TAX STATUS OF EMPLOYER CONTRIBUTIONS FOR GENERAL MEDICAL PRACTITIONERS IN THE NHS PENSION SCHEME 

Issue

The Department of Health (DH) has been in discussion with HM Revenue and Customs (HMRC) about the tax treatment of NHS Pension Scheme (NHSPS) employer contributions included in Practice Global Sums (GS) from April 2004.  


This note summarises the issues, although there is no implication for the level of NHS Pensions Scheme contributions payable by GPs.  Some changes have however been incorporated into the Certificate of GP earnings. These are dealt with in a separate note, which is hyperlinked at the end of this document. Any questions about the HMRC ruling and its impact on GP tax returns must be referred to the GPs usual Tax enquiry point.  

TAX RULING

Original understanding

The original understanding was that the element of Practice Global Sums that represents NHSPS employer contributions would count as an ‘allowable expense’, deducted from GP income when assessing tax liability. 

HMRC view

However, HMRC have now confirmed that the totality of Practice GS, including employer pension contributions, is the property of the GP or GP Partnership.  This means HMRC regard the employer contributions element of the GS as GP income, taxable under the normal rules of Case 1 and 11 of Schedule D, not withstanding the fact that the Primary Care Trust (PCT) deducts, upfront, the employer contributions element from the amount received by the GP Practice. In addition, HMRC regard the whole of the NHS Scheme contributions payable in respect of a self-employed GP, including the 14% employer element, as the GPs own individual contribution.  

Ongoing discussions

DH remains in urgent discussions with HMRC about the impact of this decision but because the deadlines for submission of 2004/5 self-assessment tax returns and GP pensionable pay certificates are now so close, GPs and their Accountants will wish urgently to review their position in accordance with this note.  

Additional tax relief on NHSPS contributions above 15% 

HMRC’s view means that, for tax purposes, self-employed NHSPS GP contributions will now never be less than 20%, made up of the 6% employee and 14% employer contributions. And individual contribution totals could be up to 29%, where a GP is topping-up their main scheme benefits with Added Years, or NHS or Freestanding Money Purchase AVCs, at the maximum rate of 9%. Contributions over 15% currently exceed HMRC’s tax relief limit.  However, HMRC have advised they will use existing discretionary powers to allow GPs tax relief on contributions of 20%, up to a maximum of 29%, if top-up benefits are being purchased. The HMRC discretion will apply for the tax years 2004/5 and 2005/6 only.  From April 2006, the new tax regime will allow all pension scheme members to claim tax relief on pension contributions of up to 100% of their UK earnings, subject to overall annual and lifetime allowance limits, and the need for the discretionary provision will therefore disappear.  

Impact on the tax GPs pay

The higher GP personal tax relief limit for the period 2004-6, means there will be no change in the amount of tax most GPs pay.  However, GPs who are taking advantage of HMRCs existing ‘A9 concession’, to forego NHS scheme tax relief in favour of relief on personal pension contributions, may be adversely affected.  Any GP who may be in this position should seek urgent advice from their Accountant or other advisor.

Impact on the National Insurance Contributions GPs pay

HMRC’s ruling means GP income for tax purposes increases by the amount of the NHSPS employer contributions element.  This means all GPs will incur an additional Class 4 National Insurance contributions (NICs) liability.  For example, a GP earning £120,000 inclusive of employer contributions will pay additional NICs of £147 pa.  A GP earning £80,000 will pay additional NICs of £98 pa.  

Applying to HMRC for the compensatory tax relief in 2004/5 and 2005/6

HMRC are issuing a formal ‘Represcription’ letter, using their discretionary power under s.594 (2) ICTA 1988, to authorise a percentage of tax relievable contributions higher than 15% on self-employed GP contributions in 2004/5 and 2005/6.  HMRC have advised that GPs will be able to claim the higher relief by writing the following note in the ‘white space’ provided on the Self-Assessment tax return: 

‘Please allow tax relief on NHSPS employer contributions included in taxable income in accordance with the represcribed percentage of tax relievable contributions authorised by HMRC SPSS, Nottingham under s.594(2) ICTA’ 

Completion of tax returns by the deadlines described in Technical Newsletter 3/2005  

HMRC has confirmed that where a GP fails to submit their tax return by the normal published deadline, penalties may be incurred. GPs and Accountants who do not have all necessary figures available by the tax deadline may therefore wish to make a provisional return. HMRC has advised that they would not expect penalties to apply where every effort has been made to provide representative figures by the due date, and that it will be possible to submit a revised return when the necessary figures are available. 

Further questions about the tax ruling

The Department and the NHS Pensions Agency are not in a position to provide any further information about the HMRC tax ruling or to answer enquiries about individual circumstances.  Any further questions about the HMRC ruling and its impact on GP tax returns must be referred to the GPs usual Tax enquiry point. 

A separate note has been issued dealing with the impact of the HMRC ruling on contributions to the NHS Scheme and the GP pensionable profit certificate. Click here to view the note.

