How and why you should
set up a Limited Company
for residential property
purchases?
The recent changes in tax law from HMRC and lending guidelines from the Prudential Regulation Authority (PRA), who govern banking, has meant that buying a buy-to-let property within a limited company
structure is now far more popular than ever before. According to Scott Farrell of RiteMoney commercial
mortgage brokers, the availability of Buy To Let (BTL) mortgages for Ltd Companies has more than doubled in the last 12 months from 133 to 313 accounting for 20% of the total market.
Buying additional properties within an SPV or limited company can make a lot of sense, particularly for
higher-rate tax payers, and if you’re contemplating purchasing property for investment then it may be
worth considering purchasing via a limited company. However, advice is essential and we recommend you
seek specialist assistance from a tax accountant.

What is an

SPV?

In this case an SPV or Special Purpose Vehicle is a non-trading limited company set up with the sole purpose of owning residential
investment property. A new limited company can be bought “off
the shelf”, set up and used straight away. It does not need to have
traded or owned any property. This is often an advantage as there
is a greater choice of mortgages available for SPV’s as opposed to
companies trading in other industries and that can often mean
cheaper rates.
A company set up with these 3 SIC or Standard Industrial
Classification codes provided by Companies House gives any
lender a description of your company’s nature of business and
identifies it as an SPV.
(i) 68100 Buying and selling of own real estate
(ii) 68209 Other letting and operating of own or leased real estate
(iii) 68320 Management of real estate on a fee or contract basis
However, mortgages for trading limited companies are available
and if you have a limited company that has traded in another
business in the past but would like to buy, sell, and let residential
property you should speak to your mortgage broker for
appropriate advice.

Mortgage
Interest
Tax Relief

The biggest driver of the move to SPV ownership has been the progressive
cutting from April 2017 onwards (over 4 years) to Mortgage Interest Rate
Relief from HMRC.
Previously, landlords could deduct 100% of mortgage interest from their
rental income, before calculating their tax liability. Under the new system,
your tax bill and tax banding will be calculated before any deduction is made
for mortgage/finance interest. By 6 April 2020, tax relief will only be given as a
reduction in tax liability of 20% interest paid instead of a reduction to taxable
rental income.
This may result in you paying significantly more tax if you fall into one or more
of the
following categories:
(i) if you are already a higher rate taxpayer
(ii) if your rental income before mortgage interest deduction would put you
in a high tax band
(iii) if your income before mortgage interest exceeds £100,000
(iv) if you or your partner claim child benefit and your income before
mortgage interest exceeds £50,000.
To mitigate this tax change purchasing additional properties within a limited
company may be financially worthwhile. A tax specialist will be able to look at
your personal circumstances and advise what’s best for you and what impact
it will have on your profitability. In order to make a meeting with your tax
adviser as productive as possible, we suggest you ask a mortgage broker to
give you two sets of quotes: one for a limited company buy-to-let and one for
a personal buy-to-let. It’s no longer a case of opting for the cheapest rate. For
example, it may be that a 4.5% mortgage rate for a limited company may be a
better option than a 3% mortgage rate for an individual, when all factors are
taken into consideration,including the impact of taxation. You can then make
an informed decision as to which is best for you, given your circumstances

Advantages of
Incorporation
Higher Tax Relief
From 2017 to 2020 the amount of buy-to-let interest tax individual
landlords can deduct for tax is being progressively cut from each tax
year as noted above. However, this change does not affect Limited
Companies. Therefore if you are a personal higher rate tax payer, the
tax payable in a Limited Company will usually be lower than tax on
individual income for buy to let investors.
No tax on dividends <£5,000 for individuals (£2000 from April 2018)
From April 2016, the Dividend Tax Credit has been replaced by a new
tax-free Dividend Allowance of £5,000. This means you can
potentially receive tax free dividend income from your investment
properties.
This allowance is set to fall to (£2,000 at April 2018).

