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TAXATION
1. Taxation – The Basics
Introduction
1.1 HM Revenue and Customs (HMRC) collect tax from individuals to pay for public services.

1.2 Individuals will pay tax on all their earnings above the personal allowance which for 2008/09 is £6,035

Rates of Income tax

1.3 The rates of tax are set by the government each year, for 2008/09 they are as follows:-

	
	Taxable Bands 2007/08
	
	
	Taxable Bands 2008/09

	Starting rate: 10%
	£0-£2,230
	
	
	

	Basic rate:22%
	£2,231-£34,600
	
	Basic rate: 20%
	£0-£34,800

	Higher rate: 40%
	Over £34, 600
	
	Higher rate: 40%
	Over £34,800

	
	
	
	
	


1.4 Interest earned on savings is taxed at the basic rate of 20% which the bank or building society deducts at source. If an individual is a higher rate tax payer then the rate of tax on savings is 40%.
1.5 Higher rate tax payers will pay a further 25% income tax of dividends received from shareholdings.

2. National Insurance
Self Employed Individuals
2.1 Self employed individuals pay class 2 national insurance and class 4 national insurance.

2.2 Class 2 national insurance is payable if earnings from self employment are over £4,825.

2.3 Class 2 national insurance is a flat rate weekly contribution. The rate for 2008/09 s £2.30 per week. This can either be paid by monthly direct debit or quarterly.
2.4 Individuals who have self employed income less than £4,825 can apply for a small earnings exemption.
2.5 Class 4 national insurance is calculated based on net earnings from self employment. The rate is 8% on earnings between £5,435 to £40,040 and 1% on earnings above £40,040.

2.6 Class 4 national insurance contributions are paid under self assessment in January and July.

Employed Individuals
2.7 Employed individuals pay class 1 national insurance on earnings.

2.8 Class 1 national insurance is calculated at a rate of 11% on earnings between £5,435 to £40,040 and 1% on earnings above £40,040.

2.9 Class 1 national insurance is calculated and deducted by your employer at source.

Deferment of Class 2 and Class 4
2.10 If an individual is employed and self employed they will be liable to class 1, class 2 and class 4 national insurance contributions. There is a maximum limit of national insurance contributions on income up to £40,040 of £3,876.95.
2.11 Individuals who are both employed and self employed can apply to HMRC to defer class 2 and class 4 national insurance contributions.

2.12 Individuals who have been granted deferment of national insurance will pay class 1 on their employed earnings and 1% on their self employed earnings. HMRC will then review the total amount of national insurance due on all their earnings, any shortfall of national insurance will be calculated and paid separately.

Refund of Class 1 National Insurance

2.13 If an individual has more than one employment, they may pay more class 1 national insurance at the 11% rate on earnings up to £40,040 than required.

2.14 For example, an individual is employed in practice A, earnings £45,000, the employer will deduct national insurance at 11% on earnings up to £40,040. If the individual is also employed at practice B on salary of £30,000, this employer will also deduct 11% national insurance on earnings up to £30,000. Therefore will have paid 11% on earnings up to £75,000. An individual is only required to pay 11% up to earnings of £40,040.

3. Notification of Self Employment
3.1 An individual is required to notify HMRC of their self employment within three months of commencing otherwise will be liable to a £100 penalty.
3.2 You can register as self employed by telephone 08459 15 45 15 posting form CWF1.
3.3 Once you have registered you will be required to pay class 2 national insurance contributions. You can apply to pay by monthly direct debit (appendix 2) or the NI office will issue quarterly statements requesting payment.

4. Who is required to complete a tax return?
4.1 If your tax affairs are relatively straightforward and you pay tax through PAYE you probably won’t need to complete a tax return.

4.2 The following is an example of individuals who will be required to complete a tax return:-

· Self employed

· Partner in a partnership

· Company directors

· Individuals who receive rental income from investment properties. If making a loss should still declare on a tax return.

· Individuals who have other untaxed income
· Individuals who make capital gains from sale of assets worth more than the annual exemption of £9,200 (2007/08)

4.3 If you are employed you are required to complete a tax return if the following applies:

· Earn over £100,000

· Have annual income from savings and investments over £10,000

· Claim expenses against tax or professional subscriptions of £2,500 or more.

· Have untaxed income of £2,500 or more

Tax Return dates, deadlines and penalties
4.4 The tax year runs from 6th April to the following 5th April. .

4.5 The deadlines for submitting tax returns are as follows:-

· 31st October if filing a paper tax return

· 31st January, if filing online

4.6 For example, tax returns for 2007/08 (6th April 2007 – 5th April 2008) need to be either submitted by 31st October 2008 if filing paper return or 31st January 2009 if filing online.

4.7 If you submit the tax return after the deadline then you will be charged an automatic £100 filing penalty. If the return is still outstanding after July you will be charged another £100 penalty. For partnership tax returns the penalty is £100 per partner.
Corrections
4.8 An individual has the right to make corrections to the tax return within 12 months of the filing date.

5. Tax Payments
5.1 Employed individuals pay tax and national insurance each month through PAYE.
5.2 For self employed individuals the payment dates are:-

· 31st January 

· 31st July 

5.3 Although there are only two payment dates, an individual will pay their tax liability for a tax year in three instalments.

