Hazlewoods Accountants in an Interview with Buyacarehome Consider the
Practical Considerations when Structuring Your Care Business: Choosing
the Right Model for Growth, Protection and Exit

For care home owners, operators and investors

How you structure your care business has a significantimpacton:

e Corporation and personal tax
o Asset protection

e Cashflow

e Borrowing

e Succession planning

e Attracting investors

o Selling your business

The "right" structure depends on where your business is today—and where you want it
to be in five to ten years.

Why Structure Matters

Manyindependent care businesses begin as a simple owner-managed operation. As
the business grows, that original structure often becomes less efficient.

A poorly designed structure can:

e increase tax costs

e expose valuable property assets to trading risks
e restrict future investment

e make succession more complicated

e reduce flexibility when selling

“Reviewing your structure before growth—or before an exit—is usually far easier than
changing it later.”



Option 1

Sole Trader or Partnership
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Pros
* Simple — one set of accounts, one tax regime.
No information on public record.

Cons

= Unlimited personal liability for all debts.

= All profits taxed, regardless of how much cash
the partners need to take to live on.

Best suited to

e Smallsingle-home operators
o Lifestyle businesses

Exit planning

Pros

= Trade and assets sale is straightforward and
should qualify for BADR.

Cons

= Difficult to bring in external investors or
management equity.

= Could be less attractive to buyers as only
asset sale available (more SDLT).

e Businesses with noimmediate growth or sale plans

Advantages
e Simple administration
e Onetaxregime
e Minimalcompliance
e Private financialinformation

Things to consider

e Unlimited personalliability

e Profits taxed personally regardless of drawings

o Difficultto bring in investors
e Limited exit flexibility

Hazlewoods Insight

“Whilst suitable for some smaller operators, this structure rarely provides sufficient

flexibility once a business begins to expand.”



Option 2

Separating Property from Trading = A Common Structure for Growing
Care Operators

Hazlewoods
Partnership or sole trade Shareholders
owns freehold and any
bank debt \ | /
—
m Rent charged
[]
Tax and commercial Exit Planning
Pros Pros
= More tax efficient in terms of trading profit - if retaining = Risk —trade in a limited liability environment.
and reinvesting. Opco pays CT at 25% on retained Asset protection. {Property ring fenced from
profits vs up to 45% income tax sole trader/partnership. trading risk).

= Flexible extraction from Opco — salary/dividend.
Alphabet shares — family possibilities.

Cons Cons
= Income tax on rent.

Easier to introduce management equity.

= Capital gains tax (possibly no BADR - but would

= |HT exposure. only affect very small transactions).
= No group relief — if Opco makes a loss, cannot offset = If selling to the same acquirer — more SDLT and
against rental income in partnership / sole trade professional costs.

Personal liability remains on the bank debt

One of the most common structures we see in the care sector is where the property is
owned personally (or by a partnership) and the care business trades through a
limited company.

The trading company pays a commercial rent to the property owner, separating the
operational business from the property investment.

Why operators choose this structure

For many owner-managed care businesses, this structure strikes a balance between
tax efficiency and protecting valuable property assets.

Retaining trading profits within the operating company allows profits to be taxed at
corporation tax rates before being reinvested, while ownership of the property remains
outside the trading business.

It can also provide greater flexibility over remuneration, allowing owners to extract
income through a combination of salary, dividends and rentalincome.



Key advantages
Tax efficiency

o Trading profits retained within the company are generally taxed at corporation
taxrates, providing greater funds for reinvestment and growth.

o Directors have flexibility over how profits are extracted through salary and
dividends.

e Share structures can support wider family ownership where appropriate.

Commercial protection

e Property is separated from trading risk.

o Ifthe trading company encounters financial difficulties, the property is generally
protected from operationalliabilities.

o Limited liability applies to the trading business.

Growth and succession

o Easiertointroduce new shareholders or management equity into the operating
company without changing ownership of the property.

o Creates a clearer distinction between property investment and business
operations.

Points to consider
This structure is not without challenges.

e Rentalincomeremains taxable on the property owners.

e Personally owned property may continue to form part of the owner's estate for
inheritance tax purposes.

o Group relief is generally unavailable because the property ownership sits
outside the corporate structure.

o Existing bank borrowing secured personally may continue to expose owners to

personal liability.

Exit planning

Separating property from trading can provide significant commercial flexibility when
planning a future sale.



Potential benefits include:

e Buyers can acquire the trading business while the owners retain the property
and receive ongoing rentalincome.

e Property assets remain insulated from day-to-day trading risks.

e Managementshareincentives are easier to introduce within the trading
company.

However, owners should also consider:

e Thesale of the property may give rise to Capital Gains Tax.

e Transactions involving separate property and trading businesses can increase
legal complexity and SDLT costs.

e Business Asset Disposal Relief may not always be available, depending on the
ownership structure.

Hazlewoods View

For many independent care operators, separating the property from the trading
business represents an effective balance between asset protection, tax efficiency
and future flexibility.

However, the right structure depends on your long-term objectives. Factors such as
future acquisitions, succession planning, family ownership, funding arrangements and
exit strategy should all be considered before restructuring.



