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Foreword

By the author

People in the UK have invested in property for centuries.
Substantial increases in personal wealth and disposable income
over the last few decades, together with problems in other areas of
investment and in the pensions industry, have, however,
combined to make this an important new area of personal
financial planning.

Despite recent difficulties in the UK property market, I personally
believe that the property investment sector as we know it today is
here to stay. Naturally, the sector will have its ups and downs, as
any other sector does, but the philosophy of property investment
as a ‘career move’, or a ‘pension plan’, is now so well entrenched
that it is impossible to imagine that it could ever disappear
altogether.

In 2002, in response to the huge demand for advice on property
taxation issues which we had been experiencing at Taxcafe.co.uk,
we published the first edition of How fo Avoid Property Tax, the
sister publication to this guide. In the following years, the demand
for property taxation advice continued to grow at a phenomenal
pace and this is responsible for the fact that our first guide is now
in its fourteenth edition and this guide is now in its ninth.

But it isn't just the quantity of advice being demanded that we
have seen increase, it is also the level or, if you like, the quality of
advice being demanded that we have seen increase significantly.

We have also seen a huge broadening in the type of activities
undertaken by the typical property ‘investor’, many of whom will
now, at least partly, be classed as property developers, dealers or
managers. This guide, along with its sister publication, has evolved
in line with our readership and now caters for the whole range of
property businesses which our readers undertake.

As I have already suggested above, a strong trend has emerged for
people to enter the property investment business as a profession or
as a means to save for retirement.



This ‘new breed’ of property investor is entering the market with a
much higher degree of sophistication and is prepared to devote
substantial time and resources to the business.

Almost every one of these ‘professional investors’ asks me the
same question: “Should I use a company?” Very often, they are
hoping for a nice, simple, single-word answer and, being the
helpful chap that I am, I give them one: “Maybe!”

Being an accountant, you may think that my slightly evasive
response is merely a ploy to enable me to earn more fees from
consultancy work. However, you would be quite wrong, as
“maybe” is the only answer that I could possibly give. This
question is not an easy one to answer. There are a huge number of
factors to be taken into account, not all of which relate to
taxation, and it is therefore impossible (not to mention
inadvisable) to simply give a straightforward “yes” or “no” answer.
(And, in any case, I have plenty of consultancy work already,
thank you!)

The first aim of this guide, though, s to answer that question, not
in a single word, but in the many thousands of words that, in
reality, the answer to this highly complex question actually
requires. So, to provide you with a truly thorough answer to this
crucial question, we will begin, in Chapters 1 and 2, by looking at
the basic tax (and non-tax) implications of using a company.

The UK tax regime for companies is quite different from that
applying to individuals, or indeed to partnerships, trusts or other
potential investment vehicles. The company tax regime has quite a
few quirks, which can prove to be costly traps for the unwary. It is
therefore extremely important that any property investor
considering the company route understands what they are getting
themselves into!

In Chapters 3 to 10, we will move on to a more detailed look at
the taxation of UK property companies. Here we will discover that
there are several different types of property company and that
each gives rise to a different set of tax implications which need to
be considered carefully by the prospective corporate property
investor.



Chapter 11 then provides a summarised comparison of the tax
position of companies and individuals.

Following that, in Chapter 12, we will take a detailed look at all
the factors involved in making the decision whether to use a
company and their implications for the property investor. This is
illustrated throughout by several examples designed to highlight
the key issues.

In Chapter 13 we will begin to apply what we have learned so far
by focussing on one of the most important benefits of using a
property company: interest relief.

As most readers will know, individual property investors can only
set interest costs against their rental income, often leading to
rental losses which can generally only be carried forward and
cannot usually be set off against other income or even capital
gains on the same property.

One of the main benefits for a property investor in using a
company is the ability to set interest on funds borrowed for a
company’s property investments against other income or capital
gains within the company or even the investor’s own salary or
other income.

In Chapter 13 we will see the difference that this different
treatment of interest costs can make to a property investor over
many years as the economic cycle produces both short-term losses
and long-term gains.

Reaching a Conclusion

In the end, only you can really decide whether a property
company is appropriate for you - by undertaking a detailed
examination of your own individual position and weighing up all
of the factors involved.

My aim in this guide is to enable you to reach that unique
individual conclusion and make a well-informed decision armed
with a strong understanding of the many issues involved.



Whether you’re one of those ‘professional investors’ whom I
referred to earlier, or one of the many ‘gifted amateurs’ whom 1
also frequently meet; whether you see your property business as
your pension plan or just a good way to supplement your income;
whether you're developing, dealing, managing or just renting out
your properties; whether you've always had a master plan or you
stumbled into property investment by accident; in fact, whatever
your circumstances may be, this guide will help you understand
the questions you need to ask yourself before you can make a truly
informed decision whether to use a property company or not.

And you may also find that “yes” or “no” are not the only answers
to the property company question that you come up with. Many
of my clients, with my guidance, decide that the answer for them
is “partly” or “later”.

There is absolutely nothing to stop an investor from running two
property businesses in parallel — one as an individual and one
through a company. Many investors also find that the best route
for them is to start with a small property business owned
personally and then to start up a second property business in a
company later on.

Operating Your Property Company

Once you've made the decision to operate some or all of your
property business through a company, whether with the help of
this guide or not, you will then want to run your company in the
most beneficial way possible.

The second function of this guide is therefore to provide the tax-
planning advice and the warnings of potential pitfalls that you
will need to know in order to minimise your tax burden as a
property company owner.

Hence, as well as providing the overall summary of the property
company tax regime in the early chapters of this guide, many
more potential planning possibilities and possible pitfalls are
covered in Chapters 14 to 16.