Payments on account
5.4 Individuals will be required to make payments on account of their tax liability on the payment dates. The payments on account are calculated as half the total tax liability on the previous year’s tax return (excluding PAYE & capital gains tax).

5.5 There may be a balance of tax that will be payable if the actual tax liability is higher than the payments on account. This balance will be paid on the following January together with a payment on account for the next tax year.

Example of tax payments
Dr Green commenced self employment on 1st August 2007. He completed his first tax return for 2007/08 and his tax liability for this year (excluding PAYE) was £15,000. As Dr Green previously paid his tax through PAYE, he is not required to make any payments on account in January and July 2008. First tax payment will be January 2009.

Dr Green completes his tax return for the following year (2008/09) and his total tax liability for the year was £25,000.

Dr Green’s tax payments would be as follows:-

	31st January 2009
	
	
	
	
	

	Balance 2007/08
	
	15,000
	
	
	

	1st Payment on account 2008/09
	7,500
	1
	(£15,000 x 50%)

	
	
	
	22,500
	
	
	

	
	
	
	
	
	
	

	31st July 2009
	
	
	
	
	

	2nd Payment on account 2008/09
	7,500
	2
	(£15,000 x 50%)

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	31st January 2010
	
	
	
	
	

	Balance 2008/09
	
	10,000
	3
	(£25,000-£7500-£7500)

	1st Payment on account 2008/09
	12,500
	
	(£25,000 x 50%)

	
	
	
	22,500
	
	
	

	
	
	
	
	
	
	

	31st July 2009
	
	
	
	
	

	2nd Payment on account 2008/09
	12,500
	
	(£25,000 x 50%)

	
	
	
	
	
	
	


Reducing payments on account
5.6 Advance payments on account can be reduced if the current years tax liability is going to be less than the previous years tax liability. To reduce the payments on account you need to submit a request form to HMRC. You can reduce your payments on account any time up to the date that the payment actually needs to be made. However, interest will be charged if the actual tax liability for the year is higher than the reduced payments on account.
Example of reducing payments on account
If in the above example Dr Green became a salaried GP and estimated that his tax liability for 2008/09 would be £10,000. The payments on account for 2008/09 can be reduced to £5,000 each.
If Dr Green actual tax liability for 2008/09 was in fact £17,000 then his payments on account should not have been reduced and he would be charged interest on the following:-

£2,500 from 31st January 2009 to date paid

£2,500 from 31st July 2009 to date paid

The additional £2,000 (£17,000-£15000) will be payable by 31st January 2010 and no interest is charged on this amount as it was not originally due as part of the payments on account.

Interest and Surcharges on overdue tax

5.7 Interest will be charged on a daily basis on outstanding tax from the due dates until it is paid.
5.8 A late payment surcharge is charged if the balance of tax is outstanding for more than 28 days after it is due. The rate of the surcharge is 5% of the balance of tax due. If the balance is outstanding more than six months after it is due then another 5% surcharge will apply.

5.9 Interest will also accrue on the surcharge from 30 days after it has been notified to the taxpayer. 

6. When are Profits taxed?
6.1 Unincorporated businesses pay tax on their profits. 

6.2 A business profit is income earned less expenses incurred in the running of the business. 

6.3 A business will prepare accounts to its chosen year end annually.

6.4 The rules for assessing profits may appear to be complex when a business does not have an accounting year end that corresponds with the tax year end.

6.5 If a business has a different accounting year to the tax year, the profits that are taxed are those for the accounting period that ends in the tax year. For example a practice prepares accounts to 30th June 2007, these profits will be taxed in tax year 6th April 2007 to 5th April 2008 (2007/08)

6.6 The basis of assessing unincorporated profits in the first three years can be summarised as follows:-
	Year of Assessment
	
	Accounting period ending in year of assessment
	
	Basis of assessment

	
	
	
	
	

	
	
	
	
	

	1st Year
	
	Not material
	
	Actual profits from date of 

	
	
	
	
	commencement to next 5th April

	
	
	
	
	

	
	
	
	
	

	2nd Year
	
	Less than 12 months
	
	Profits earned in the first twelve 

	
	
	
	
	months of trading

	
	
	
	
	

	
	
	
	
	

	
	
	12 months or more
	
	Profits of 12 month period ending

	
	
	
	
	with accounting date

	
	
	
	
	

	
	
	
	
	

	
	
	No such period
	
	Actual profits of the tax year

	
	
	
	
	

	
	
	
	
	

	3rd Year
	
	12 month or more
	
	Profits for the 12 months 

	
	
	
	
	ending with accounting period


6.7 If a business has a non 31st March or 5th April year end, then some profits will have been taxed twice in the first three years of assessment.  The profits that have been taxed are known as overlap profits.
6.8 Profits can only be taxed once, therefore relief is given for overlap profits when the business ceases.

