
Pensions – make the most 
of the opportunities

It has been obvious that Doctors have not
immediately realised that there are a host
of options now available to them through
pension investments. 

The changes to the pension scheme on 6th April 2006
considerably changed the system. We strongly
recommend that all GP’s seek professional advice
around personal circumstances. The starting point has
to be ensuring that the 2006/07 certificate can be dealt
with efficiently:-

� Ensure you have approved the practice accounts for
the year ended in the tax year to 5th April 2007,
together with any personal expense claims or private
fee statements.
� Ensure you have Forms A/B for all locum income

earned in the tax year to 5th April 2007.
� Ensure you have GP Solo Forms for all “fringe” income

earned outside the practice in the tax year to 5th
April 2007 or accounts year ended in that tax year.
� Ensure you have approved your 5th April 2007

partnership and personal income tax returns.
� Ensure whoever completes the certificate knows

what contributions have been paid in the year to 
31st March 2007.

Continues on next page...

Today more than ever it is becoming
apparent that the role of a specialist
medical accountant is increasingly
important for Medical Practices. We
have heard tell of a tale where a

very minor mistake by a non specialist accountant led
to over payment of tax by three GP’s of £28,000 in three
years! The complex regulations facing GP’s need the
attention of accountants who are working with GP’s
and medical practices all the time.

Following the long wet winter spring is in the air and we are pleased 
to welcome you to the latest edition of the Old Mill Medical Services
newsletter. Once again we have selected some topical issues which
affect both you and your practice.
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Heavy tax and NI burden 
on salaried GP’s

Headline incomes for GP’s may appear to
be very satisfactory but the truth can be
somewhat different. A GP is required to
pay around £4,000 per month to cover 
Tax and National Insurance.

For a full time GP earning £120,000 in 2007/08, the tax

calculation might be as follows, but remember that the

tax rates are those applying to 2006/07. Remember also

that the £120,000 is after deducting employer's

superannuation contributions but not employees'

superannuation contributions, and it is assumed that 

all contributions are fully paid in the fiscal year with 

no shortfall of contributions to be collected in the

following fiscal year.

Thus, for the first time in over fifteen years, more than
one-third of earnings will disappear to the Treasury. 
This also means that a GP earning £120,000 per annum
needs to put away approximately £4,000 per month to
meet tax, NIC and superannuation commitments.

� Know exactly when added years contracts started 
or finished and the correct percentage to be applied
for these contributions.
�When the certificate has been prepared check it

straightaway and sign it.
� Aim to submit the certificate by the usual deadline 

of 28th February if possible to allow the PCT time to
check it and process it.
� Ensure the PCT collects any shortfall or pays any

refund prior to 5 April 2008, both for the 2006/07
certificate and on account of the estimated position
for 2007/08.

Given the complexities attached to the pension
calculation, GP’s are advised to seek assistance with 

completing the certificate from an accountant

specialising in the medical profession.

Pensions are not just about the superannuation

certificate. Following the change to Pension regulations

and rising incomes there are a number of exciting

opportunities which we urge Doctors to look at. 

Self Invested Personal Pensions are particularly flexible

at the moment – especially with the ability to put

associated commercial property into your pension fund.

Our sister company Old Mill Financial Services would be

happy to speak to any GP who would like 

to know more about Pensions options.

Earnings per practice accounts £120,000
Employer's superannuation contributions £15,725

£135,725
Less: Superannuation – employers £15,725

employees £6,740
£22,465

Amount chargeable to tax £113,260
Tax due
Income tax £36,962
National Insurance £3,492

£40,454
% Tax and NIC liabilities to earnings 33.71%
Net spendable income £72,806
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Successful partnerships – plan
for succession

If you are a member of a partnership, you
will know how important the individual
partners are to the practice. Each partner
brings his or her own skills and viewpoints
together with responsibilities within which
the practice operates. Remove one partner
from the picture and the nature of the
practice changes and could become
destabilised.

