Article on VAT registration for Medical Practitioners

Introduction

Value Added Tax (VAT) is the method of charging indirect tax on each stage of a product/services development along its value build up eventually to the final user, who is the ultimate payer of the tax. 

Registered persons act as collectors of the tax for the Revenue Commissioners. They pay over the VAT that they:

· collect from taxable revenue, less,

· are allowed to deduct as an input claim.

Background

In November 2011 the Revenue Commissioners posted a leaflet on www.revenue.ie dealing with VAT on medical services. 

This arose as a result of a decision of the European Court of Justice that general application of exemption status for medical services must be interpreted strictly. This definition is:

· VAT exemption applies to medical and paramedical services, but only where carried out for the purpose of protecting, including maintaining or restoring a patient’s health, or diagnosing, treating, and if possible, curing diseases and health disorders. 

Obligation to Register

The strict interpretation as outlined above leaves a range of services provided by medical professionals as taxable. The main taxable services are:

· Medico-Legal Reports (at 23%)

· Medical expert services in court (at 23%)

· Provision of Statutory Medical Reports (at 23%)

· Acupuncture (at 13.5%)

· Aromatherapy (at 13.5%)

· Psychotherapy services (at 13.5%)

A full listing of taxable services can be accessed at http://www.revenue.ie/en/tax/vat/leaflets/medical-services.html 

If a practitioner’s combined taxable income exceeds (or is likely to exceed) €37,500 per annum, then he/she is obliged to register for VAT. This is the responsibility of the practitioner and not the Revenue Commissioners. 

Failure to register for VAT when it is clear that registration is necessary could have very serious arrears consequences to the practitioner and could include VAT arrears, interest and penalties being imposed.

Logistics of operating in a VAT environment

Operating as a VAT registered practitioner involves:

· Charging VAT on all taxable activities and issuing VAT invoices thereon and filing in an organised manner. 

· Claiming input credits on all business expenses (normally in the proportion of gross taxable income : gross total practice income) and maintaining the related invoices in an organised manner.

· Maintaining a record of all taxable receipts in order to be able to calculate VAT on receipts. The majority of registered practitioners will account for the VAT (i.e. include it in their VAT return) on a cash receipts basis.

· Maintaining a record of all input claims showing how VAT on rent, phone, light & heat, stationary, motor & travel, equipment etc. is apportioned to show the claimable amount.

· Maintain a record of each VAT return submitted online via ROS (Revenue Online Service) which tie into the above records.

VAT returns are normally made bi-monthly but can be quarterly or annually, depending of certain criteria as decided by the Revenue Commissioners.

Commercial Considerations

Clearly there is a commercial disadvantage where one practitioner who is registered is in competition with another who is not registered. Unfortunately this is a fact of life. This is a universal disadvantage as it is the very same for a carpenter or plumber. 

Of course a practitioner who generates income from a taxable source in excess of €37,500 per annum versus one who does not, is likely to;

· Have better economies of scale and therefore be more efficient than his/her lower earning competitor, and 

· Have developed a better expertise in the (taxable) field they operate within versus his/her lower earning competitor.

Perhaps these points bridge the gap of commercial disadvantage, perhaps not.

Conclusion

This is not a change as a result of a budget or finance bill or act. It is a tightening of the interpretation of exemption by the Revenue Commissioners as a result of a decision of the European Court of Justice.

Wherever the source of this Revenue interpretation it is critical that Practitioners do not ignore it in the hope that it will go away. It will not. Consult your accountant or tax advisor bite the bullet if necessary.

