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HOW TO LOOK, ACT AND SOUND LIKE
A PROFESSIONAL CORPORATION

By Joseph R . Pozzuolo, Attorney (Pennsylvania)
Shareholder : Komik and Pozzuolo Associates, P.C., Philadelphia, Pennsylvania

]¶11,187] Once you've decided to incorporate your practice (see ¶11,101], the' issue then
becomes how do you become a professional corporation and what do you do to make sure you took,
act and sound like one . Let's start with-

How to Become a Professional Corporation
Forming a professional corporation, of course, is primarily a matter of complying with your own

state's laws in this area .
Corporate formalities-The initial formal step is the drafting, signing and filing of the appropriate

articles of incorporation with the designated state agency . This document usually includes the
following :

•

	

The corporate name ;
•

	

The purposes for which the corporation is being formed ;
•

	

Statement of capital-the authorized capital expressed in terms of the number of shares
and the value per share ;

•

	

The term of the corporate existence, which may be perpetual ; and
•

	

The identity of the incorporators and the first board of,directors .
Note: Articles of incorporation when filed should be accompanied by a check in the

amount required by statute .
Dissolution of partnership.-If there was an existing partnership prior to incorporation, the

following steps should be taken-
•

	

Prepare and file formal notice of dissolution of partnership.
•

	

Send notice of incorporation to all debtors and creditors of the former partnership .
File FICA tax, unemployment tax and workmen's compensation reports for the partnership

practice within thirty days after the corporation assumes the practice .
	 Transfer the assets and liabilities of the partnership to the corporation, if desirable . Also,

document any disposition of assets or liabilities not transferred to the corporation .
The organizational meeting.-On the day of incorporation, after a shareholders' meeting electing the

board of directors, there should be held the first meeting of the board of directors (even where there is
only one director) and at such meeting the board should :

(a) Elect officers ;
(b) Adopt bylaws ;
(c) Approve and adopt the form of the stock certificates ;
(d) Adopt the corporate seal ;
(e) Issue stock ;
(f) Authorize one or more of the officers to execute employment agreements ;
(g) Authorize the application of a corporate license to practice the profession, if

applicable ;
(h) Determine whether the corporation is to elect to be taxed under Subchapter S ; and
(i) Determine whether corporation is eligible'to issue stock in accordance with Section

1244 of the Internal Revenue Code, and if so, formally adopt the "Plan" before shares are
issued .

Bylaws.-They are the ideal means to expand upon those corporate characteristics found in the
articles of incorporation and generally include the organizational rules and procedures for the
operation of the entity in the corporate form . . The bylaws of a typical professional corporation may
cover such organizational matters as what specialty various members of the professionals must work ;
procedures for the review and modification of the work product ; establishment of a fee schedule and
procedure for the negotiation of fees ; guidelines for the determination of salaries, bonuses, and the
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hiring and the termination of employees with provision for the disposition of the office, practice, files
and records upon termination of employment. Of course, the bylaws should also include provisions
which are common to all standard business corporations.

	

'
Buy-sell agreement.-It may be advisable that the bylaws of the professional corporation at the time

of organization should include the mechanism for the orderly disposition of the stock of the
professional corporation . This is necessary to negate and/or expand the transfer requirements of the
particular state Professional Corporation Act which may otherwise require the corporation to purchase
the shares of a deceased or disqualified shareholder based upon a statutory predetermined formula .
The mechanism used is a buy-sell agreement. Such agreement may include provisions for transfer of
the stock in such event as disqualification of the professional, death and voluntary or involuntary
termination of the employee-shareholder . The buy-sell agreement may take a variety of forms such as
stock redemption, option or cross-purchase among the shareholders and/or nonshareholders .

Employment contracts .-Employment contracts must be prepared and executed to safeguard and
insure the legitimacy of the corporate form . This agreement establishes the relationship between the
professionals and the corporate entity . The employment agreement in a professional corporation
should specify the following :

(a) Duties.
(b) Duration of employment-Note : Depending on particular state law, employment contracts

which are long term may be construed as invalid . However, this risk is reduced if such agreement is
expressly authorized in the articles of incorporation of the bylaws .