It is important with all such business arrangements,
particularly partnerships, to have a regulated
Partnership Agreement. This forms the basis upon
which the partnership can be operated.

Within the Agreement it will set out the position in the

event of a partner leaving the partnership, retiring, on

the grounds of ill health or indeed in the event of

premature death. We are all aware of the need to

provide locum insurance which provides an income to

pay a locum in the event of the illness of a partner. The

position does however differ if the partner is diagnosed

with a critical illness or should die prematurely.  

It would make good commercial sense in most practices

to have a simple partnership protection arrangement

which would provide the surviving partners with funds

to cushion the practice against possible future loss.

Furthermore, if a partner dies, the surviving partners

would receive a lump sum that could help finance the

purchase of the deceased partner’s interest, be it

business loans, buying their share of the surgery

premises, or paying out their partner’s current account.

If a partner has to retire through serious ill health then 

a lump sum payment is made to the other partners. The

ill partner then has the choice of selling their interest or

retaining it (which can have inheritance tax advantages

by way of business property relief ).

Important variables

Finance Practice capital

Practice income – what’s included

Profit shares

Expenses and their allocation

Superannuation

Management Decisions requiring

unanimity/majority 

Decision-making process

Mediation and arbitration

Leave Holidays 

Incapacity

Maternity leave

Departure Expulsion

Restrictive covenant?

Essential clauses
Identifiers Date of document 

Name and title of practice 
The nature of the business
List of partners 
Practice address
Date of commencement 

and the duration
Finance The capital 

Practice premises
Practice income
Division of receipts – profit shares
Expenses and their allocation
Superannuation 
Tax liability
Accounts
Banking

Management and Attention to the affairs of the firm
decision-making Decisions requiring

unanimity/majority 
Decision-making process
Engaging and dismissing staff 
Mediation
Arbitration 
Defence body membership

Leave arrangements Holidays 
Incapacity 
Study leave
Maternity leave
Paternity leave
Sabbaticals

Departure Resignation
Expulsion 
Lengthy incapacity 
Retirement on age grounds 
Restrictive covenant?
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Partnerships – do not leave
yourselves exposed

It is a major concern that many Practices
are still not taking Partnership agreements
seriously enough. Without a properly
drafted agreement many GP’s are leaving
themselves open for possible future
problems. This is an area where Old Mill
Medical Services are keen to give advice.
Below we identify some of the key areas
that any agreement should cover.

Since 1st April 2004, corporate bodies have been able

to negotiate with PCTs to obtain a contract for the

provision of medical services, yet medical practices

have thus far been reluctant to change their structure

from partnerships to limited companies. This is due to 

a number of valid financial reasons, such as:

� Loss of the benefit of the NHS Superannuation Scheme.

� For accounting year ends other than 31st March,

there would be "catch up" tax and "catch up" pension

contributions known as the overlap tax and pension

time bomb.

�Dividends from limited companies are thus far 

not pensionable.

� Accounts would be publicly disclosed and in a 

format not necessarily helpful to the management 

of a practice.

� The administrative burden of compliance with the

Companies Acts.

� The potential tax disadvantages of transferring

surgery premises into a limited company.

�Higher professional fees.

�Directors’ salaries will attract penal employer’s

national insurance contributions.

It is therefore unlikely that there would be a "rush" to

incorporate even if the superannuation issue were to

change if the Department of Health were so inclined.



5 VAT – important changes

The issuing of VAT Notice 701/57 Health
Professionals January 2007 is something
which all Doctors practices need to be up
to date with. 

It refers to the changes to the exemption for medical

services from 1st May 2007 which affects all dispensing

practices (who have already registered for VAT) and

could potentially affect a few of the larger non-

dispensing practices. The changes at the time of writing

remain subject to House of Commons approval.

Essentially, VAT exemption is to be restricted to

"medical care" which is defined as those services

intended principally to protect, maintain or restore the

health of an individual. Medical services which are

primarily for the purpose of enabling a third party to

take a decision become taxable. 