Tax Advantages of Incorporation

Affordability
It’s also worth noting that, under the new Prudential Regulation
Authority (PRA) rules, a lender has to assess the impact of future tax
changes on a borrower’s affordability. Some lenders assessing
applications using a minimum interest coverage ratio (ICR) of 125
per cent for a limited company, whereas for individuals, especially
higher rate taxpayers, they are using ICRs of up to 145 per cent. The
impact of this can be very significant. For example, based on a rental
income of £900 per month (and the ICR being based on the pay rate
rather than a notional rate), an ICR of 125 per cent at 3.68 per cent
on a five-year fix will allow a maximum loan of £234,700. However,
an ICR of 145 per cent at 3.68 per cent will allow a maximum loan of
just £202,300.
Lower tax when reinvesting profits to secure further properties
You can grow your BTL portfolio more quickly within a Limited
Company as tax on the retained profit, is at corporation tax rates
(19%) therefore allowing more cash to be reinvested. Income tax is
payable on salary and dividends (money taken out) but for a
landlord reinvesting profits into future purchases the low
corporation tax rates are appealing.

Tax Advantages of Incorporation

Personal funds can be drawn back out of the company
Any investment you personally make into the Limited Company (e.g.
the mortgage deposit, cost of refurbishment) can be drawn back out
of the company if originally classed as a Directors Loan. In effect, the
equity of the properties is profit upon which 19% corporation tax has
been paid not higher income tax rates.
Potential Personal Tax Savings
As mentioned above the rate of Corporation Tax is currently 19%
which means your tax liability is reduced compared to if you are
paying income tax as a higher rate tax payer at 45% or an additional
rate taxpayer at 45%, at least on profit left in the company
“envelope”.
With funds being able to be retained in the limited company you can
control how much income is taken personally (and when) therefore
reducing your potential income tax liability.

Tax Advantages of Incorporation

Personal Expenditure
If mortgages are held in a Limited Company lenders may not take
these into account as commitments and therefore allow increased
personal borrowing. Instead you will have an additional income
entry on your application form and a beneficial affordability rate
when buying or refinancing your own home.
Easier Change of Ownership
The company will own the property however the company’s
directors or shareholders can be changed. You can therefore add or
remove owners to suit your situation.
Perhaps adding a new partner in order to receive investment funds
to expand the portfolio or buying out old partners. Changing
ownership via Companies House is a lot simpler than changing
ownership of a property by sale. Tax can arise on changes of
shareholders of course however licences for HMO’s (Houses of
Multiple Occupation), title deeds and mortgages may continue
undisturbed in many cases.

Tax Advantages of Incorporation

Inheritance
If your intention is to never sell the properties and pass them on to
future generations, a company structure can also be more flexible
in terms of Inheritance Tax and Stamp Duty Land Tax. By owning
properties under one single company and with efficient planning,
transferring the shares or ownership in that company can be a lot
more straightforward, if, for instance you wish to pass on a fraction
of value to family members or create tax efficient structures using
Trusts during in your life time or through your Will. This is a specialist
area for tax advisers
Making Tax Digital
HMRC’s project to make tax returns due digitally every quarter allows
for little difference between a self-employed property business and a
limited company investing in residential property. Both must provide
HMRC with the information it requires, when and how it asks. When
finally implemented Making Tax Digital may result in the additional
accounting costs associated with a Limited Company Structure
without any of the tax benefit.

Disadvantages of
Incorporation
Loss of Capital Gains Tax (CGT) allowance
When a company sells a property there is no CGT allowance to take
advantage of, whereas individuals selling a property would have
£11,300 CGT allowance (2017/18). However, companies do obtain
“Indexation” of original cost so gains are only taxed if the sale price
exceeds the inflation adjusted cost. Individual do not obtain that
benefit.
Property Transfer Costs
If you were to transfer existing properties into a Limited Company
or SPV it is classed as a change of ownership and you must consider
Land and Buildings Transaction Tax (LBTT) which replaced UK Stamp
Duty Land Tax (SDLT) in Scotland, Legal Costs, Higher Mortgage Rates
and potentially Capital Gains Tax.
It is currently not advised to transfer properties you already own into
a Limited Company without specialist tax planning. This should
always be an exercise with your accountant to establish a benefit
analysis, in order to compare the costs and potential savings.
Portfolios of six or more in Scotland may be easier to plan for
(reduced LBTT) than other landlord scenarios.
Higher Legal Costs
Conveyancers often charge extra fee for Limited Companies due to
the extra workload involved such as registering mortgages at Companies House and ensuring Money Laundering Regulations are met.

