Virtual Practice


[image: image1.wmf]
Goal

Determine a corporate status for your practice.

Objectives

1. Understand stock structure and the incorporating process.

2. Understand the components needed in order to incorporate.

3. Understand the tax ramifications of corporate structures.

4. Understand the process of determining a legal corporate name.

5. Determine a geographical address for the practice.

6. Determine and secure a website address.
     The first step in developing a practice is to decide on a legal structure. The structure that you pick will decide how the government and investors view the entity for tax, liability, expense and investments purposes. The most important consideration for the new business owner is liability. Unfortunately medicine has a huge amount of risk associated with it. Although physicians may carry malpractice insurance according to the state law specifications, liability can still affect the personal pocket books of doctors. General liability can come into play in many scenarios and even medical malpractice judgments that are over the covered amount can be the doctor’s personal liability. Taxation is also a key component in the decision of legal structure. The business owner wants to pick a structure that is most advantageous to the owner and the business.
     Including professionals in your process is key. An attorney, accountant, medical malpractice broker and a liability insurance broker should be consulted before any final decisions are made on structure. These four entities should work as a team to help develop the new business with the owners. It is important to have good communication between your professional alliances since the building blocks of a practice depend on one another.

Legal Structures

     There are several legal structures available for your business. The first set includes sole proprietorships and partnerships. The difference between the two is the number of owners. Partnerships have two or more owners. These forms are not for businesses that have a lot of inherent risk. The reason for this is that the business and the owner are viewed as one. There are no paperwork requirements to establish the business. This is a very cheap way to start a business. However all income from the business is reported on the owner’s personal tax return. The owner is also responsible for any liability that the business may incur. This form of structure is very risky for a medical practice. Most practices are not based on this form.

    The next set is usually the choice for most healthcare groups. These are the corporations. These include “S” corporations, “C” corporations, and limited liability corporations. These entities require a larger investment of time and money to establish but there is limited liability for their owners. The tax structure of these also is different from partnerships. The government generally views them as separate entities from the owners, stockholders or members. The owners of LLCs do pay taxes on their part of the business income. “S” and “C” corporate owners do not. However, “S” shareholders include their business income, losses and deductions on their personal returns. This can be very advantageous for an owner at start up. The business typically will not make a profit in the first year but the shareholders can claim the losses on their personal returns.

    These corporations require filing of important documents such as articles of incorporation and a development of a stock structure and officer appointments. Articles of incorporation include the official corporate name, its purpose, the type of corporation and number of stock shares, the address, the names and addresses of the owners. Also by-laws must be drafted and an election of officers by the board of directors must occur. Remember what this means in reality is a meeting of the owners with the attorney who has drawn up by-laws. The owners are named as the board of directors and they nominate and elect the officers at the meeting. This includes a president, vice president, secretary and treasurer. One person may hold more than one office. 

     The articles can then be drafted and formalized by your attorney who submits them to the state for finalization. LLCs can differ slightly in that they can elect to have a manager operate the company. They still need to file articles of incorporation but do not need to elect officers. This form of corporate structure is fairly flexible however it is also relatively new and changing. New practices often want to stick to the tried and true. “S” and “C” corporations fall into this category.
     Stock structure also must be determined before filing the articles. ”S” corporations are limited to 75 shareholders. Stock is then issued to typical corporation stock holders. This can be as little as a dollar per share. The owners are typically the stockholders. The owners determine the percentage of ownership by stock. For example, an “S” corporation is established. It has five owners and five members of the board of directors. There are five hundred shares of stock. Each owner is a stock holder of 100 shares. Therefore each owner is an equal stock holder.
    For discussion purposes there are also other types of legal structures such as cooperatives, not-for-profit corporations and limited partnerships. These forms are rarely used in medical practices.

The Official Business Name

     Oh this sounds so much easier than it is! Basically the name you choose cannot be mistaken for another. Businesses operate under formal and fictitious names. When developing a name, you must do a search of other business names locally and federally. Trademark laws are strict. If you develop your name as a corporation and include it in your articles of incorporation and it sounds like or is the name of another business, you could be sued and be required to change your name. The owner must take the time to research the name before deciding. Also the use of a name that is similar to another business of the same nature will work against you. Do you really want to spend thousands of dollars promoting your business only to find your competitor will benefit?
    There are several databases to use to confirm registered and unregistered names of businesses. Most business owners use the internet. First research your name for a domain on the internet. If it isn’t available, move on. Next the owner should research several databases including the state’s records for registered corporations. Once a name is chosen and researched, it should be registered with your state and trademarked. This protects your business from possible infringement. In order to register the business you must have an address.
      Be careful in the choice of the name. Geographical location can sometimes be a barrier later on if the practice moves. Also including physician’s names in the formal name can be a nightmare if someone leaves the partnership. The name should be descriptive and easy to remember. Remember the greatest form of advertising in the medical world is word of mouth. It is a lot easier to remember “Newcomer pediatrics, PC” than Sleepy, Goofy, Happy, Joyful, PC”. Also your name must always be reproduced exactly on all advertising, correspondence and papers. Newcomer pediatrics is different than Newcomer pediatrics, PC. A fictitious name filing would need to be made to do both.
     The corporate structure of the practice is the corner stone on which all else is built. It is important that all owners understand the legal implications and tax statutes to insure success. 

Below are some references and websites for further information.
http://practice.aap.org/emailedContent.aspx?emailID=kcdve952A3A39Dd555t12AF490B2azjbr
http://www.sos.state.tx.us/corp/businessstructure.shtml
http://www.business.gov/register/incorporation/
http://www.irs.gov/businesses/small/article/0,,id=203099,00.html

All groups
1. For our purposes your practice will assume an “S” corporation status. In order  to incorporate your group will :

a. Name board of directors and elect officers.

b. Determine the stock structure and percentage owned by each share holder.

c. Name the shareholders

d. Develop a name for the business. This must be a clean name. The name should be researched on Google and major search engines. The following resources can be used.


i. www.thomasregister.com

ii. www.networksolutions.com

iii www.dos.state.pa.us/corps/cwp

iv www.uspto.gov/main/trademarks.htm

v. www.trademarks.org
e. Determine a location and address for the corporation.
Group1

Your location will be the city of Atlanta, GA.

Group 2

Your location will be the town of Clinton, NJ.

Group 3
Your location will be Los Angeles, CA.
Group 4

Your location will be Miami, FL.
 You can look at real estate in the area and decide on a building that would be a successful start. Remember to call the realtor or building manager to find out the price/square foot/year. You will need this later on in the project.
f. Develop a website address for the practice. Again make sure there is a domain available.
Remember, this is a group project. The goal of the exercise is to make you aware of what is needed to incorporate a business. You may contact your preceptor to ask questions and seek assistance. Good Luck!
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