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Guide to:


 Owning a Commercial Property 
Within a Pension Scheme


WHAT YOU NEED TO KNOW
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What we can do for you 
With access to specialist lending institutions we can source you the best commercial mortgage 
for buying a property to hold in your pension scheme.


Because of our vast experience in both commercial finance and pension scheme administration 
we are uniquely placed to help you achieve your goals, which is why we are the loan provider of 
choice for clients seeking to invest in pension scheme property. 


After taking your instructions, we will seek to find you the best loan rate and terms and conditions 
to meet your need.  There are no upfront fees and no fees to pay should you decide not to 
proceed.   


With our access to such a wide panel of lenders, the low finance rates we can obtain for you 
means that you get to keep more of your money in the pension scheme so enhancing your fund 
growth and improving your retirement income.


We can provide you with funds for development work for the property as well as the purchase.   


Buying a property to hold in a pension scheme is a complex matter and to help you we have 
provided in this document some generic guidance / information for your consideration.  Nothing in 
this guide constitutes regulated financial advice. For regulated financial advice, you should 
contact an FCA regulated financial adviser. This guide has been prepared in order to help you 
understand the pension scheme requirements for holding commercial property but we 
recommend that you clarify with your chosen pension scheme administrator exactly what their 
requirements are and what responsibilities they will put on you.


An example of the amount of money that a pension scheme client could save over the term of the 
mortgage by using Redcliffe Finance is illustrated below.  The £50,314 saving (depending on the 
investment strategy of the pension scheme) could grow to provide a significant increase in 
pension benefits.


Redcliffe Finance Alternative Lender

Property Purchase Price £500,000 £500,000

Mortgage Amount Required £200,000 £200,000

Annual Interest Rate 1.9% 4%

Mortgage Term 20 Years 20 Years

Capital Repayment Mortgage (Monthly 
Repayment)

£1,002.32 £1,211.96

Total Amount Repayable £240,557 £290,871
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1. Definitions 
Pension Scheme Administrator means the company providing a Self Invested Personal Pension 
(SIPP) or Small Self Administered Scheme (SSAS).


Pension Scheme means a SIPP or SSAS.


Pension Scheme Trustees means the trustees of the pension scheme.


RICS means the Royal Institution of Chartered Surveyors.


RICS Red Book means RICS Valuation – Global Standards 2017 (the 'Red Book') contains 
mandatory rules, best practice guidance and related commentary for all members undertaking 
asset valuations. The Red Book is issued by RICS as part of their commitment to promote and 
support high standards in valuation delivery worldwide.


2. Primary Aim 
The primary aim of a pension scheme is to provide you with the necessary level of income in 
retirement.  Commercial property as an allowable pension scheme asset offers different risks and  
rewards and regulatory complexity than other allowable pension scheme assets; there are also tax 
and liquidity issues that must be considered, therefore before purchasing a commercial property it 
is vitally important that you have researched the asset fully and taken the appropriate advice that 
you deem necessary.


There are also legal obligations that need to be adhered to which will be set out in the tenant’s 
lease and there are also HMRC obligations that fall onto you and the pension scheme 
administrator and the pension scheme trustees.  Due to the HMRC obligations and to keep your 
pension scheme as free as possible from unnecessary tax charges, you will need to adhere to 
prescriptive requirements on:


1. The purchase and sale of the property;

2. The lease;

3. The property insurance;

4. The periodic valuation requirements;

5. Rent receipts and arrears.


3. Risk Considerations 
1. Commercial property is probably the most complex asset to hold within a pension scheme.  

You should therefore discuss the buying of a property and the on-going obligations with your 
adviser.


2. You may have difficulty in selling the property and realising funds for reinvestment or taking 
pension benefits.


3. Depending on market conditions the property may fall in value which will impact the value of 
your pension fund.
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4. Types of Allowable Property 
Most pension scheme administrators allow the pension scheme to hold:


1. Shops

2. Industrial Units

3. Business Offices

4. Clinics and day nurseries

5. Restaurants, pubs and bars


The above list is purely to indicate the types of commercial property that are allowable within a 
pension scheme.  The list is not exhaustive but your chosen pension scheme administrator can 
confirm if they allow the pension scheme to hold the property you are considering.


