Should you set up a
limited company for

residential
buy-to-let
property?

As mortgage interest relief was phased out in
2020 and replaced by a tax credit, based on
20% of mortgage interest payments, buy-to-
let landlords are increasingly considering
whether to set up a limited company to hold
their investment properties.

Holding them in a limited company will mean that they
are assessed for tax differently, including being able to
claim full mortgage interest tax relief. Itis a
complicated decision that requires detailed analysis to
assess the most efficient way of holding property.

If you already have buy-to-let properties which are
held personally, there is further consideration as they
will need to be transferred from your personal
ownership into a limited company. This can trigger
additional Capital Gains Tax, Stamp Duty Land Tax,
legal fees and re-mortgage fees. Reliefs may be
available but if not and unless you intend to hold these
properties as a long-term investment, these costs are
likely to make the transfer cost prohibitive.

Ultimately, the decision will be guided by:
¢ Your personal circumstances
¢ How long you intend to own the property

¢ The likely amount of capital gains generated, if the
property is going to be disposed of at a future date

¢ Your own income tax position

¢ Whether you rely on the income generated or wish
to roll up the income for further investment

¢ The level of debt on the property
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Personal and corporate ownership options

Personal Ownership

With the changes to Mortgage Interest Relief in 2020, the decision to hold a buy-to-let property personally
has become much more complicated. These changes resulted in a tax credit, based on 20% of mortgage
interest payments and pushed a lot of investors into higher tax bands. For these investors, it may be more
prudent to hold these properties as limited companies.

If you are looking to dispose of the property in the future, you may be liable for Capital Gains Tax on any
increase in value on the property. This is calculated at 18% of the increase, if the gain means you remain in
the basic rate tax band or 24% for the higher rate tax band. You only pay Capital Gains Tax on your overall
gains above your tax-free allowance (the Annual Exempt Amount) which is currently £3,000. Certain costs
can also be deducted, such as Stamp Duty Land Tax and allowable purchase and disposal fees.

Transfers to spouses of civil partners are free from Capital Gains Tax. This may be a solution for you, but
there could be Stamp Duty Land Tax if debt is transferred.

Corporate Ownership

Corporate ownership means the property has been purchased by a limited company (or transferred into
one) where the investor(s) are directors and shareholders of the company.

Companies must pay the higher Stamp Duty Land Tax rates for any residential property they buy.
However, limited companies can offset all mortgage interest relief and the profits generated are subject to
Corporation Tax, rather than Income Tax or Capital Gains Tax.

This is a good option if you do not intend to extract all of the profits out of your investments and instead
intend to reinvest some of the profits in the company. If you do need to take a salary or dividend out,
further consideration needs to be given to this.

If you require a salary, then the most efficient tax option is usually part salary, part dividends, though the
structure of this and the tax implications would depend on other incomes and investments held. If a
director receives no other income, then they can typically earn a total salary, subject to normal tax rules,
of up to £12,570 per annum (for the 2024/25 tax year) with no liability for national insurance contributions
or income tax. Salaries paid are an allowable expense against company profits. This level is also above the
Lower Earnings Limit, which means NI credits will still be earned, which count towards a state pension.
Companies currently pay National Insurance on salaries from £9,100 (13.8%) this will change to salaries
from £5,000 at 15% from April 2025. An employment allowance is available for small businesses.

Corporation Tax relief is also available for pension contributions from limited companies that are paid for
the benefit of employee directors.

Additional costs associated with limited companies

There are costs associated with setting up and running a limited company, as well as increased legal
costs, due to the added layer of complexity involved. Whilst these costs are not often prohibited, a good
understanding of these is always recommended before deciding to utilise this option. Mortgage costs may
also be higher.

Family Investment Companies

A further option, which we can advise upon separately, is holding property within a Family Investment
Company (FIC). These are corporate structures, that provide a tax efficient alternative to family trusts.

FICs can be useful for families with wealth to invest and are becoming a popular way to transfer wealth to
family members, whilst also protecting and growing the assets in a structured way.



Summary

What may seem like a straightforward choice on the surface, the decision on how to structure a buy-to-let
investment has many layers of complexities, based on personal circumstances and what you wish to get
out of the investment. What is right for one person, will not be right for another.

Because of this, it is always worth speaking to a property tax expert, who can discuss your own
circumstances, and guide you through the various options available. Below are some of the pros and cons
of the two options:

Personal Ownership Limited Company
Pros Pros
X A Capital Gains Allowance, of £3,000, per X All mortgage interest relief can be claimed

person, is available for disposals ] )
X Profits generated are subject to

X If you own the property jointly with a Corporation Tax, rather than Income Tax or
spouse, there may be tax savings as the Capital Gains Tax

profits can be split ) o )
X Corporation Tax relief is available for

pension contributions from limited
Cons companies for the benefit of employee

X Mortgage interest relief was replaced by a directors

20% tax creditin 2020 and is no longer

available Cons
X For higher rate taxpayers, capital gains tax X It can be difficult to take an income out of
is currently 24% the company efficiently

X There will be some additional costs
associated in setting up and running a
limited company

X If property is already held individually, it
can be cost prohibitive to transfer these to
= a limited company, especially for short
term holdings (although in certain
circumstances, transferring via a
partnership can reduce this)




Why Alexander & Co

At Alexander & Co, we have a specialist property
tax team that can assist you in weighing up all
your options and working out the best solution
for you.

Our property experts have a wealth of knowledge
in this field and have worked with companies,
entrepreneurs, individuals, trusts and
organisations in the commercial and residential
sectors for many years. If you are looking for a
chartered accountant and tax advisor with the
right property know-how, then Alexander & Co
are here to help.

www.alexander.co.uk
info@alexander.co.uk
0161 834 4841
0207 167 7220
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This publication has been carefully prepared, but it has been written
in general terms and should be regarded as broad guidance only. The
publication cannot be relied upon to cover specific situations and you

should not act, or refrain from acting, upon the information
contained herein without obtaining specific professional advice.
March 2025.
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