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Financial Issues for Doctors
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Medical Money Management

Established in 1971 to provide specialist insurance and financial planning advice to the medical and dental professions.

Now one of the UK’s leading independent financial advisers; chosen by those who demand and appreciate independent financial advice provided in a personal and bespoke manner from well qualified professionals

www.mmmnet.co.uk
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Borrowing Cost Reimbursement - Cost Rentxe "Cost Rent" vs Notional Rentxe "Notional Rent"
At this stage in your careers some of most pressing questions are likely to be based around joining a surgery, buying into a practice, or PFI (private finance initiative).

This section is designed to answer some of your questions:

Question

Why was the Cost/Notional Rent Scheme Introduced?

Answer

(In its simplest form) Because it saves the Government a lot of money!

COST RENT IS:

Approved Costs x Prescribed Percentage

The rental paid by the PCT to the Practice for the use of the DOCTORS’ SURGERY, thereby allowing the PCT’s Patients to be treated

NOTIONAL RENT IS:

The current Market Rent assessed by the District Valuer based on the Alternative use “VALUE OF THE DOCTORS’ SURGERY.

The rental paid by the PCT to the Practice for the use of the DOCTORS’ SURGERY, thereby allowing the PCT’s Patients to be treated

EITHER COST OR NOTIONAL RENT

Continues for as long as the building is used to treat the PCT’s patients

Providing the Cost/Notional Rent is mostly sufficient to cover the interest on a loan, there is little financial consequence should a doctor
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Die

Leave           from a practice

Retire

You can move from cost rent to notional rent but once you’ve moved, you cannot go back.

The fact that most Doctors have to borrow money to build or buy into a Surgery is largely irrelevant to the payment of the Cost or Notional Rent.
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Additional Details Required
Existing Loan Details:    Amount,  Term,  Rate (Fixed or Variable)
Repayment Method

Security

The NHS Pension Schemexe "NHS Pension Scheme" (NHSPS)
The NHSPS is one of the finest occupational pension schemes available and forms the bedrock of most doctors’ financial planning strategy. This section is designed to outline the key features of the NHSPS

AGENDA

Summary of main scheme conditions and benefits.

Retirement benefits: calculation

Early retirement: the effect

Maximum service

Topping-up benefits -
added years, AVCs

Ill-health retirement

Death benefits

CONTRIBUTIONS

6% personal contribution for both practitioners and officers.  Income tax relief.

Lower NI for salaried officers; contracted out

Employing authority (e.g GP Surgery) : 14% contribution

Remainder: Subsidised by DOH (Treasury) - not ‘funded’, pay-as-you-go.  Effect?

NHSPS BENEFITS

Tax free lump sum on retirement 

Inflation-proof pensions (normal, early, widows & dependants) - 60 onwards (55 special classes)

Death in service gratuity: 2 x pensionable pay

CALCULATING PENSION BENEFITS

Officers: accrual basis = 1/80th pension plus 3/80th TFC for each year of service

An officer is anyone who is EMPLOYED (eg hospital posts)

general medical practitioner
1.4% of “total dynamised career NHS pensionable
earnings” for each year of service (pension) PLUS 3 times for cash

1.4% x total dynamised income PLUS a lump sum of (3x Pension)

Salaried GP

Pension = 1/80 x final salary for each year of service PLUS lump sum (of 3 x Pension)

Dynamising factor = takes into account inflation and other variables
Worked example: Practitioner

Practitioner joins NHSPS at age 24
Assume retirement at age 60

Assume dynamised career average is £ 90,000 pa

· Total (revalued) career earnings = £3,240,000
· (36 years x £ 90,000)

· Pension = 1.4% x £3,240,000 = £45,360 pa (index linked for future years but is taxable)

· Lump sum = 3 x £45,360 = £136,080 (not taxable)

Worked example: Officer

Officer joins NHS at age 24

Assume retirement at age 60
Assume final earnings at retirement are £90,000

· Total Service = 36 years

· Pension = 33/80ths x £90,000 = £40,500 pa (Index Linked)
· Lump sum = 3 x £40,500 = £121,500 (Tax Free)

Pension Simplification was introduced in April 2006 and introduced a Standard Lifetime Allowance (SLA). This was initially set at £1,500,000 and will rise broadly in line with inflation. When an individual takes there pension benefits, the benefits are assessed against the prevailing SLA. Any excess will be subject to the Lifetime Allowance Charge, which in effect is a tax at 55% on the excess.