Example

6.9 A GP practice prepares its accounts to 30th September each year. Dr Red joins as a partner on 1st June 2007. The profits that will be assessed and his overlap profits are as follows:-
Year 1 (2007/08)

Taxed on profits from 1st June 2007 to 5th April 2008

Year 2 (2008/09)

Accounting year end 30th September 2008 falls into this tax year, as Dr Red has twelve months of profits will be taxed on them in 2008/09.
i.e. 1st October 2007 to 30th September 2008

Year 3 (2009/10)
1st October 2008 to 30th September 2009
From this example profits from 1st October 2007 to 5th April 2008 have been taxed twice, therefore this is Dr Red overlap profits and will be deducted in his final year when leaves the practice.

7. Business Income

7.1 Income should be included in accounts on an accruals basis as opposed to a cash basis. 

7.2 Accruals basis means income should be accounted for when it is earned rather than when it is received into the bank account.
7.3 For example, Dr Green prepares locum accounts to 5th April 08 He invoices a surgery for work done in March on 1st April 08. The surgery pays his invoice on 20th April 08. Although Dr Green does not receive the income until after the tax year end, it needs to be included in his locum accounts for the year ended 5th April 2008 as it was earned in that tax year.

8. Business Expenses
Wholly, exclusively and necessarily – Employed Individuals
8.1 For individuals who are employed, expenses can only be claimed if they are wholly, exclusive and necessarily incurred for the performance of their duties. This means that there are very few expenses that employed doctors can claim. Examples are:

· Professional medical subscriptions – MDU, GMC, BMA etc

· Medical Equipment purchased 
· Business mileage at 40p per mile

Wholly and exclusively - Businesses

8.2 Business expenses can be claimed for tax if wholly and exclusively incurred for the running of the business. 
8.3 Expenses claimed will reduce the profits that are taxed.

8.4 For example a businesses expenses will include the following:-

· Staff salaries and pension

· Running costs of premises, heat, light, telephone, cleaning, insurance, repairs and maintenance.

· Printing, postage & stationery 

· Computer Expenses 

· Accountancy fees

· Bank Charges

8.5 Expenses incurred in purchasing plant and machinery for the business is not treated as a revenue expense, but capitalised as an asset. The cost of the asset is written off over its useful economic life. The write off is known as depreciation and this will be charged as an expense in the profit and loss account.

8.6 If expenses that are used in a business, are also used for personal use, an adjustment would need to be made to only claim the relevant business percentage. 

Accounting vs taxable profits
8.7 Business accounts may include some expenses which are not allowable for tax such as depreciation, legal fees

8.8 Depreciation is the ‘write off’ of assets over their useful economic life. Depreciation will be charged to the profit and loss account. However accounting profits will be adjusted to remove depreciation and instead capital allowances are claimed. 
Expenses that Doctors claim for tax purposes
Motor Expenses
8.9 If a doctor uses their car for business then a claim can be made for the running costs and for the purchase of the vehicle. The running costs will include:-

· Petrol

· Insurance

· Road Tax

· Servicing, MOT and Repairs

· Roadside Assistance e.g. The AA
· Cleaning

· Car Hire

· Car Loan / Hire Purchase interest

8.10 Capital allowances can be claimed for the cost of the car each year. (see section on capital allowances)
8.11 As a motor vehicle will have both business and personal use only a percentage of the running costs and capital allowances can be claimed which reflects the business usage.

Business Use of Motor Vehicle

8.12 If you have a permanent place of work then travelling from home to your place of work is personal use. For GPs, travelling to do patient visits, courses, hospitals would be business travel.
8.13 If you do not have a permanent place of work, for example GP locums who work at different surgeries, travelling from home to various place of work will be business travel.

8.14 It is recommended that you keep a record of business mileage so that you can calculate and justify your business use.
Household Expenses

8.15 If you use a room in your home for business then you can claim for the running costs of your home. 

8.16 You can claim either claim a percentage of the running costs or a fixed amount per week. The running costs will include:-
· Electricity

· Gas

· Water Rates

· Insurance 

Telephone 

8.17 A claim can be made if you use your home telephone and mobile for business. The percentage claim must reflect the business use.

Computer Expenses
8.18 If you use a home computer for work, a claim can be made for internet, purchase of computers, and consumables.
Professional Subscriptions
8.19 You can claim your medical subscriptions that you have paid, these will include:-

· MDU/MPS

· BMA

· GMC

· RCGP

· MRCGP

· Other

8.20 If you have never claimed your medical subscriptions, you can make a claim for the last six years. You can do this by writing to your tax office providing details of the subscriptions you have paid.

Courses and Conferences
8.21 The cost of courses you attend courses to update your existing knowledge can be claimed as a business expenses, including travel and accommodation costs.
8.22 Exams fees incurred for new qualifications are not allowable for tax.

Drugs and Instruments
8.23 Drugs and instruments purchased for your business can be claimed for tax. Capital allowances can be claimed for medical equipment.
Medical Books, Journals, postage and stationery
8.24 If you incur expenses for purchase of books, stationery and postage then this will be a business expenses which you can claim for tax.

Professional Laundry

8.25 You cannot claim the cost of clothes that you wear unless you are purchasing a white coat or uniform. However as doctors, you can claim for the cost of professional laundry.
9. Capital Allowances
9.1 When a business purchases plant and machinery the cost cannot be treated as a revenue expense in the accounts instead it is capitalised as an asset and written off over its useful life.

