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When I get asked this, tax is the driving force of the decision 
almost every �me, however all too o�en I find medics have 
been ill informed about the consequences.

I believe all good professional rela�onships start from a 
posi�on of trust, so I have wri�en this as an honest review of 
incorpora�on from a medical accountant's perspec�ve in a no-
nonsense, jargon-free and comprehensible manner.

The single most common ques�on I get asked from my 
clients is whether or not they should incorporate their 
locum / medical business.

What follows is not intended to be taken as full and complete 
advice; that would be impossible due to everyone's unique 
financial circumstances, goals and needs.  However if you're 
reading this you are very likely to benefit from the services of 
an accountant and I would urge you to contact me to discuss 
your goals.  I don't charge for the ini�al consulta�on and as 
many would verify, a good accountant pays for itself…so pick 
up the phone / send me a WhatsApp / drop me a DM / pop 
across an email and let's start the conversa�on!
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Get in touch with Vicky
...Call now on... 

for a free consulta�on and no obliga�on quote.
07436 899 890 
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For newcomers to the financial world, ‘incorpora�on’ is when you operate your business via a 
limited company rather than as self-employed.  

A key point for GP Locums is you cannot pension your locum work under the NHS Pension scheme 
if you operate via a limited company.  For many, this is where the conversa�on stops.  If, however, 
this doesn’t put you off, please read on!

I want to dispel the seemingly popular myth that limited companies are a sure fire tax saving 
vehicle for all.  If that were true, the government would be doing an almighty disservice having 
such an unequitable tax system!  Don’t get me wrong though, there remain instances where 
savings can be made and I’ve detailed below some good examples of them.  However in the 
current tax climate, the tax benefits are fewer and further between than they have been in recent 
years and increasing an�-avoidance legisla�on is an ever growing deterrent to exploi�ng them.

As noted above, there is never a one-size-fits-all approach to the ques�on of incorpora�on.  Even 
two colleagues with the same jobs / similar incomes will s�ll have unique circumstances whereby 
opera�ng through a limited company may be suitable for one, but not the other.

WHAT IS INCORPORATION

 AND WHO IS IT FOR?
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·

·

·

One of the key things to remember is that cash within the company does not directly belong to the 
directors or shareholders and there are tax consequences of extrac�ng it.  Cash can be extracted 
by way of salary, dividends, pension contribu�ons and provision of benefits, e.g. cars.  

Before I discuss the tax, I want to highlight the other key aspects of companies:

· Companies come with significant administra�ve du�es. As a minimum, these include 
statutory accounts, a corpora�on tax return and annual forms for Companies House.  This 
makes them expensive to maintain by way of accountancy costs. While you may choose 
not to engage an accountant, for many, a good accountant represents excellent value for 
money; not only maximising tax savings but removing much of your admin burden and 
helping reduce stress and anxiety in dealing with Companies House and HMRC. 

Informa�on concerning the company is publicly available, including some company 
finances and personal informa�on about the directors.

A company provides the owners with limited liability. This means that you aren't liable for 
the debts of the company but you would s�ll require professional indemnity insurance.

Directors have several statutory du�es and must maintain adequate records to 
evidence their compliance. Generally being organised and orderly is a must – for this 
reason alone it may not be for everyone!

Before moving on to where the tax benefits of a company arise, I want to outline where 
they definitely do not! A�er the issue with the NHS pension noted above, the following is 
usually the second prac�cality that deters many of my clients.

A limited company is a separate, dis�nct legal en�ty. It is a unit in its own right, separate to 
both those that run it, i.e. the directors, and those that own it, i.e. the shareholders.  Directors 
can be shareholders and vice-versa.

A limited company pays corpora�on tax on its profits; the current rate is 19%.  Income tax, 
conversely, ranges from 20% and 45% subject to the level of your income.  In addi�on, there 
are some puni�ve income brackets where the effec�ve rate of income tax is 60% due to the 
clawback of other reliefs and benefits.  For example, the personal tax free allowance is 
gradually lost when income exceeds £100,000 and child benefit is clawed back when income 
exceeds £50,000.  Here is one area where incorpora�on can help; please see further below.