Option 3

Single Limited Company
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Tax and commercial Exit planning
Pros Pros

If single care home, possibly most efficient structure = Share sale is available.
unless of a size where sale of property separately is a
realistic scenario.

= BADR potentially available assuming conditions met.

CT on all profits at 25% vs up to 45%. Operator

retaining profits and paying down bank debt— real Cons
savings. = [f multiple homes — what about exit? Sold to the same
« Limited liability. acquirer or not?
= Properties and trades sold together? Less of an issue
Cons for smaller homes.
* Property and frade exposed to each other - no ring- = |f property sold separately, CT on gain and potentially
fencing. income tax to extract cash.

= Cannot incentivise management without diluting
property ownership.

Best suited to

e Single-home operators
e Businesses retaining profits for reinvestment

Advantages
e Limited liability
e Corporationtax on retained profits

e FEasieraccess tofinance
e Straightforward governance

Considerations
e Property and trading risks remain together
e Limited flexibility for managementincentives

e Separate property sales may create additional tax costs

Hazlewoods Insight

“For many first-time care home owners this is the most practical structure, but
expansion plans should be considered early.”



Option 4

Separate Companies for Each Home

Hazlewoods

Common Common Common
Shareholders Shareholders Shareholders

\ \ / \ J

BEe |(He| B

Tax and commercial Exit planning
Pros Pros
= Avoiding audit / privacy over financials. * Easytosubsell
= Risk ring fence between homes / CQC. =  Proceeds in hand
= Multiple banks.
Cons
cons- " g CGTonsale
= Moving cash around is complicated and : )
creates intercompany loans — alternative is to *  Multiple transactions

extract by dividends (tax) and then capital
injection.

= No group relief.

Suitable where
Operators manage several individual homes.
Benefits
e Ring-fences operationalrisk
e Individualhomes can be bought orsold
e Greater CQC risk management
e Improved banking flexibility

Challenges

e More administration
e Inter-company funding becomes more complex
e Group relief unavailable without a holding company

Hazlewoods Insight

“This model can provide greater commercial protection but often benefits from being
combined with a holding company.”



Option 5

Holding Company Structure
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Pros Pros
= Group treasury — tax free dividends up the = SSE/CGT (12 months)
L = Flexibility around sale.

= Group relief. = Management incentivisation.

= Easy to add new homes to the structure.
Cons

= Fall into audit more quickly / publicly available
information.

Often the preferred structure for growing operators
Benefits

o Tax-efficient movement of profits

e Group relief

o Easieracquisitions

e Flexible ownership

e Supports management equity

o Greater exit planning opportunities

Considerations

e More complexadministration
e Increased reporting requirements
e Audit thresholds reached sooner

Hazlewoods Insight

“For operators planning growth through acquisition, a holding company structure often
provides the greatest long-term flexibility.”



Option 6

Family Investment Companies
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Other parts to consider / areas we are commonly seeing

Shareholders could be owners
and family / trusts.
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Subsidiary 1 Subsidiary 2 Subsidiary 3

= Upon a sale of the group — a significant part of the sale proceeds could go into the FIC tax free (SSE) for the benefit
of the wider family (invest in other assets such as property, portfolio etc) and some proceeds directly to owners.

= VAT — management charges.

= QOverdrawn directors loan accounts

Increasingly, family investment companies are being used alongside care businesses
to:

e preserve family wealth

e reinvest sale proceeds

e supportsuccession planning
o facilitate estate planning

They can be particularly effective where owners wish to separate operating businesses
from longer-term family investments.



Questions Every Care Operator Should Ask

e Are property and trading risks appropriately separated?

e Could profits be retained more tax efficiently?

e Isthe structure suitable for future acquisitions?

e How easywoulditbe to sell one homerather than the whole group?
e Are managementincentives possible?

e Will the structure still work in ten years?

Key Takeaways
There is no single "best" structure.
The most effective structure depends on:

e growth ambitions
o funding strategy

o family succession
o taxefficiency

e exit objectives

Businesses that review their structure before significant expansion generally retain
greaterflexibility and avoid costly restructuring later.

How Hazlewoods Can Help
Our specialist healthcare team advises care home operators on:

e Business structuring

e Taxplanning

e Group reorganisations

e Acquisitions

e Succession planning

o Exitstrategy

e Familyinvestment companies



Hazlewoods

Rachael Anstee
Partner

John Lucas
Partner

@ Rachael.Anstee@hazlewoods.co.uk @ John.Lucas@hazlewoods.co.uk

HLB ) e siosat advisory

S
AND ACCOUNTING NETWORK

This presentation has been propared as a guide 1o oplos of current financial business interests. W strongly recommend you take professional advice

ions on 2 here ity for any s to any person acting a5 3 result of the material can be acoepted by us.
Hazlewoous LLP ks & Limited Lisbiity Farinership fegistered in England and Wales with number OC311817. Registored office: Staverton Court, Staverion,
Ghehennam, Gics, GLS1 OUX, Alist of LLP pariners is available for inspection at each office. Hazlawoods LLP is registered 1o carmy on audil work in the
UK and roguiated for a range of iwvestment business activilies by the Institute of Chartered Accountants in England & Wales.