Disadvantages of Incorporation

Administrative Tasks
Dealing with HMRC, completing Confirmation Statements (Annual
Returns), Company Accounts and corporate tax returns. It’s not so
much as a disadvantage as an increased burden of doing business
and the extra cost of a good accountant to help you meet company requirements. The tax savings are optimised with care over how
funds are introduced and extracted.
Higher Mortgage Rates
Most mortgage lenders with a few exceptions charge higher interest
rates and fees for Limited Companies than they do in personal names
due to extra work involved. A cost benefit analysis should be
completed to compare the increased mortgage costs compared to
the potential tax savings.
Reduced Lender Choice
There are many high street banks happy to lend for Buy-to-Let in
your personal names but many of those lenders currently do not
offer Limited Company Buy-to-Let Mortgages. However with recent
changes resulting in increased demand more lenders are entering
the market which leads to diversified choice and criteria.

Disadvantages of Incorporation

Personal Guarantees
Operating as a Limited Company typically avoids director’s
personal liability from its creditor. This remains with Company
Buy-to-Let with one big exception; your mortgage lender will want a
“Personal Guarantee”, which is you agreeing to be liable for the
mortgage debt of the company.
Privacy
Your personal tax documents are between you, your accountant
and HMRC. A limited company has to publish its accounts, available
online at Companies House showing some limited disclosure of your
property portfolio company financial status to the public.
A company also publishes a confirmation statement which reveals
the owners of any company.
Releasing Equity
Landlords have long enjoyed releasing equity from property on
refinance – especially in areas of good capital appreciation.
Especially useful for the new car, holiday or home extension. With
limited company property you can still release equity but those
funds are that of the company – to be re-invested – if you want those
funds personally it will be classed as income and taxed appropriately
dependent on how that income is paid (salary or dividends).

In Summary
It is likely that there will be an income tax saving
from utilising a limited company or SPV structure
on an annual basis, but that there may be a tax
cost if moving to the structure in terms of capital
gains tax and stamp taxes.
If you already own buy-to-lets and want to
transfer them to a limited company you will need
to “sell” your properties to your company and may
incur capital gains tax, SDLT / LBTT plus the 3%
surcharge as well as legal, valuation and mortgage
fees.
This requires specialist planning. Property
Investors should consider getting tax advisers to
carry out the calculations required to assess how
long it would take for the initial costs to be
recouped before deciding how to proceed.
The benefit is that once you purchase a property in
a Limited Company, that Limited Company can be
used again and again to expand your

portfollio. You do not need to set up numerous
SPV’s and with the appropriate planning can
benefit from the advantages if that solution is right
for you.
Landlords need to ensure they are being
properly advised on the structure in which they
own properties for rental, which will in turn
depend on their intention for the properties in
future. Incurring the costs of moving to a limited
company structure and then selling may lead to
the worst of all worlds, given the additional costs
of extracting proceeds of sale from a company. A
company may, however, be the correct vehicle for
a sale where the proceeds are to be reinvested in
more property. Consideration also needs to be
given to practical issues such as the likely attitude
of any lender to the requirement for refinancing,
either in terms of costs or renegotiation of the
terms of the loan.

This information has been prepared as a general guide only and does not constitute advice on any specific
matter. We strongly recommend that you seek professional advice before taking action. No liability can be
accepted by us for any action taken or not taken as a result of any information or advice given or omitted. To
understand the risks and responsibilities for calculating and reporting tax you should speak to your tax adviser.

RiteMoney can be contacted on
0141 3452015
for specialist commercial mortgage advice
or at
ritemoney.co.uk