HOW IS A LIMITED COMPANY 

DIFFERENT FROM SELF-EMPLOYMENT?
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As outlined above, a company pays corpora�on tax on its profits and the remaining balance is 
available to pay to the shareholders by way of dividends.  Occasionally, medics may draw a small 
salary from the company, but for most of my clients, this isn't tax efficient. 

The dividends received are subject to income tax.  The same profits are therefore effec�vely taxed 
twice, firstly to corpora�on tax and secondly to income tax, hence it is known as a double layer of 
tax.

If your cash requirements are such that you would look to withdraw all the profits from the 
company, most medics will pay approximately the same amount of tax that would have been paid 
had they instead been self employed. Rela�vely li�le would have been achieved aside from 
making your accountant a li�le wealthier given the extra work involved with limited companies.

To demonstrate this in a very simplified example, for every £1,000 profit in the company, £190 is 
paid in corpora�on tax.  The balance of £810, if paid to a higher rate taxpayer, suffers income tax at 
32.5% resul�ng in cash in your pocket of £547 (total tax paid of £453.  Conversely for a self-
employed higher rate taxpayer, for every £1,000 of profit they'd pay 40% in income tax and 2% in 
na�onal insurance contribu�ons, resul�ng in le�over cash of £580 (total tax paid of £420.

Similarly for a basic rate taxpayer, dividends suffer income tax at 7.5%, resul�ng in cash in your 
pocket of £749 (total tax of £251).  Comparing this to self-employment, the corresponding tax 
rates are 20% income tax and 9% na�onal insurance contribu�ons, resul�ng in le�over cash of 
£710 (total tax of £290).  This isn't to say that incorpora�on would always be beneficial for a basic 
rate taxpayer either, it's likely to be fairly marginal a�er taking into account other costs, but you 
get the idea.

THE DOWNSIDE OF A LIMITED COMPANY

THE DOUBLE LAYER OF TAXATION

This is not intended as an exhaus�ve list but a collec�on of the common examples of 
where tax savings can be achieved:

· Flexibility over personal income levels;

· Family companies;
· Longer term  & retirement planning;

· Investment planning;
· Electric car ownership.

SO WHEN IS A LIMITED COMPANY TAX EFFICIENT?
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With careful planning of dividends, you can control the level of your income and therefore the 
effec�ve rate of tax you pay.  There are also significant benefits for those with childcare costs and 
annual allowance tax charges.  These are summarised as follows:

Mitigate 60% tax on income between £100,000 and £125,140

If you have taxable income between this bracket, you will suffer an effec�ve income tax rate 
of 60% on that income.

This is because you lose £1 of your personal tax free allowance for every £2 of taxable income 
over £100,000.  If some of this income can be channelled into a limited company, you can try 
to plan dividend extrac�on to keep your total income outside of this range. 

This is especially worthwhile if you expect your income to either exceed £125,140 or drop 
below £100,000 in the future.  Carefully �med dividends in this scenario can save over £5,000 
tax per year. This takes very careful and precise monitoring and should be undertaken 
with the assistance of an accountant.

Retain Tax Free Childcare and 30 Hours Free Children

Both Tax Free Childcare and the 30 Hour Free Childcare schemes rely on your personal taxable 
income being below £100,000.  Receiving just £1 over this limit removes your en�tlement to both 
of the above two schemes en�rely, cos�ng you poten�ally thousands of pounds in childcare costs, 
not to men�on the effec�ve 60% rate of income tax.  Diver�ng some of your income by way of 
incorpora�on can therefore offer significant savings provided an income of under £100,000 can 
meet your personal expenses.

Mitigate Annual Allowance Tax Charge on Pension Savings

Incorpora�on has been popular for medics in recent years to avoid tapering of the annual 
allowance for pension savings.  This is because the £40,000 annual allowance can be tapered to as 
li�le as £4,000 subject to the level of your personal income.  The relevant figure here used to be 
taxable income of £110,000 but this has now increased to £200,000.

If your taxable income is encroaching or exceeding £200,000, please have a chat with me about 
how your annual allowance could be affected and whether incorpora�on could save tax.