5. Property Exclusions 
Most pension scheme administrators will exclude the following types of property, but you should 
check with them for confirmation about the property you are considering:


1. Property outside of England, Wales, Scotland and Northern Ireland

2. Hotel rooms

3. Storage pods

4. Residential property

5. Property where it is deemed that there is no re-sale market

6. Property where there are environmental concerns - e.g. petrol stations

7. Nursing and residential care homes

8. Property with onerous covenants

9. Leasehold property with an unexpired term of 99 years or less

10. Property that the pension scheme administrators’s insurers won’t cover

11. Gardens 

12. Garages

13. Parking lots

14. Property bought at auction

15. Tangible moveable property or goodwill or fixtures and fittings


The reasons that certain types of property are excluded are various but in essence the pension 
trustees have a legal responsibility to protect the pension scheme from:


1. Tax liabilities

2. Regulatory concerns

3. Property that cannot be readily inspected

4. Onerous costs that could deplete the fund value

5. Property scams

6. Unacceptable liabilities that could fall on the pension scheme due to the property type


6. Ownership Structure 
Like all pension scheme assets, the legal title of the property is held in the name of the pension 
scheme trustees on behalf of the pension scheme member/s.  You will not be the legal owner of 
the property, though the trustees will hold it for your benefit.
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7. Pension Scheme Administrator Responsibilities 
1. To act as a commercial landlord would, this includes chasing rent arrears on both connected 

and unconnected tenants and taking any required legal action.  This is required by HMRC and 
other regulators.


2. To ensure that the property is adequately and appropriate insured at all times. 

3. To value the property as and when required. E.g. rent review, insurance rebuild requirements, 

taking benefits.

4. Where the lease allows, to recover all insurance and service charges due from the tenant that 

have initially been paid from the pension scheme.

5. Where development work is being considered, the pension scheme administrator will be 

responsible for approving development work, contractor quotes and instructing the contractor. 

6. To approve the purchase / sale of the property and the drafting of the lease.

7. To take any action deemed necessary in order to comply with any civil or criminal sanctions 

that either occur or are likely to occur. 


So your choice of pension scheme provider is key;  it is important to ensure that they have robust 
systems and controls to keep your property compliant and free from unnecessary tax charges.


8. Pension Scheme Member Usage (connected party) 
If as a pension scheme member you intend to use the property within your pension scheme:


1. You must have a Full Repairing and Insuring (FRI) Lease in place as would be required for any 
tenant. A solicitor should prepare this.


2. You must abide by all of the legal requirements of the lease, e.g. valuation periods and 
property inspections.


3. You must pay the full market rent as would be required for any tenant.  Normally the pension 
scheme administrator will engage a RICS qualified valuer to determine the level of rent 
payable.


4. The property must be adequately and appropriately insured. Some pension scheme 
administrators have a block insurance policy - you may find this cheaper than the pension 
scheme individually insuring the property.


5. If there is insufficient cash within the pension scheme to meet liabilities on the property such 
as business rates, fees or insurance the pension scheme administrator normally reserves the 
right to sell the property to meet the debts.
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9. Connected Party 
A connected party is one who is connected to the pension scheme.  It may be that the pension 
trustees will be purchasing the property from the pension scheme member, in this instance the 
transaction must be made at full market value; in legal terms ‘an arm’s length’ transaction.  A sale 
of a property to a connected party must also be conducted at full market value.  Normally a RICS 
qualified valuer will conduct the independent valuation.


It is vitally important that a connected party adheres to every aspect / term of the lease.  Failure to 
do so could result in tax sanctions on the pension scheme and the pension scheme member 
personally.


Where a connected tenant fails in its lease obligations most pension scheme administrators will 
take action to ensure that the pension scheme is protected from tax liabilities.  This could involve 
selling the property at auction.


