decide if it’s worth the time and 
effort to become a PC:

•  Being a PC will not reduce your tax 
rate (that went away years ago) and can-
not protect you from professional malprac-
tice (referred to as “piercing the corporate 
veil”), but it will protect personal assets 
from risk of seizure if you incur a non- 
professional liability, such as for a patient 
slipping on a banana peel in the waiting 
room, or an employee lawsuit. 

• If you operate more than 1 type of busi-
ness, a PC may be useful to protect one 
business from the liability of the other. Or, if 
you are in a group practice comprising solo 
practitioners—not employees of a clinic—
being a PC could shield you from the liabil-
ity of your group or any of its members. 

• If you have full-time employees 
(whether they are a family member or not), 
then you are all eligible for group health 
insurance, which is typically more affordable 
than if you have to procure your own policy.

The cons. Consider the downsides to being 
a corporation:

• It takes paperwork to set up a corpora-
tion, for which you typically need to engage 
a lawyer to complete and file.

• Your corporation might be required to 
pay a minimum state fee (in California, for 
example, the fee is $800 annually), and addi-
tional tax if you don’t “zero out” your profit 
and loss by the end of the year (ie, com-
pletely distribute all profits through payroll 
costs or business expenses). 

• A corporation must keep corporate 
documents, although there are templates 
that one can follow, such as for board reso-
lutions or keeping minutes of meetings.

• Your accountant will charge you more 
annually for any additional tax paperwork.

Crunch the numbers
Choosing to establish sole proprietorship or 
a “deeper” legal structure must be thought 
through wisely. Calculate the cost and ben-
efit to your practice, and consider your risk 
tolerance for liability.

Once you make a decision, go get that 
couch! 

A group 
partnership 
exposes you 
to the debts 
and liability of 
other members. 
Instead, consider 
incorporating or 
a limited liability 
structure

Discuss this article at  
www.facebook.com/ 
CurrentPsychiatry