9.2 Capital allowances are claimed to write off the cost of plant and machinery.
9.3 There is no definition in the legislation of what plant and machinery includes. Machinery does not seem to cause any problems as machinery will include machines and the working parts of machines e.g. medical equipment, office equipment, computers etc. 
Calculation of capital allowances
First year allowances (FYA)

9.4 Plant and machinery purchased before 5th April 2008 qualifies for 50% first year allowances for small business excluding motor cars which have their own rules for claiming capital allowances.
Writing down allowance (WDA)

9.5 The balance of qualifying expenditure up to 5th April 08 is written down at a rate of 25% per annum on a reducing balance basis until the asset is disposed.

Changes to capital allowances from 5th April 2008
Annual Investment Allowance (AIA)
9.6 From 6th April 2008 all businesses regardless of their size will have an annual investment allowance up to £50,000. This will include plant and machinery, long life assets and integral fixtures.

9.7 The AIA will be proportionately increased or reduced if the accounting period is more or less than a year. 
9.8 For a business whose accounting period spans the April starting date the maximum expenditure for AIA will be time apportioned.  For example a business prepares accounts to 30th June 2008, the AIA will be £50,000 x 3/12 = £12,500.
Writing down allowance (WDA)

9.9 From 6th April 2008 the writing down allowance will be reduced from 25% to 20%.
9.10 For business whose accounting period spans the April starting date a ‘hybrid rate’ of WDAs will be calculated and applied to all relevant expenditure for the entire period that covers the transitional period.
9.11 If a business accounting period is from 1st January 2008 to 31st December 2008, one quarter of that period would fall before the date of change and three quarters after that date. The ‘hybrid rate’ for WDAs would therefore be as follows:-

1st January to 5th April          95/365 x 25% =    6.51%

6th April to 31st December  270/365 x 20% =   14.79%

Hybrid Rate




   21.30%
9.12 Example
A GP practice accounting period is 31st December 2008, they have a written down value brought forward on their capital allowances pool of £16,300. The practice purchase medical equipment on 5th March 08 costing £1,000 and they purchase a new couch on 16th June 08 costing £2,000.

The capital allowances claim would be as follows.

	
	General Pool
	General Pool
	General Pool - AIA
	
	Claim

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	WDV Brought forward
	16,300
	
	
	
	

	
	
	
	
	
	

	Additions:-
	
	
	
	
	

	          Before 5th April 08
	
	1,000
	
	
	

	         After 5th April 08
	
	
	2,000
	
	

	
	
	
	
	
	

	WDA ''hybrid rate' @ 21.3%
	(3,472)
	
	
	
	3,472

	
	
	
	
	
	

	FYA @ 50%
	
	(500)
	
	
	500

	
	
	
	
	
	

	AIA 
	
	
	(2,000)
	
	2,000

	
	
	
	
	
	

	WDV Carried Forward
	12,828
	500
	0
	
	

	
	 
	 
	 
	
	5,972

	
	
	
	 

	
	
	
	

	
	
	
	

	WDV carried forward
	
	13,328
	
	
	


10. Motor Vehicles

10.1 Capital allowances can be claimed on the cost of a motor vehicle that is used in the business. Following recent reforms to capital allowances the position regarding motor cars is generally determined by their cost and/or CO2 emission levels.
Cars with very low CO2 emissions
10.2 Cars which emit 110 grams per kilometer or less of CO2 will qualify for 100% enhanced First year allowances (FYA). It is likely that this will now continue until March 2013. Up to 5th April 08 the emission level limit for enhanced FYA was 120g/km.
Cars with emissions above 110g/km
10.3 Cars costing £12,000 or less are qualify for capital allowances at 25% reducing balance up to 5th April 08 and 20% from 6th April 08. A ‘hybrid rate’ will be calculating for individual whose accounting period spans the date of change.

Expensive Cars 
10.4 Cars with an emission level above 110g/km and cost more than £12,000 are treated as expensive cars and have a maximum WDA of £3,000 per annum. 
From April 09

10.5 There will be further reform to the capital allowances from April 2009 for cars with higher CO2 emissions. However the exact details of these rules are still awaited.

10.6  The concept of an ‘expensive car’ will cease to apply and a WDA restriction will be made on the basis of cars co2 emissions. The new rules will provide a reduced rates of WDA of 10% (as opposed to the standard 20%) on cars with CO2 emissions over 160g/km.Cars with an emission level below that rate will qualify for WDA of 20% p.a. or FYAs of 100% depending on their CO2 emissions.
10.7 Cars do not qualify for the 100% annual investment allowance.

10.8 If the car is used partly for business and private travel, can only claim the business proportion of the capital allowances.