10. Taxation 
1. Any growth in the property value is free from Capital Gains Tax.


2. The rental income is free from Income Tax.


11. Purchasing The Property 
Purchasing a commercial property for a pension scheme must follow strict rules and a defined 
process but the timescale for purchase can vary significantly depending on many factors. The first 
stage in the process is normally to complete the pension scheme administrator’s Property 
Application Form in order that they can assess the proposed purchase and the property’s 
suitability to be held in a pension scheme.  


The property can be purchased via the pension scheme either for cash held within the pension 
scheme or for cash and borrowing from a lender.  If you wish to borrow to fund the purchase there 
is a maximum limit set by HMRC that must be adhered to.  The pension scheme can borrow up to 
50% of its net fund value to fund the purchase.  The loan terms will be set by the lender and will 
be arranged in the name of the pension trustees as the legal owners of the property.  Most 
pension scheme administrators will insist that a limited liability clause is inserted into the loan 
agreement that limits the lender charge to the value of the pension scheme; this is to protect the 
pension trustees from an increasing debt where a default occurs.


The rental income from the property should be sufficient to cover all liabilities associated with the 
property.  It is also a requirement of the pension scheme administrator that all funds and any 
borrowing are in place before the exchange of contracts.   The borrowing can be confirmed by the 
lender providing an offer letter.


Your pension scheme can own 100% of the property or you can own part of the property yourself 
and the remainder can be held within your pension scheme. Alternatively, the property can be 
bought between different pension scheme.  Where a property is owned by different pension 
schemes the pension scheme administrator will normally require a Co-ownership Agreement to be 
completed which sets out the ownership percentages and each party’s rights. 


VAT may be payable on the purchase price where the seller has previously elected for VAT.  
Normally the VAT can be recovered but it will need to be funded from the pension scheme until it 
has been reclaimed.  Where a VAT election has not been made on the property to be purchased, 
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VAT will not normally be payable, though there may be some exceptions, such as new build.  
There may be circumstances where you may wish to elect the property for VAT e.g. where 
substantial development work is to be done and you want the pension scheme to reclaim the VAT 
paid.


For every property purchase the pension scheme administrator will normally require:


1. Official copies of the registered title together with the official copy plan of the title number(s) 
that the pension scheme is to acquire.


2. For leasehold properties they will require copies of all individual leases and the registered title 
for the superior leasehold interest.


3. An Environmental Search - the result of which should be clear or ‘Passed’.

4. A Local Authority Search. 

5. A Water and Drainage Search.

6. A Chancel Repair Search - the result of which should be clear or ‘Passed’.

7. A contract that includes the pension scheme administrator’s limitation of liability clause.

8. Completed Commercial Property Standard Enquiries.

9. Early confirmation of whether VAT is to be charged on the sale.

10. Comprehensive details from the seller to ensure that the Control of Asbestos Regulations 

2006 are adhered to.

11. An appropriate Energy Performance Certificate (EPC) is provided.

12. Any legal mortgage must be addressed to the pension trustees.

13. A lease to be drafted by qualified solicitors.

14. A Co-ownership Agreement if there are multiple owners of the property.  


12. Buying a Property at Auction 
Most pension scheme administrators do not allow a pension scheme member to purchase a 
property at auction in the name of the pension scheme.  They cannot have a pension scheme 
member committing the pension trustees to a purchase that they are unaware of.  


A pension scheme member can personally buy a property at auction with the intention of putting 
the property in a pension scheme but there is no guarantee that the pension scheme 
administrator will allow the pension scheme to purchase the property from the pension scheme 
member as it may not comply with their requirements.  


Buying a property at auction adds complexity to the transaction and it is probably best to discuss 
this with the pension scheme administrator prior to proceeding.


13. Legal Requirements 
Buying a commercial property within a pension scheme is a complex matter and requires 
specialist knowledge therefore it is important to choose a solicitor who understands the 
requirements of pension schemes.  General solicitors may not have the knowledge or 
understanding and this can cause you delays.


 of 8 13



14. Lease Requirements 
Detailed below are the normal requirements that a pension scheme administrator will insist are 
included within a lease but you should check with them to ensure exactly what is required.