This means that VAT liability is dependent upon the

purpose for which the supply is made, which HMRC

refer to as the "purpose test". To qualify for exemption,

the purpose must be therapeutic. Full guidance is given

in Notice 701/57 which can be obtained from HMRC,

but if still in doubt you can contact the National Advice

Service on 0845 010 9000.

By way of example only, the following services will

become liable to VAT at 17.5% from 1st May 2007:-

�Witness testimony, reports for litigation,

compensation or benefit purposes.

� Reports and medicals for the purpose of providing

certain fitness certificates.

� Some occupational health services.

�Medical services provided for the purpose of valuing

insurance policies for tax purposes.

The above will clearly affect all practices currently

registered (ie all dispensing practices), but it could

affect non-dispensing practices if their total taxable

income exceeds £61,000 per annum which is the

2006/07 VAT registration threshold. To avoid the need for

registration, large non-dispensing practices with taxable

services exceeding £61,000 per annum should consider

making the income the private income of the individual

partners to keep the amount involved below the

threshold.

One grey area involves the conducting of a medical to

assess the level of insurance premiums. In the case of

Morganash Ltd, a ruling was given that medical services

which were undertaken for the purpose of enabling 

a provider of life assurance to decide whether to accept

a proposal for a policy fall within the scope of the UK

exemption for insurance related services. At the present

time HMRC accept that insurance related medical

services related to the setting up of contracts, the

administration of policies or the handling of claims, will

remain exempt from VAT, pending any amendment of

the UK exemption for insurance services.

By way of further examples only, the following services

will still qualify as exempt:

�Health screening under private medical insurance

policies – these are regular check-ups to detect early

signs of disease.

� Income/credit protection insurance – medical

services where the policyholder has fallen ill (as

opposed to losing their job) which are aimed at

assisting the individual in returning to a normal life.

�Motor insurance – where medical services are

provided under a policy to assist in enabling an

injured motorist to return to full health and/or work.

(Note – this does not include medicals undertaken for

DVLA purposes to ensure initial or continued fitness to

drive which are liable to VAT at the standard rate).

� Any other medical service provided in connection

with an insurance policy where the principal aim is 

to assist in restoring the health of the individual.

Life certainly does not get any easier. If you think you

may be affected by the above changes, contact your

nearest AISMA member as soon as possible.

We acknowledge the valuable assistance of Braim

VAT Consultancy in compiling the above article.



Contact Old Mill 
Medical Services
For further information please contact us:
The Old Mill, Park Road, Shepton Mallet, 
Somerset BA4 5BS  
tel: 01749 343366  fax: 01749 344986  
email: sheptonmallet@oldmillgroup.co.uk

Tax tips

GP’s are warned that pension payments
made by GP’s based on salaries paid to a
spouse are under attack from H M Revenue
and Customs who argue that the pension
contributions can rarely be justified as a
business expense given the level of salary
normally paid to a spouse of a GP. 

In particular, they argue that a stakeholder pension 

of £3,600 per annum can never be justified if the salary

is, say, £2,400 per annum. It is therefore recommended

that GP’s paying pension contributions on behalf of

spouses cease this course of action and instead give

cash to the spouse who in turn will be responsible for 

his or her own pension contributions which will be
made net of basic rate tax.

The Government wish to make Individual Savings
Accounts (ISA) a permanent part of the savings
landscape. They wish to guarantee an overall annual
investment limit for ISAs of at least £7,000 and bring
PEPs within the ISA wrapper. They also aim to simplify
the ISA regime and remove the Mini/Maxi distinction.
Savers will be able to contribute to two components,
being cash and stocks and shares. 

They will be able to hold one of each component per
year, with either the same or different providers. The
overall annual investment limit will remain at £7,000
but savers will be able to invest up to £3,000 in cash
and the balance in shares. For example, an individual
will be able to save £1,000 in cash with one provider
and £6,000 in shares with a different provider.
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The content of this newsletter is for general information only. It should not be relied on and action which could affect your business should
not be taken without appropriate professional advice. Please contact your usual Old Mill contact or local Old Mill office.