INCOME FLEXIBILITY 
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FAMILY COMPANIES

Some tax savings can be achieved by incorpora�on when you have 
a lower earning or no income spouse (or other family member) 
by incorpora�ng and making them shareholders in your family 
company.  The same can be said of children over 18 years old.  

By paying them dividends you can u�lise their personal allowance and 
lower tax bands.  Warning: this has to be considered with care so as not to 
get caught under an�-avoidance legisla�on but I can advise further on 
how this can be managed. 
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LONGER TERM PLANNING

Tax savings can be achieved through longer term planning and allowing profits to roll up in the 
company.

1) If your tax bracket is likely to reduce in the future, e.g. by way of re�rement or career
break, you will be able to take advantage of a lower tax rate applicable on dividends drawn
at that point.

2) On re�rement, when taking a career break of at least 2 years, and under certain other
condi�ons, you may be able to wind up a company and pay as li�le as 10% tax on the cash
that has rolled up un�l that point.  This assumes that the current legisla�on concerning
Business Asset Disposal Relief con�nues to apply. The further into the future you look, the
greater the risk of tax legisla�on changing and this plan can never therefore be relied
upon.

Care needs to be taken here as there are an�-avoidance measures if you have aggressively used 
the company as a “money pot” for the above purposes.  I encourage you to discuss with me how 
this can be managed. 

If you intend to use the profits of your business to make investments, the concept 
here is that you will have greater cash to invest if this is done within a company (ie 
net of 19% corpora�on tax rather than a�er paying higher rates of income tax 
and na�onal insurance. 

This needs to form part of a greater plan as you will s�ll need to consider how and 
when you will extract the profits and capital of the investment ac�vity. 

If mismanaged, this method could end up producing adverse affects including 
higher corpora�on tax rates, reduced flexibility, increased inheritance tax and 
may remove the availability of Business Asset Disposal Relief. There are also 
addi�onal taxes levied on companies holding certain residen�al proper�es. I 
would therefore urge you to discuss this route with me before pursuing it.

Inves�ng into a private pension is largely tax neutral in the context of comparing 
contribu�ons from a limited company vs personal contribu�ons.  For medics, 
however, much care needs to be taken here due to the interac�on of 
contribu�ons into a private pension, the concurrent growth in your NHS Pension 
and the annual allowance tax charge.  Please speak to me about this if you think 
you may be affected; I have a wealth of experience dealing with the NHS Pension 
scheme and annual allowance tax issues.

I would also recommend you consult with a suitably qualified Independent 
Financial Advisor before pursing any investment strategy.

INVESTMENT PLANNING
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PURCHASING CERTAIN ASSETS  

E.G. ELECTRIC CARS

For a company there is no concept of personal use restric�on for tax relief on expenses. Therefore, 
when a director's personal expenses or cars are paid for by the company, there is a full tax 
deduc�ble expense within the company's accounts and the director is subject to income tax on 
the expense or benefit provided, known as a “benefit in kind”. The rules here depend on what 
exactly the benefit is; some are significantly more tax efficient than others. Currently, the 
greatest and most common of these are electric cars (or long range hybrids), mobile phones, 
trivial benefits and annual party. The la�er three of these produce inconsequen�al benefits on 
their own. Equally a company shouldn't be set up with the sole purpose of tax efficiency for an 
electric/hybrid car purchase but this could be considered in combina�on with one or more of 
the goals further above.

Tax aside, however, there are other considerable financial and non-financial drawbacks to 
buying and owning electric cars but they are outside the scope of this ar�cle!

ANY OTHER CATCHES?

You may have heard of IR35.  This is a fairly significant topic in its own right but it would be 
remiss of me not to give it a li�le nod.  To briefly summarise, IR35 is tax legisla�on that seeks 
to “look through” the limited company status of a worker if HMRC determine them to be in 
actual fact, a pseudo-employee.  The risks of these provisions fall on the employing authority 
and so the decision over whether you are able to offer your services via a limited company or 
not is somewhat in their hands.  That said, there are legi�mate ways around this should the 
employer be amenable and I can advise further if required.
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IF A LIMITED COMPANY IS NOT FOR YOU

If you now suspect that the limited company route is not for you, I’d be happy to speak with 
you to help you confirm your choice. In addi�on, there are many other aspects of running your 
self-employed locum / medical business where you would likely value the assistance of a 
medical accountant.