The Practitioners pension benefits shown above would absorb £1,043,280 or 69.55% of the current allowance 

NHS PENSION SCHEME (EARLY RETIREMENTxe "EARLY RETIREMENT")

Voluntary early NHS retirement from age 50  is (currently) possible, but NHS pension benefits will be actuarially reduced if taken prior to age 60. The table below shows the current reduction factors that would be applied if benefits were taken early.


No reduction applies for ill health retirement, and dependants’ benefits based on unreduced pension
From 6th April 2010 the earliest that you can take Voluntary Early Retirement will be 55 not 50 as at present
New members retirement age 65 not 60.  60 only for existing members

However, if an existing member leaves the NHS for 12m or more, and then comes back, (a disqualifying break), you have to come back as a NEW member and your service from that point onwards could be treated as for new members.  BEWARE!!!!  Espeicially if you’re planning to locum abroad  for 1.5 years.

Avoid the disqualifying break.  Look it up.   There is a minimum number of sessions you must work to avoid a dsiqualifying break.  Look this up on the NHS website “disqualifying break”
MAXIMUM SERVICE ALLOWED

Pensionable “service” may not exceed….

1. 40 years by age 60

2. 45 years by age 65

3. (different for special classes)

4. service after age 70 does not  count and benefits will be paid

FUNDING FOR MAXIMUM PENSION BENEFITS (practitioners / salaried NHS appointment)

To obtain maximum benefits from the NHS pension scheme 40 years service is normally needed. Most doctors are unlikely to qualify at age 20 and therefore will have a pension shortfall at age 60. This can be made up by making additional contribution:

NHS EARNINGS

-
ADDED YEARS




-
AVCs




-
FSAVCs

NON-NHS earnings 
-
Personal Pension
Be aware of the Standard Lifetime Allowance (SLA) and do not exceed it.
ILL HEALTH RETIREMENT

Unfortunately, not everyone will work in good health to there normal retirement date and therefore the NHSPS provides enhanced pension benefits for those who are forced to retire early on the grounds of ill health. Therefore we have outlined details of the ill health retirement package.
The insurance co. have to be satisfied that you are unable to work now and in the future.  Quite difficult for YOUNG people.xe "ILL HEALTH RETIREMENT"
· payable when “permanently” incapable of discharging duties efficiently because of physical or mental infirmity

· retirement benefits of pension and lump sum payable if member retires on grounds of permanent ill-health and has at least 2 years service

· service 2 - 5 years - contributing service not increased

· service from 5 - 10 years - contributing service doubled (subject to maximum reckonable service by 65)

· service of more than 10 years - increased to greater of 20 years (subject to 65 limit) or add 6 years 243 days (subject to age 60 maximum)

DEATH BENEFITSxe "DEATH BENEFITS" (Overview)

Worse still death (which the NHSPS class as permanent ill health) can also catch us before we reach or normal retirement date.

There are 3 elements - what are they?

1. Lump sum gratuity

2. Spouse’s pension

3. Dependants’ allowance

DEATH GRATUITYxe "DEATH GRATUITY"
Death in pensionable employment before 70
· 2 x pensionable earnings

· paid to surviving widow or widower (unless notice in writing to not do so)

· if no spouse (or as above), paid to personal representatives

Death after pension becomes payable
· 5 x pension (less amount already paid)

· (provided not greater than 2 x last PE less TFLS

Death with preserved pension
· 3 x member’s pension (revalued to date of death)

WIDOWS BENEFITSxe "WIDOWS"
3 months member’s final pay (6 months if 1+ child)

Then pension of 50% of member’s pension  based on ill health

In retirement, widow’s pension  is 50% of non-actuarially reduced pension

marries after leaving = post 1978 service only

WIDOWERS BENEFITSxe "WIDOWERS"
Largely as for widows but only based on service since April 1988

‘past’ service may have been bought up to July 1989

Pre 88 service may be taken into account if demonstrable dependent widower

DEPENDANT CHILDREN’S ALLOWANCESxe "CHILDREN’S ALLOWANCES"
Child under 17 or in full time education

25% of member’s pension (50% if 2+)

33% and 67% for orphans

As for widows, dependant’s allowances are based on non-actuarially reduced pensions
PENSION SIMPLIFICATION
Pension Simplification introduced an annual allowance, this means that any UK Relevant Individual can invest up to £3,600 pa or 100% of their earned income and obtain tax relief on those contributions. This is subject to a cap of £215,000. If an individual has qualifying income in excess of the Annual Allowance, and contributes in excess of £215,000 they will normally be subject to an Annual Allowance Charge, which will nullify the higher rate tax relief.
PENSION FOR A DOCTOR’S SPOUSE
If a doctor is employing his wife it is important to consider private “stakeholder” pension arrangement, which can be very attractive as both a savings vehicle for retirement, and a way to reduce your tax bill.

