
PROPERTY
GUIDE



 

As an innovative firm of Chartered Accountants and Business Advisers,
Bryden Johnson combine financial and business coaching to give our clients
the confidence to work with their numbers and ask the right questions.

Established for over 125 years, and operating in Croydon since 1978 Bryden
Johnson understand that businesses large and small are born out of a
passion, and owners pour their heart and soul into creating successful,
sustainable organisations that stands the test of time. 

Our solutions are developed to ensure that you can achieve both personal
and business goals.

PROPERTY
GUIDE
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Stamp Duty 
SURCHARGE

CORPORATE OR
PERSONAL
OWNERSHIP?

Building a portfolio of properties from which to
generate a passive income
Investing with a view to add value to a property
that you then leverage to acquire further
property 
Investing your life savings in property to give
you a pension for your retirement

To help with this decision you will need to clarify 
 why you are choosing to invest
 

Some key changes have affected the decision to be
made by buy to let property owners. 

Introduction of 3% stamp duty surcharge

 In April 2016, the government introduced a 3%
surcharge on any purchase of a second property by
an individual. The surcharge applies to anyone who
already has an interest in a property in the UK. This
means that a husband and wife (or those in a civil
partnership) jointly owning a property would be
deemed to have an interest in that asset. 
 Therefore, either party would be subject to the 3%
surcharge if they bought a second property. 

Does the 3% surcharge apply to companies? 

Companies are subject to the 3% surcharge for their
first property investment regardless of the property
ownership position of the company’s shareholders. 
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Tax

REL IEF

Abolition of 10% wear and tear allowance

The other main factor when looking at whether to
hold property personally or via a limited company is
the removal of the wear and tear allowance.

Before tax year 2016/17, this provided a flat 10% tax
allowance on rental of a furnished property.

The impact this has had on landlords operating
property either personally or in a partnership was
substantial and led to a significant reduction in
rental yield.

The ability therefore to retain profits in the company
and only pay tax at corporation tax rates (currently
19%) is one of the most compelling reasons to hold
a property through a limited company. 

Removal of tax relief for mortgage interest

These changes mean that any mortgage interest
paid on a loan taken out to buy an investment
property is no longer deductible as a taxable
expense starting in tax year 2020/21 for a higher
rate taxpayer.

Up to then, there is was a phased withdrawal of the
relief starting in tax year 2016/17. 

This restriction on mortgage-interest relief
will significantly increase tax payable for
higher rate taxpayers and reduces rental
yield.

From 2020/21, tax relief is now given at
20% on the mortgage interest paid.
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Owning Property   
VIA  L IMITED
COMPANY

WHAT ARE THE
ADVANTAGES OF
OWNING A PROPERTY
VIA A  L IMITED
COMPANY ?

Ability to deduct mortgage interest in full
Rental profits taxed at lower corporation tax
rates (currently 19% or 25% dependent on level
or profit)
Flexible distribution of profits to shareholders
and introducing family members to maximise tax
efficiency
Retention of profits for reinvestment and the
ability to expand the property portfolio

For landlords who have high debt servicing costs or
who are looking to expand their portfolio through
refinance and leverage, the company structure is
more favourable.

By contrast, individuals holding property personally
would pay tax at up to 45% whether or not they
need use of the rental income for reinvestment.

Corporate ownership may not be suitable for those
individuals who need an income from their
properties.



Our Finance

OVERVIEW

According to Wikipedia, an annual report 
is a comprehensive report on a 
company's activities throughout the 
preceding year. Annual reports are 
intended to give shareholders and other 
interested people information.
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What are the disadvantage of owning a
property via a limited company?

Double taxation

As a company is its own legal entity, it pays
corporation tax on profits and capital gains tax on
the disposal of assets.

The company would be liable for corporation tax on
the increase in value of the property from the time it
was bought to the time it was sold.

Thereafter if you wanted to withdraw that cash from
the company for personal use, you would need to
extract those funds via a dividend or salary
therefore suffering personal tax.

This makes the effective tax rate using the company
vehicle higher.

Obtaining finance

In the past it has been more difficult to obtain
finance for buy to let properties via a company. 
 Lenders have preferred landlords to buy in their
own name which helps the lender as the landlord is
effectively personally liable for any default.