1. A Full Repairing and Insuring (FRI) Lease drafted by a solicitor.

2. The lease will be excluded from the Landlord and Tenants Act 1954 - what does this mean?


• Included within the Act - the tenant has the right to remain in property occupation 
subject to the same terms as the existing lease until either party brings the lease to an end 
or a new lease is drawn up.


• Excluded from the Act - the tenant has no right to remain in property occupation unless a 
new lease is established.  If the tenant does remain in occupation and continues to pay the 
required rent and the landlord accepts the rent there is a risk that the tenant can obtain 
security of tenure and they will have protected occupation.


3. Where a lease is terminated all parties must abide by the terms of the lease and vacate the 
property under strict timescales.


4. Where a break clause is exercised, all tenants are required to give 6 months notice prior to the 
break being exercised.


5. Where the lease allows it, the lease may be assigned.  This will require the consent of the 
pension scheme administrator as they act as the commercial landlord.


6. Where a tenant is required to leave at the end of a lease, they must give at least 6 months 
notice prior to departure, in order that the pension scheme administrator can arrange for 
dilapidations.


7. Where a tenant fails to pay the rent or meet any other lease obligation the lease can be 
forfeited. 


15. Borrowing 
The pension scheme can borrow up to 50% of the net fund value in order to purchase a property.
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16. Valuation Requirements 
A property valuation will normally be required by the pension scheme administrator in the 
following circumstances:


Valuation Point Frequency Valuation Type

1 Point or purchase - connected party At event RICS Red Book

2 Point of sale - connected party At event RICS Red Book

3 Periodic requirements (scheme not in 
drawdown)

Every 5 years RICS Red Book

4 Clients in capped drawdown To comply with legislative 
requirements.  Clients that are 
less than 75 years old require 
3 yearly cycle. Clients that are 

over 75 years old - annual 
desktop with RICS Red Book 

update every 3 years.

RICS Red Book or desk top 
depending on date of 

previous valuation

5 Entering drawdown At event RICS Red Book or desk top 
depending on date of 

previous valuation

6 Age 75 BCE At event RICS Red Book or desk top 
depending on date of 

previous valuation

7 Application for protected status At event RICS Red Book or desk top 
depending on date of 

previous valuation

8 Pension sharing order At event RICS Red Book or desk top 
depending on date of 

previous valuation

9 Death At event RICS Red Book or desk top 
depending on date of 

previous valuation

10 New tenancy agreement At event RICS Red Book or desk top 
depending on date of 

previous valuation

Valuation Point Frequency Valuation Type

11 Variation to connected tenancy 
agreement

At event RICS Red Book or desk top 
depending on date of 

previous valuation

12 Rent concession for connected 
tenants

At event RICS Red Book or desk top 
depending on date of 

previous valuation

13 Rent review At event RICS Red Book or desk top 
depending on date of 

previous valuation
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17. Vacant Property 
Where the property is vacant:


1. The pension scheme will remain responsible for costs and liabilities associated with the 
property, e.g. mortgage, rates, utility bills & insurance etc. Sufficient liquidity should be 
maintained within the pension scheme.


2. The property will require regular inspection in order to comply with insurance, health and 
safety requirements and HMRC rules.  The pension scheme administrator will normally 
arrange this and the fee will be payable from the pension scheme.  


3. You should consider taking the following precautions as a minimum but should check with 
your insurer or the pension scheme administrator exactly what is required:


A. Mains services should be isolated.

B. Portable heaters should be removed from the property.

C. All unfixed combustible material should be removed.

D. Fences and boundary walls should be maintained.

E. Letter boxes should be sealed.

F. Windows and roof lights should be secured.

G. Existing alarms and protection systems should be operational and existing contracts 

maintained.

H. Central heating should be kept in full working order with the controls set at the 

appropriate level in order to prevent water pipes freezing and bursting.