Example

A GP locum prepares his accounts to 5th April 2008. The current written down value of his motor vehicle is £5,300. He purchases a new car in Dec 07 for £17,000 and part exchanges his old car for £3,500. He claims 80% business use of the car.
The capital allowances computation will be as follows:-

	
	Motor Vehicle
	Motor Vehicle
	Business Use
	Claim

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	WDV Brought forward
	5,300
	
	
	

	
	
	
	
	

	Disposal
	(3,500)
	
	
	

	
	
	
	
	

	Balancing Allowance
	1,800
	
	80%
	1,440

	
	 
	
	
	

	
	
	
	
	

	Additions
	
	17,000
	
	

	
	
	
	
	

	WDA restricted
	
	(3,000)
	80%
	2,400

	
	
	
	
	

	
	
	
	
	

	WDV Carried Forward
	
	14,000
	
	

	
	
	 
	
	3,840

	
	
	
	
	 


11. Common Methods of purchasing a car
Outright Purchase
11.1 If the motor vehicle is purchased outright you pay for the cost of the car. A claim would be made for capital allowances as detailed in the capital allowances section. When the car is sold there will be a balancing allowance or charge in the year of disposal. 

Hire Purchase
11.2 If you buy a car on hire purchase then you will pay a deposit followed by monthly payments and a final payment is made at the end of the hire purchase term. The repayment of the vehicle will include interest. Tax relief is given on the interest payments and this would be included in the running costs of the vehicle. Capital allowances would be claimed as you will be the legal owner of the vehicle.

Lease Purchase
11.3 You would pay a deposit for the car followed by monthly payments and then at the end of the term if you decide to purchase the car you will pay a balance. Although in legal terms the finance company owns the car until all payments are made, for tax purposes, the car is treated as if it belongs to the person who leases the car. Therefore capital allowances would be claimed and the interest can be claimed as part of the running cost of the car.

Operating Lease 
11.4 Buying a car on operating lease you would have an initial payment followed by monthly payments. An operating lease is effectively a rental agreement between the leasing company and an individual with no option to buy the car. The payments would be claimed as part of the running cost of the car. If the list price of the vehicle is over £12,000 then the payments will be restricted to:-
Payments x £12,000 + 50% x cost - £12,000





cost
12. Record Keeping
12.1 You are required to keep your business records for the last six years. You can be charged up to £3,000 penalty for failure to keep and maintain records.
12.2 You should keep your business and personal records separate, and you may find it easier to have a separate business account.

12.3 For GPs claiming personal expenses it may also be easier to have one business credit card which you pay most of your business expenses on. This will give you monthly statements which summarise your expenditure.
Basic Records to Keep

12.4 The basic records of a business which you will be required to complete are:-

· record of all your sales, with copies of any invoices you've issued 
· record of all your business purchases and expenses
· invoices for all your business purchases and expenses, unless they're for very small amounts 
· details of any amounts you personally pay into or take from the business 
· copies of business bank statements 

12.5  For expenses that have both personal and business use you need to ensure that you keep enough records of how you have calculated the business use proportion.
12.6 All businesses are different and there are many specific types of detailed record that may need to be kept. Some examples of records you should keep include:-

· cash book 
· petty cash book 
· order notes and invoices 
· copy sales invoices 
· details of any other business income received 
· details of any private money brought into the business 
· details of any other income 
· any cash taken out of the till to pay small business expenses 
· bills and invoices for purchases and expenses 
· a record of stock on hand at the end of the year 
· all bank and building society statements, pass books, cheque stubs and paying-in slips which include details of business transactions 

13. Enquires into tax returns
13.1 HMRC will routinely check a proportion of tax returns to ensure that they are correct. They will require further information to understand how you have arrived at the figures on the tax return. This can be sight of original records, understanding of how you have arrived at a business use claim.

13.2 There are two types of an enquiry an aspect enquiry which will just look at one item on your tax return or a detailed enquiry which will look at the whole of your return.

13.3 At the start of an enquiry you would receive a letter from HRMC explaining they are going to enquire into your tax return and whether they are just looking at a specific area or the whole tax return.
13.4 Information that HMRC have asked for will normally need to be given within 30 days of their letter. Although extended time may be given.

13.5 Depending on the outcome of the enquiry you may have further tax to pay. If you have, this will become payable within 30 days of HMRC issuing the closure notice of the enquiry.

Interest and other surcharges
13.6 You may have to pay interest, surcharge and a penalty of underpaid tax. Penalties can be up to 100% of the underpaid tax.
Professional Advisors
13.7 If you have an accountant, they will deal with the enquiry on your behalf although you will need to provide the requested information.
14. Partnership Tax
14.1 Partnerships are required to submit a partnership tax return which details the partnerships taxable income and expenses and then how the taxable profits have been allocated to each partner.
14.2 If the partnership tax return is filed late then each partner will incur a £100 penalty.

14.3 A partner pays tax on their share of profits. The partner’s individual tax return will just detail their share of profits which are declared on the partnership tax return.

14.4 A GP partner will be able to claim personal expenses such as use of motor car, telephone, use of home etc to offset against their profits.
15. Value Added Tax (VAT) for healthcare professionals
What is VAT?
15.1 VAT is a tax on supplies of goods and services. There are three rates of VAT, the standard rate of 17.5% and reduced rates of 5% and zero. The reduced rate of 5% and zero which only apply to specified supplies.
15.2 Taxable supplies is the name given to goods and services that VAT is charged.

15.3 A business is required to register for VAT if its taxable supplies exceed the VAT threshold, currently £64,000.

15.4 Some supplies are exempt from VAT and these supplies are excluded when determining whether a business needs to register for VAT.