However  given the tax changes that have taken
place and more and more landlords making the shift
to hold properties via a company, lenders have had
to adapt their credit policy and products to remain
active and competitive.  As such there is no real
difference now in the buy to let products available
for individuals and companies. 



Owning Property   
VIA  L IMITED
COMPANY

 let to a third-party on a commercial basis, but is
not occupied at any time by anyone connected
with the owner
being developed for resale by a property
developer
owned by a property trader as stock of the
business for the sole purpose of resale
 being used by a trading business to provide
living accommodation to certain qualifying
employees

Annual Tax on Envelope Dwellings (ATED) is an
annual tax payable by companies where the UK
residential property is valued at more than
£500,000.

A return is required when a company owns a
dwelling in the UK valued at more than £500,000,
and needs to be submitted online to HMRC
between 1 April and the 30 April in any chargeable
period.

The annual chargeable amount for ATED increases
in line with consumer price index annually.  The
amount payable is based on the value of the
property.

There is however a relief which is available to
reduce the chargeable amount to nil.  A relief
declaration still needs to be prepared and
submitted online annually to HMRC by the due date
in order to claim the relief.

Some of the reliefs available are
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ANNUAL TAX ON ENVELOPE
DWELLINGS  

Want to grow a portfolio
Plan to retain a profit within the company in
order to buy further properties
Do not necessarily need all the income and
profit that the portfolio generates

Penalties and interest could be charged if you do
not file your return or make payment online.

This is a complex area of taxation and we
recommend seeking advice prior to submitting a
return and making any payments.

Conclusion
 
The limited company route is the best option for
property investors who
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Owning Property   
VIA  L IMITED
COMPANY

WHAT EXPENSES CAN BE CLAIMED 

Mortgage interest*
Repairs and maintenance
Travel expenses (e.g. 45p per mile for business
journeys)
Computer equipment and office expenses 
Managing agents fees
Accountancy fees
Mobile phone costs
Use of home allowance

Expenses that are wholly and exclusively incurred
for running your property business are deductible
against your rental income.

A summary of the main expenses to claim include

Capital Expenditure

Expenses that cannot be claimed are those which
are capital in nature and will be tax deductible
when the properties are sold.

These are typically major capital renovation works,
for example fitting a new bathroom, kitchen,
flooring, windows, building an extension.

It is important to keep a record of capital
expenditure as these costs will reduce the eventual
capital gain.

 

Rental profit by property

Return on investment by property

Rental yields

Gearing ratio

Furnished Properties – Renewals allowance 

Although the fixed 10% wear and tear allowance for

furnished properties has been abolished, it’s still

possible to claim for furniture on what is called the

‘renewal basis’.  This means you can get tax relief

when you replace furniture.

Please note, it is key to take proper advice to

determine which costs can be classified as repairs

as opposed to capital.

Record keeping

If you have a property portfolio, it is advisable to

have up to date accounting records to be able to

assess:

By using a cloud based software package, such as

Xero, this will provide real time information and

prepare you for Making Tax Digital. 

*mortgage interest is only tax deductible on the original purchase price
plus improvement costs  
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Tax efficient extraction    

OF PROFITS   

TAX EFFICIENT
EXTRACTION OF
PROFITS FROM A
LIMITED COMPANY
STRUCTURE 

Salary
Dividend
Interest
Pension

A limited company is a separate legal entity from
you as an individual.  It has its own tax status and
pays corporation tax on its profits at the prevailing
rate which is currently 19%.

This means that any profit after corporation tax has
been paid is left in the company available for
distribution to its shareholders.

The use of the company structure allows the ability
to extract funds in the most tax efficient way.  

As a shareholder you can withdraw these funds in a
variety of ways

Salary

If you take a salary, you need to set up a payroll
scheme and pay income tax and PAYE on a monthly
basis to HMRC.

Employer’s national insurance is payable on salary
paid over the basic national insurance (NI) limit.

Advantages of having a salary are that you are
entitled to certain benefits by earning years
qualifying for NI contributions.  Salaries are also
fully deductible as expenses against profits.

The salary option is preferred in some situations,
but dividends are usually more tax efficient.
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Owning Property   
VIA  L IMITED
COMPANY

Dividend

Paying a dividend is another way of extracting
profits from a company. Dividends can only be paid
from realised profits.