In addi�on to preparing your annual accounts and tax returns, I can assist with Type 2 pension 
forms, Locum A, B and SOLO forms, assessing na�onal insurance overpayments, annual 
allowance tax reviews on your NHS Pension growth and scheme pay elec�ons.

I can achieve savings for you by way of op�mising tax deduc�ons, helping you set the correct �er 
rate for your NHS Pension contribu�ons and iden�fying tax and pension overpayments.

If you suspect your NHS Pension records are out of date or incorrect, I can also carry out a review 
and update service which many GPs find to be significantly valuable.
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CONCLUSION

There are many factors that should be fully explored before se�ng up a limited company.  There 
should be no assump�on that incorpora�on is going to work for you; for some the benefits 
outweigh the costs; but for many, they will not.   Only through thorough assessment with me or 
an alterna�ve qualified medical accountant would you be best placed to make this decision. There 
is a fine line between making significant savings, or crea�ng significant issues! 

This ar�clehas been wri�en by Vicky Earnshaw of VE Medical Accountant.  Vicky is Chartered Tax 
Advisor and Chartered Accountant and has worked exclusively with medical professionals for a 
number of years, with a special interest in GP Locums.

Call or WhatsApp Vicky on 07436 899 890 or 0161 377 3377
email vicky@ve-medical.com
Find more info at www.ve-medical.com or www.facebook.com/VEMedicalAccountant

© VE Medical Accountant 2021
Material is governed by copyright. No part of this ar�cle may be reproduced, stored in a 
retrieval system or transmi�ed in any form without express prior permission. 

Warning: All of the above are simplified explana�ons of some complex ma�ers.  If you get it wrong, you may 
be subject to puni�ve tax, penal�es and interest.  These can add in excess of 100% to the overall figure in severe 
cases and inquiries can stretch back over many years.  This ar�cle is produced for general guidance only and 
professional advice should always be sought before taking any ac�on. No responsibility is accepted by the 
author for ac�ons taken or refrained from being taken or consequen�al or other losses or damages of 
whatsoever kind as a result of using this ar�cle.  Furthermore, tax legisla�on and interpreta�on change 
con�nuously and hence any guidance is only accurate at the �me of wri�ng. 
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Vicky has won a number of awards including being named one 
of Insider Yorkshire’s 42 under 42, an Insider Yorkshire 
Innova�on Award and was named one of Smarta’s Top 100 
Young Entrepreneurs to watch.

Vicky ini�ally started her career in personal tax with KPMG a�er gaining a 1st Class Honours 
degree in Accoun�ng and Financial Analysis at the University of Newcastle.

A�er several years working at one of the UK's largest medical accountancy firms, Vicky yearned to 
provide a more personal, responsive and complete service to clients. Taking her experience and 
knowledge of the industry and mixing it with a whole heap of passion and enthusiasm, VE Medical 
was born!

A�er over 5 years with KPMG and a round the world travelling s�nt, Vicky le� the profession to 
explore her entrepreneurial ambi�ons, developing and launching a drinks product that was 
distributed throughout the UK and on board airlines. This valuable experience in running her own 
business provides her with a unique understanding of the cri�cal role external advisors have in 
adding value and enabling business owners to concentrate on the hec�c day-to-day work load. GP 
Locums are small businesses in themselves and dealing with the money is 
o�en seen as the trickiest part, yet one that can be easily taken care
of with the right choice of accountant.

Founder, VE Medical

Vicky is a qualified Chartered Accountant, Chartered Tax Advisor and expert medical accountant 
with a special interest in GP Locums.

When she’s not working, Vicky enjoys spending �me with her 
husband and twins and loves all things food (the spicier the 
be�er) and travel.

MEET VICKY EARNSHAW

VE Medical is a bou�que firm of medical specialist 
accountants. We provide Por�olio and Sessional GP's with a 
dedicated, personal service and tailored expert advice in all 
areas of accountancy, tax and NHS Pension compliance.
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