Healthcare professionals

15.5 Healthcare professionals are exempt from VAT, these will include the following:-

· medical practitioners

· ophthalmic and dispensing opticians

· professionals registered under the health professionals order 2001

· osteopaths

· chiropractors

· nurses, midwives and health visitors

· hearing aid dispensers

· dentists

· pharmacists

15.6 If you are a health professional your services are exempt when both of the following conditions are met:-

· The services are within the profession in which you are registered to practice

· The primary purpose of the services is the protection, maintenance or restoration of the health of the person concerned.

Exempt Supplies
15.7 Medical practitioners that provide health services under a GMS, PMS or APMS contract are exempt from VAT.   This income will include:-

· Global sum & MPIG payments

· Quality & outcome framework

· Enhanced services 

· Reimbursement of drugs, rent, rates etc


Taxable Supplies
15.8 However a recent European Court case has meant that HM Revenue and Customs has reviewed its VAT exemption in respect of health professionals.
15.9 Services that are not principally aimed at the protection, maintenance or restoration of the health of the person concerned are now taxable. For example services that the principal purpose is to provide a third party with a necessary element for taking a decision, the supply is taxable at the standard rate of VAT.
15.10 Example of taxable supplies:-

· Reports enabling a compensation claim

· Fitness certificates

· Cosmetic services undertaken for cosmetic reasons

· Pre-employment medicals

· Signing passports

15.11 If a practices taxable supplies exceed the VAT threshold they will need to register for VAT.

Dispensing Practices 
15.12 The supply of NHS dispensing is a zero rated supply, but private prescriptions are standard rate.

15.13 Dispensing practices need to register for VAT to claim back the VAT on the cost of vaccines which is no longer paid as part of the drug reimbursement. 
Recoverable VAT (Input VAT)
15.14 A business can recover the VAT on purchases which relates to its taxable supplies (including reduced and zero rated supplies). In principal you cannot recover VAT that relates to any exempt supplies.

15.15 As GP practices provide exempt supplies then only a proportion of VAT will be able to be recovered using the partial exemption method.

15.16 The partial exemption method calculates the taxable supplies as a percentage of total supplies. This percentage is then applied to the recoverable VAT.

Completing VAT Returns
15.17 VAT returns are usually prepared each quarter. The form would calculate the net amount of VAT that is due. The net is the difference between the VAT on taxable supplies less the recoverable VAT.
15.18 VAT returns have to be filed within one month of the quarter that the return relates to.

16. Limited Companies 
16.1 A company is a completely separate legal entity to that of its owners and is formed and operated subject to the provisions of the Companies Act. It needs to have at least two officers a director and a secretary.
16.2 A company will have shareholders who subscribe to shares. Shareholders are the owners of the company.

16.3 A company must have its own bank account.

What rates are a company’s profits taxed
16.4 A company pays corporation tax on its profits. The rates of corporation tax are as follows:-

21% on profits within the range of £0 - £300,000 

Marginal relief is given on profits within the range of £300,001 - £1,500,000 at 7/400 (upper profits limit – profits x 7/400)
28% on profits over £1,500,000
16.5 Corporation tax is payable nine months after the accounting year end.
16.6 A corporation tax return needs to be filed with Companies House.
How money is drawn from the Company
16.7 Being self-employed, you can take monthly drawings from your business without incurring any tax consequences as you are normally taxed on your profit.  
16.8 With a limited company, you can only extract funds by way of paying a salary or drawing dividends.  
16.9 If the company pays a salary to an individual above the personal allowance then it will need to deduct tax and national insurance under PAYE. The company will have the cost of the employer’s national insurance which is 12.8%.
16.10 The most beneficial way of extracting funds from the company would be by way of a dividend. However, a higher rate taxpayer would have additional personal tax to pay on the net dividend at a marginal rate of 25%.  
Company Expenses
16.11 All legitimate business expenses with no personal use element are allowable provided they are invoiced directly to the company.

16.12 If the director incurs expenses personally then this will be subject to the wholly, exclusively and necessarily rules.  Therefore, using motor expenses, for example, you would only be able to claim to the business mileage based on the fixed profit cost scheme of £0.40 per mile up to the first 10,000 miles and £0.25 per mile thereafter.  You will need to continue to pay your motor expenses personally and make monthly expenses claim according to the fixed profit cost scheme based on a business mileage.  The company should refund this to you on a monthly basis.
16.13 Individuals considering setting up a limited company should take professional advice as to whether it is a suitable business structure for their needs.
UNDERSTANDING PARTNERSHIP ACCOUNTS
17. Introduction to practice accounts  
What are practice accounts?
17.1 Practice accounts are an historic record of the financial performance of the practice. The accounts themselves typically comprise of two pages, the profit and loss account and the balance sheet.

17.2 The accounts will be prepared to the accounting year end from the books and records. The accounts will usually be for a year, if for a shorter period this should be clearly indicated on the accounts.

17.3 The profit and loss account provides the practice with a record of all their income and expenses for a given period. The difference between the income an expenses is the profit for the practice.

17.4 The balance sheet is a snapshot at the year end and provides the practice with a value of their assets and liabilities. It also shows each GP partners share of those assets as detailed in the partners current account balances.
17.5 The accounts will also include supporting notes with further explanations of the figures on the profit and loss account and balance sheet.