The tax treatment of dividends depends on the
shareholder’s personal income position.  The tax
rates that apply to dividends based on total income
are:

First £1,000 0%
Basic rate taxpayer 8.75%
Higher rate taxpayer 33.75%
Top rate taxpayer 39.35%

Interest

Loan interest is another way of extracting funds
from your company.

If you have lent your company money, perhaps to
fund a deposit needed to buy the first property,
then you can charge your company interest.

There are three benefits to charging interest:

1. No national insurance is due on paid interest
2. Company can claim a deduction for interest paid
3. Every individual has a tax-free allowance of up to
£1,000 interest received (£500 for higher rate
taxpayer)

There is a process to follow to pay interest from a
company to an individual e.g. withholding basic rate
tax and filing quarterly returns. 

Stamp duty (plus 3% surcharge)
Capital gains tax due on the difference between
current market value and original cost (on
residential property for higher rate taxpayers,
the rate is 28%)

Share Structure

You can also be tax efficient by considering who
are the company’s shareholders.  Anyone over 18
can hold shares in a company.

If shares are issued at incorporation no immediate
tax charges apply.

If an existing property portfolio exists in a company
structure, advice needs to be taken before gifting
shares to a connected party

Transferring existing properties into a limted
company 

Any transfer of properties from one person to
another gives rise to

Subject to certain criteria being met, it is possible to
incorporate a ‘rental business’ and not trigger
capital gains tax and stamp duty using
incorporation relief.  Detailed tax advice must be
taken before going down this route.

TAX EFFICIENT EXTRACTION OF PROFITS 
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CAPITAL GAINS    

CONSIDERATIONS  

CAPITAL GAINS
CONSIDERATIONS 

No gain/no loss transfers between spouses

Utilising the annual exemption

Timing of the disposal

Plannning the disposal so that tax implications

are known before disposal

Principal Private Residence Relief - last 9

months of ownership

Special rates of Capital Gains Tax - 18% basic

rate / 28% higher rate

From 27 October 2021 CGT will be payable 60

days after the property is sold and a Capital

Gains Tax Return submitted.  

Disposing of residential property whether owned

personally or within a corporate structure creates a

capital gains tax liability .

It is therefore important to take professional advice

before undertaking any disposal to discuss the

factors highlighted below that will affect your final

tax liability 
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Owning Property   
VIA  L IMITED
COMPANY

Residential Property
 
Letting property is an ‘exempt supply’ for VAT
purposes; this means that you do not charge VAT
on the rent and neither can you recover any VAT
paid for expenses incurred in managing your rental
business.

Commercial property

Although the general rule with property is that it is
VAT exempt, it is possible to waive this exemption
and make the property ‘VATable’.  This is also
known as opting to tax the property.

When a property is opted, it means that any
supplies made from it are subject to VAT i.e. rents
need to have VAT added; also if the property is sold
then VAT will be added to the purchase price.
The landlord can recover VAT on all costs
associated with letting the property to the
commercial tenant e.g. repairs, building works,
professional fees.

Properties are opted on a building by building
basis.

When buying commercial property, make sure you
take advice on whether to opt or not depending
both on your current circumstances and your plans
for the property.

Property must currently be let to a tenant
Both the buyer and seller must be VAT
registered at time of exchange
Buyer must opt to tax the property
Transfer documents should be for ‘transfer of a
letting business’

Transfer of going concern

To avoid paying VAT on a VAT registered property,
it is possible to make use of the Transfer of Going
Concern (TOGC) rules.  Providing you meet certain
criteria as set out below, you can avoid paying VAT
to the seller and thereby reduce the cashflow
needed to complete the purchase.

These, broadly, are the conditions

The VAT rules recognise property letting as a
business activity.  So the transfer of a property
being let under a lease to another person can be
considered as a transfer of the business under the
VAT legislation.

A benefit of being able to apply the TOGC rules
also means that VAT is saved on the stamp duty on
the purchase price.

VAT IMPLICATIONS 



www.bryden-johnson.co.uk
 
 

For further information contact jackie.wilding@bryden-johnson.co.uk
 
 
 
 
 

Kings Parade, Lower Coombe Street, Croydon, CRO 1AA
020 8686 0255

info@bryden-johnson.co.uk 