(c) Compensation-In the employee-shareholder situation the compensation provision of the
agreement between the employee-shareholder and the corporation is usually nebulous . The amount of
compensation is generally determined by the Board of Directors for the then current period . However,
in a situation where the employee is not a shareholder in the corporation, some fixed salary or formula
based on production or other services to the corporation is needed . Note that a formula based on net
profits may run afoul of some states, ethical or statutory requirements .

(d) Fringe benefits-During the term of the agreement, the employee may be entitled to all or a
portion of the fringe benefits offered by the corporation to its employees .

(e) Business expenses-For federal tax reasons and business harmony, it is advisable to specify what
expenses are subject to reimbursement by the corporation .

(f) Business records-Upon termination of the agreement, the business records should remain the
corporation's sole property and not that of the employee .

(g) Vacation, sick leave and leave of absence.
(h) Disability-This deals with full or partial salary continuation in the event of disability or illness .
(i) Death benefits.
(j) Billing and fees.
(k) Contracts-This provision should deal with the ability of the employee to contract for or

obligate the corporation in any way without the approval of the board of directors or executive
officers .

(1) Noncompetition during and after employment-The enforceability of such clauses generally
depend on their reasonableness as to geographical area and time limitation .

Other preliminary steps.-Prior to or at the time of incorporation, these other matters must be
handled-

Stationery : All letterheads, billheads, professional cards and other printed forms and stationery
should be modified or changed to reflect the corporate name . NOTE : The predominant entity
designations in most states for professional corporations seem to be "P.A." or "P.C." after the
principal(s) of the corporation(s) own name(s) .
Bank resolution and signature card: A new bank account should be opened in the corporate name

on the date of incorporation and all monies received on the day of incorporation and thereafter by the
corporation should be deposited directly in the corporate account . All new checks should bear the
corporate name .

Listings : All listings in professional directories and telephone listings should be modified or changed
to reflect the corporate name .
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Office signs: All signs presently exhibited in or about the office and on listings should be modified
or changed to reflect the corporate name .

Insurance: All insurance, including but not limited to fire, public liability, disability and general
malpractice should be assigned or rewritten to reflect the fact that the corporation is now the
contracting party .
Loans: Prepare the transfer of any loans made in your professional practice prior to incorporation

and any new loans so that the corporation and not the individual professional will be the contracting
party. Consult your taccountant or tax attorney to determine whether any adverse tax consequences
will result from such assumption of liability for past loans .

Federal Identification Number: Apply for an employer's identification number .
Accounts receivable: Determine Accounts Receivable as of incorporation date .
Capital Assets : Determine book value or market value, if applicable, of capital assets as of

incorporation date .

How to Operate As a Professional Corporation
The importance of maintaining the formal integrity of the corporate form cannot be over-

emphasized. The professional corporation is a separate entity from the employees-shareholders .
Therefore, certain changes in the methods of operation are required and must be followed . All major
transactions must be reflected in the minutes of the meeting even in a one-man professional
corporation. Other formal corporate procedures which must be followed are :

(1) Annual meetings of the stockholders to elect directors for the following year and to review and
approve the acts of the directors and officers for the previous year . .

(2) . Director meetings are to be held whenever necessary to transact business-or at least once a
year. Directors should also elect officers and establish the discretionary bonuses of the corporate
employees .

(3) The corporate books should be kept up-to-date to serve as a formal record of the actions of the
shareholders and directors. The written minutes of all meetings should be kept in this book . Also to be
documented in the minute book are details of medical expense reimbursement plans, qualified pension
and profit-sharing plans, pension and profit-sharing plan contributions, deferred compensation
agreements, buy-sell agreements, employment contracts, insurance plans, bonuses, office lease, Blue
Cross and Blue Shield, and all resolutions .

(4) The accounting records of the professional corporation must be kept separate and apart from
the shareholders' and directors' own accounting records. Again it must be emphasized that for tax
purposes the professional corporation created is a separate entity .

(5) An annual report must be prepared and filed, if applicable .
(6) A decision should be made as to the continuation of Subchapter S election, if applicable .
(7) The stock register should be up to date and complete with all stock certificates signed and

distributed .
(8) All new shareholders should be added to the buy-sell agreement and the agreement should be

signed by them .

• REMEMBER : Once you've set up a professional corporation, you must validly operate as
such. Both the form and the substance of the corporate existence must be maintained to
safeguard the corporate entity from attack .
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