Why do we need accounts?
17.6 We need accounts to calculate the profits that need to be declared on the tax return form for HM Revenue and Customs.
17.7 Accounts can be used as a useful tool in making financial decisions. 

17.8 The bank is likely to want to see the accounts for lending purposes.

17.9 The accounts can be used to predict what drawings the partners can take form the business.
18. The Profit and Loss Account
18.1 The profit and loss account shows the income that the practice has earned less the expenses (overheads) incurred in running the practice for a given period of time. The expenses are deducted from the income to give the profit of the practice 

Why is it important?
18.2 The profit and loss account is important because it shows the profitability of the practice. Profit means how much money has been earned from the day to day activities of running the practice.

18.3 The partners/owners of the practice are entitled to the profits. The profit and loss account shows the profits made for the period.

18.4 GPs are conducting a business, and the main object of a business is to maximise profits.

18.5 New partners thinking about joining a practice will be interested in the profitability of the practice. This will give an indication of earning potential of the practice.

18.6 The profits will need to be calculated, as this will need to be declared to HM Revenue and Customs.

Income
18.7 The income that the practice has earned will be shown at the top of the profit and loss account. The income should be included when earned as opposed to when received.

Expenses

18.8 The profit and loss account will include all the expenses that the practice incurs for running the business e.g. staff salaries, heat & light.

Net Profit

18.9 The net profit is the difference between the income and expenses. This is the profit that would then be shared between the partners.
19. Balance Sheet

19.1 The balance sheets show a snapshot of the value of the assets and liabilities of the practice at a given period in time and the partners investment in these assets.
19.2 There are two halves to the balance sheet. The top half lists the assets and liabilities of the practice. The bottom half of the balance sheet shows how much each partners owns of these assets.

Assets
19.3 Assets are items or amounts that the practice own or are owed to them. For example, if they own the premises, this is an asset. The money in the bank account is also an asset. 
19.4 The assets can be divided into ‘fixed’ assets and ‘current’ assets. Fixed assets represent long term assets (such as premises). Current assets represent shot term assets (such as cash).

Liabilities 
19.5 Liabilities are amounts that the practice owes. For example a mortgage for the premises is a liability as it is owed back to the lender. Other liabilities will include money that is owed for services/goods that have been invoiced but not yet paid.
Ownership of assets
19.6 The bottom half of the balance sheet will show the partners capital and/or current accounts. 

19.7 The total of a partner’s capital and current account is the amount of money they have invested in the practice and it will be this amount that they are entitled to should they leave the practice.

20. Profit Allocation
20.1 In a partnership each partner will be entitled to a share of the practice profits. The profits will be shared according to the profit sharing ratios.
20.2 For GP practices the common method of calculating the profit sharing ratios is based on the number of sessions each partner works.

20.3 The profit allocation page shows how the allocation of each partners share of profits has been calculated.

20.4 There may be some income and or expenses included in the profit which are not shared according to profit sharing ratios. This income and or expenses would be allocated to the partners first as a prior allocation.
20.5 The balance of profit after the prior allocation will be allocated according to the profit sharing ratios for the year.

21. Capital and Current accounts
21.1 The capital and current accounts are often the least well understood part of the partnership accounts, but it is extremely important, as it represents real wealth and will translate into cash when a partner leaves.

21.2 The term capital and current accounts are generally interchangeable and refer to the wealth of the practice..

21.3 The amount in each partner’s capital and current account is their investment in the practice. This investment is used to finance the purchase of assets for the practice such as property and fixture and fittings, and also the money in the practice bank account.

21.4 The current accounts of each partner show their share of profits less their drawings. The balance is money that they have not yet drawn and has been left invested in the practice.
21.5 Drawings not only include the amount they have been paid each month, but also include their superannuation contributions and taxation (if paid by the practice). 
21.6 Current account values are increased by profit earned and decreased by drawings. 

21.7 If a partner has an overdrawn current account then this would need to be paid back to the practice. As this would mean they have drawn more money out of the practice than they actually have earned.

21.8 New partners joining a practice would need to build up some capital in the practice by way of having a balance on their current account. This can be paid in by the incoming partner or more common is to under draw to build this up.

22. How GPs are paid
22.1 GP practices have a contract with the PCT, this will be either a GMS, PMS or APMS contract.
22.2 Money is distrusted to practices in the following funding streams:-

· Global Sum and MPIG

· Quality and Outcomes Framework

· Enhanced Services

· PCO Administered funds including seniority

· Premises

· IM&T

· Dispensing and personal administered drugs

Global Sum
22.3 The global sum funding is to cover the cost of providing essential and additional services. 
22.4 The global sum is the amount per patient multiplied by the practice weighted population.

22.5 The weighted population is calculated by taking the practice registered population an applying the ‘Carr-Hill’ formula.

Minimum Practice Income Guarantee (MPIG)

22.6 To ensure that practice GMS income did not drop in the transition from the Red Book to the global sum, the GPC and NHS Employers negotiated the MPIG. 
22.7 In order to calculate whether a practice would need the MPIG, the first step was to calculate their global sum equivalent (GSE) based on past funding under the old book.