I. The water supply should be turned off at the mains.

J. Sprinkler systems should be maintained where possible.


18. Insurance 
Where you choose the pension scheme administrator’s block insurance policy your 
responsibilities include:


1. Keeping the pension scheme administrator informed of any changes in the tenants 
circumstances (connected or non-connected) that you become aware of that could impact the 
property value.


2. Informing the pension scheme administrator if the property becomes vacant.

3. Informing the pension scheme administrator of anything that may impact the reinstatement 

value of the property e.g. changes and development.


14 Building works At event RICS Red Book or desk top 
depending on date of 

previous valuation

15 Reinstatement value for insurance 
purposes

To comply with insurance 
policy requirements

RICS Red Book or desk top 
depending on date of 

previous valuation

16 Transfers to another pension scheme To comply with HMRC 
requirements

RICS Red Book or desk top 
depending on date of 

previous valuation
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19. Building Works 
Having bought the property, you or your tenant may want to make some development 
improvements to the property, however, as the property is within a pension scheme everything 
must be correctly documented and paid for on an arm’s length basis in order to avoid 
unnecessary tax charges on you and the pension scheme.  


The pension fund can be used or money can be borrowed in order to develop and improve the 
property.  Appropriate planning permission must be obtained and a copy is normally required by 
the pension scheme administrator.  Where there is a Full Repairing and Insuring (FRI) Lease in 
place it is normally unlikely that the pension scheme will be permitted to fund such work unless it 
can be demonstrated that it will improve the value of the property and increase rental income.  If 
there are works that a landlord would normally pay for, these can be paid for from the pension 
scheme.  Where the property is vacant and you have a strategy for improving the property to 
make it more attractive to let or there are works to improve the EPC rating of the property these 
will probably be landlord works and can be paid for from the pension scheme.  Where there is a 
tenant and works are required to improve the EPC rating, the terms of the lease will dictate who is 
responsible. The tenant will be responsible for all on-going repairs and maintenance.  


Before any work commences the pension scheme administrator will insist on assessing and 
determining who is responsible for the cost of the work before they will approve the work to be 
undertaken.   Any landlord expenses must be approved by the pension scheme administrator 
before they are incurred as the cost may be the tenant’s responsibility.  Residential development 
of the property is normally prohibited. 

The pension scheme administrator will normally insist on and arrange an independent valuation of 
the works in order to determine that the cost is reasonable for the pension scheme to incur, this 
will protect you and the pension scheme from unnecessary tax charges in the event of an HMRC 
audit of the pension scheme.  Following completion of the work, the valuer will also value the 
property on a Gross Development Value (GDV) basis in order to determine what (if any) 
amendments need to be made to the lease terms and the rent payable.


The pension scheme administrator will normally require 2 separate quotations from independent 
contractors.  This enables them to compare costs and demonstrate to HMRC that the pension 
scheme has been fairly charged.  The contractor must NOT be connected to you and the pension 
scheme administrator will normally be responsible for approving the quote and instructing the 
contractor.  High value development work may require the pension scheme administrator to 
appoint an architect or project manager to act on their behalf.  They will appoint a suitably 
qualified individual, the cost of which will be borne by your pension scheme.


VAT is normally payable on building work.  The VAT can be recovered but only where any VAT 
exemption over the property is waived before any development work begins.  VAT repayment is at 
the behest of HMRC.


 of 12 13



20. Selling The Property 
It should be noted that property values can fluctuate, so you may get back less than you invested.  
Also there may not be a ready market for the property, which means that it may take longer to sell 
than anticipated. 


The property must be sold at full market value with an independent valuation.  If the property is to 
be sold to a pension scheme member or other connected party, the sale must be on an ‘arm’s 
length’ basis.


You can choose to sell the property at any time provided that the pension scheme administrator’s 
requirements are met prior to the sale. 


If the property is owned by multiple members, then the sale will take place in accordance with the 
Co-ownership Agreement. 





We’re here to help you.


If you have any questions on commercial property finance or holding property within a 
pension scheme, please call us.


 of 13 13