Chapter 17 then introduces some more specialised property
company structures before lastly, in Chapter 18, at the end of the
guide, our detailed findings are neatly summarised, giving you a
final opportunity to weigh the whole thing up.

Tips and Warnings

Sprinkled throughout this guide, you will also find many ‘Tax
Tips’ and ‘Wealth Warnings’ designed to highlight key points
where there are extra savings to be made or traps to catch the
unwary! Watch out for both of these as you read the guide.

Predicting the Future

In order to reinforce the issues discussed in this guide, I will
demonstrate the tax implications of corporate property investment
through the use of several worked examples.

In my examples, I have naturally had to make various assumptions
about external factors beyond the control of the property investor,
including:

e The growth of property values
e The future rate of inflation
e Interest rates

e The rates of return on property investment (i.e. market
rental levels)

e Future changes to the UK tax system

I have made my assumptions as reasonable as possible, based on
my experience of the property investment sector and the UK
taxation regime.

However, if I can predict one thing with any certainty it is that the
tuture will not be exactly as any of us may predict. Hence, whilst 1
believe that the conclusions that I have been able to draw in this



guide are validly based on sound principles, the reader must
nevertheless bear in mind that those conclusions are, to some
extent, dependent on uncertain predictions about the future.

In preparing the examples in this guide, I have assumed that the
UK tax regime will remain unchanged in the future except to the
extent of any announcements already made at the time of
publication and some purely inflationary increases to tax bands,
exemptions and allowances.

As far as any purely inflationary increases are concerned, I have
used the increase in the Retail Prices Index to September 2010
(4.6%) as the basis for the one figure not yet announced for
2011/12 and an estimated annual inflation rate of 3.5% for all
future years. Subject to any announcements already made by the
Government, I have then applied these estimated inflation rates
to:

¢ Income Tax personal allowances
¢ The annual Capital Gains Tax exemption

e Income Tax and National Insurance rate bands below
£100,000

e The rate of weekly Class 2 National Insurance contributions

The resultant future estimated personal tax rates for the tax years
2012/13 to 2014/15 are set out in Appendix B.

Most of the personal tax rates and allowances for 2011/12 were
announced in December 2010 and these are included in Appendix
A. The only estimate which I have had to include there is the
annual Capital Gains Tax exemption and even that should now be
reasonably accurate. Note, however, that the Government has not
yet confirmed the Capital Gains Tax rates for 2011/12. In
Appendix A, 1 have assumed that these will remain unchanged
from current rates, but this cannot be guaranteed.

For later years from 2012/13 onwards, please remember that all of
my assumptions are made simply for illustrative purposes and are
only my ‘best guess’; so some variation from my figures can be
expected. The further we look into the future, the greater that
variation is likely to be.



In reality, we are bound to see more significant changes to the UK
tax system at some point in the future, especially following the
recent change of Government. Whilst we have no idea when such
changes will take place, they will almost certainly occur within the
timescale which most long-term property investors are
considering.

In Section 18.2, at the end of the guide, I have therefore attempted
to analyse the potential impact of any further changes to small
company taxation that we may see over the next few years.

Nevertheless, despite the ever-present possibility of changes to the
tax regime, I remain firmly of the opinion that there will always
still be a great many property investors for whom the use of a
company vehicle to hold their investments will continue to be
highly beneficial.

As with any other tax planning, my advice is this:

Hope for the best,

Plan for the worst,

Review your position constantly, and
Expect the unexpected!

About the Examples

In addition to the points made above regarding the future of the
UK tax regime, please note that, unless specifically stated to the
contrary, all persons described in the examples in this guide are
UK resident, ordinarily resident and domiciled for tax purposes.

All persons described in the examples in this guide are entirely
fictional characters created specifically for the purposes of this
guide. Any similarities to actual persons, living or dead, or to
fictional characters created by any other author, are entirely
coincidental. Likewise, the companies described in the examples in
this guide are similarly fictional corporations created specifically
for the purposes of this guide and any similarities to actual
companies, past or present, is again entirely coincidental.



Scope of this Guide

This guide is aimed primarily at UK resident property investors
considering or using a UK resident company to run their property
business (although issues facing non-resident investors or non-
resident companies are covered briefly in Section 16.6).

The reader must bear in mind the general nature of this guide.
Individual circumstances vary and the tax implications of an
individual’s actions will vary with them. For this reason, it is
always vital to get professional advice before undertaking any tax
planning or other transactions that may have tax implications.
The author cannot accept any responsibility for any loss that may
arise as a consequence of any action taken, or any decision to
refrain from action taken, as a result of reading this guide.

Married Couples & Registered Civil Partnerships

Throughout this guide you will see me refer several times to
‘married couples’, ‘husbands and wives’ or ‘spouses’.

Since December 2005, same-sex couples have been able to enter
into a registered civil partnership affording them all of the same
legal rights and obligations as a married couple.

This equality of treatment also extends to all UK tax law and
hence, throughout this guide, any reference to ‘married couples’,
‘husbands and wives’ or ‘spouses’ should be taken to also include
registered civil partners.

It is important to remember however, that unless specified to the
contrary, the tax treatment being outlined will be available to
legally married couples and same-sex couples in a registered civil
partnership only.

Remember also that marriage, or civil partnership, is not always
advantageous for tax purposes. It really is a case of ‘for better or
worse'!



The Last Word

Finally, to close this foreword, may I just say that whatever type of
property investor you are, and whatever decision you reach about
the possible benefits of using a company, I would like to thank
you for reading this guide and wish you every success with your
investments.
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