22.8 The global sum equivalent (GSE) was then compared to the actual global sum, if the GSE was higher than the global sum, the difference was paid as a correction factor. If lower the practice was only entitled to the global sum and did not require the MPIG.

Quality and Outcomes Framework (QOF)
22.9 The Quality and outcomes framework is designed to reward high quality care and management through participation in an annual improvement cycle.
22.10 QOF payments are divided into aspiration and achievement payments.

22.11 Aspiration payments are paid monthly in advance of expected achievement. The aspiration is calculated as 70% of the previous years achievement, this is then paid in twelve equal installments. 
22.12 At the end of each year, the practices QOF achievements are calculated. An achievement payment is paid which is the difference between the actual achievement and the aspiration payments made throughout the year.

Enhanced Services
22.13 There are a range of enhanced services that practices can offer to patients. 

22.14 Enhanced services are split between directed, national and local.

22.15 Practices will agree with their PCT which services they will be commissioned to provide.

PCO Administered Funds & Seniority
22.16 PCO administered funds cover payments for locums for maternity, sickness and paternity, prolonged study. 
22.17 Seniority is paid to individual partners to reward their experience in the NHS. It is calculated based on the number of years service within the NHS. However it is also linked to the average superannuable pay and may be restricted. 

Premises
22.18 Premises funding is provided to practice by way of rent and rates reimbursement.
IM&T
22.19 Since April 2004 PCTs have been responsible for the purchase, maintenance, upgrading and running costs of practices IT equipment.

Dispensing and personally administered drugs
22.20 Practices receive a reimbursement for the cost of vaccines dispensed and personally administered.

PMS Practices 
22.21 Instead of PMS practices receiving the global sum and MPIG, they receive a PMS baseline. The baseline will have been locally negotiated when they moved from being a GMS to PMS practice. 

22.22 PMS baselines may also include growth funding towards the cost of salaried GPs.

22.23 PMS practices can take part in the quality and outcomes framework, however 105 points are deducted from the total available. The reason for this deduction is that PMS practices are already being paid for providing higher quality services.
23. Superannuation 
23.1 Individuals who work for the NHS automatically join the NHS pension scheme. 

Benefits
23.2 The pension benefits of the NHS pension scheme are as follows:-

· Fully inflation proof pension
· Calculated based on 1.4% of re-valued lifetime earnings 

· Tax Free lump sum 3 x pension

Cost of Pension Contributions
23.3 From 1st April 2008 the rate of the employees pension contributions is based on how much an individual earns with a four tier sliding scale as follows:-

· 5% up to £19,682

· 6.5% on £19,683 - £65,002

· 7.5% on £65,003 - £102,499

· 8.5% on £102,000 plus

23.4 The employer’s pension contribution is at a rate of 14%.
Employed Staff
23.5 Your employer will deduct your employee’s pension contributions from your pay and pay this together with the employer’s contribution to the NHS pension agency. 

23.6 Your pensionable pay is your salary.

23.7 Tax relief on your pension contributions is given at source through PAYE.

Locums
23.8 Locums can now continue to pay into their pension.

23.9 For each practice where you locum you need to ask the practice to complete and sign a ‘Locum B’ form to say that they employed you.

23.10 At the end of the month, you will need to complete a ‘Locum A’ form detailing your locum earnings for the month. This will need to be sent to your PCT with your payment for the months contribution.
23.11 As a locum your pensionable earnings are 90% of your locum pay.

23.12 Your pension payments will need to be included on your tax return to ensure that you receive tax relief on them.

23.13 The PCT will be responsible for paying the employer’s 14% contribution.

GP Principals
23.14 GP principal’s pension contributions are calculated based on their annual pensionable profits.
23.15 As GPs annual pensionable profits will not be known until the end of year accounts have been prepared, the PCT will make an estimate of the likely earnings and collect monthly deductions for their contributions.

23.16 At the end of the year GPs will need to complete a certificate to certify their pensionable profits. 

23.17 The PCT will then collect the difference between the actual amount of superannuation due and the deductions that they have made throughout the year.

23.18 GP partners not only pay their employees contribution, but they are also responsible for paying their employer’s contribution of 14%. Therefore a GP whose earnings are £115,000, they will have to pay both employee’s 8.5% and employer’s 14% on this income.
23.19 Tax relief is claimed by including the superannuation that has been paid in the tax year on the GPs tax return.

Added Years
23.20 GPs can buy a maximum of 40 years pension.

23.21 If a GP will not have a full 40 years pension then they can buy added years, which are calculated as an additional percentage of income. The maximum added years percentage is 9% of income.

23.22 This was the last year that you could buy added years and you had to submit an expression of interest by March 2008.

Earnings Cap
23.23 If a GP joined the NHS pension scheme after June 1989, then their pensionable earnings were capped. The cap for 2007/08 is £117,800. This means that if a GP earns over this amount, they only pay up to this amount.
23.24 From April 08 the earnings cap has been removed so can now pension all earnings.

23.25 However for GPs paying added years prior to April 08, your earnings will be capped for added years only.

Take advice from Independent Financial Advisors who know the NHS pension scheme!

NHS Pension agency website www.nhspa.gov.uk 
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