xe "PENSION FOR DOCTOR’S SPOUSES"
· employer contributions to spouse pension attract tax relief at the employer’s top rate of tax, based on “qualifying” Income.
· pension fund accumulates tax-free and is returnable to employer as tax free fund should spouse die before retirement

· Use new Stakeholder Schemes - £300 per month.
· tax-free lump sum of up to 25% of accumulated fund

· benefits can be taken at any age after 55 (from 2010)

· A non earning spouse can contribute £300.00 pm and receive basic rate tax relief (ie £234.oo net).
NHSPS CONTRIBUTION/BENEFIT RECORDS – Addresses 

Scotland:



Scottish Public Pension Agency

7 Tweedside Park

Tweedside Bank

Galashields

TD1 3TE

TEL 01896 893 000
England/Wales: 


NHS Pensions Agency

Hesketh House, 





200-220 Broadway

Fleetwood

Lancs, FY7 8LG

Tel: 01253 774980
Northern Ireland:


HPSS (Superannuation)

Waterside House

75 Duke Street

Londonderry, BT47 6FP.
Tel: 028 71319000
If you have worked in a combination of England/Wales, Scotland and/or Northern Ireland, please note that if you ask for a statement of service to date from say the England/Wales division, it will not show your (say) statement of service whilst you were in Northern Ireland.  In such cases, you will need to write to the Northern Ireland branch to get that information and you may consider (for example if you have now left Northern Ireland) writing to them to transfer to statement of service to their equivalent in England and Wales.; this will unify them.
NOTE In April 2006 pension simplification will be introduced and this will have a significant impact on retirement planning. At the time of writing the exact details are not yet fully known. However, this will be covered in the seminar.

Basic Financial Planningxe "Financial Planning"/Protection Issuesxe "Protection Issues"

Life Assurance
The NHS Pension provides generous death in service benefits of twice annual income. In most cases this will not be enough to support a family and repay debts, so consideration should be given to the following:xe "Life Assurance"
· Term Assurance - Level, Convertible and Decreasing

· Family Income Benefit

· Whole Life - With Profit and Unit Linked

· Endowment - Low Cost, With Profit and Unit linked

· Writing Policies under Trust

Critical Illness Coverxe "Critical Illness"
Provides a capital sum in the event of being diagnosed with a qualifying critical illness. Whilst this money can be used for any purpose it is normally recommended to protect a mortgage or other debts.

Income Protection (Permanent Health Insurance) PHIxe "Income Protection"
Whilst we never imagine that it could happen to us, anyone can be stuck by long term illness at any stage. Whilst the NHSPS provides ill health retirement benefits, these are minimal in the early part of your career, and will never replace your income even after years of service. As your earnings potential is your greatest asset it is important to protect this against illness or accident. As you consider this area of your financial planning you should be aware of the following issues:

Permanent Health Insurancexe "Permanent Health Insurance"
Provides a regular income after a waiting period (deferred period) to a pre-determined age (normally age 60) or until return to work

Benefits are tax free

Points to Consider:
· Definition of Illness

· Definition of Occupation (Own or Any)

· Practice Agreement

· Level of Cover (How Much cover is required)

· NHS Ill-health Retirement Benefits (What level would you receive)

Locum Coverxe "Locum Cover"
Provides a regular income after a waiting period for a specific period of time (usually up to 12 months after incapacity)

Premiums qualify for tax relief

What the PCT Provides?

1. Superannuable Income for up to 12 months providing medical services continue to be provided for patients

2. PCT Locum Allowance for up to 12 months subject to residual list size (and other factors)

Income Protection Cover – General Key Points

· Cover should dovetail with Practice Agreement

· Do not over insure

· Benefits are taxable unless Locum employed

· Income Protection Cover

· Locum Costs vary

· PCT support varies

· Current Locum Costs are £1,800+ per week
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Key Questions to ask when you are considering “buying in” ?





When will I be expected to buy a share of the surgery premises?


How will the share be valued?


Is the Practice in receipt of Cost or Notional Rent?


Whichever – how much and when was the last triennial review?
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Kelvin Turner


Independent Financial Advisors


Medical Money Management(MMM)
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