Changes to buy-to-let rules
Stamp Duty Land Tax Increase - England, Wales and Northern Ireland
From 1st April 2016, higher rates of stamp duty will apply to individuals purchasing additional
properties, for example buy-to-let, in England, Wales and Northern Ireland where the property value
exceeds £40,000. The rates will be as follows based on current stamp duty rates:

Property value

SDLT rate

New rate if BTL or 2nd home

Up to £125,000

Zero

3%

The next £125,000
(the portion from £125,001 to £250,000)

2%

5%

The next £675,000
(the portion from £250,001 to £925,000)

5%

8%

The next £575,000
(the portion from £925,001 to £1.5 million)

10%

13%

The remaining amount
(the portion above £1.5 million)

12%

15%

Joint purchasers will be liable to the higher rates if either of the joint buyers has two properties or
more after the proposed purchase i.e. Mr is a first time buyer but Mrs has a flat she used to live in
and has decided to rent it out.
The higher rates will not apply to purchases of caravans, mobile homes or houseboats. Corporates or
Collective funds however will be liable on the first purchase of residential property i.e. no need for it
to be an additional purchase.
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Examples
£150,000 property

Pre 1 April 2016

Post 1 April 2016

£125,000 * 0% = £0

£125,000 * 3% = £3,750

£25,000 * 2% = £500

£25,000 * 5% = £1,250

Total £500

Total £5,000

£325,000 property

Pre 1 April 2016

Post 1 April 2016

£125,000 * 0% = £0

£125,000 * 3% = £3,750

£125,000 * 2% = £2,500 £125,000 * 5% = £6,250
£75,000 * 5% = £3,750

£75,000 * 8% = £6,000

Total £6,250

Total £16,000

£500,000 property

Pre 1 April 2016

Post 1 April 2016

£125,000 * 0% = £0

£125,000 * 3% = £3,750

£125,000 * 2% = £2,500

£125,000 * 5% = £6,250

£250,000 * 5% = £12,500 £250,000 * 8% = £20,000
Total £15,000

Total £30,000

The government issued a consultation on the policy detail on 28th December 2015, including
whether an exemption for corporates and funds owning/buying more than 15 residential properties
is appropriate. The outcome of the consultation will dictate the legislation, so the above information
is subject to change.

Stamp Duty Land Tax Increase - Scotland
If buying in Scotland then Land & Business Transaction Tax (LBTT) is applicable, not SDLT.
If you are new to the Scottish system, please view a list of LBTT rates here. Furthermore, a LBTT on
Property Transactions Calculator can be found here.
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Restriction of finance cost for individual landlords
The relief for finance costs (such as mortgage interest, interest on loans to buy furnishings and fees
incurred when taking out or repaying mortgages or loans) incurred by individuals who receive rental
income on residential property in the UK or elsewhere will be restricted to the basic rate of income
tax. The restriction will gradually be phased in from 6th April 2017.
Landlords will no longer be able to deduct all their finance costs from their property income to
arrive at their property profits. They will instead receive a basic rate reduction from their income tax
liability for their finance costs. The relief will be phased as follows:

Property value
Interest relief
available
Amount available
to basic rate relief

2016/2017

2017/2018

2018/2019

2019/2020

2020/2021

100%

75%

50%

25%

0%

N/A

25%

50%

75%

100%

Individuals will be able to claim a basic rate tax reduction from their income tax liability on the
portion of finance costs not deducted in calculating the profit. In practice this tax reduction will be
calculated as 20% of the lower of:
1.

The finance costs not deducted from income tax in the tax year i.e. 25% for 2017-18, 50%
for 2018-19, 75% for 2019-20 and 100% thereafter.

2.

The profits of the property business in the tax year.

3.

The total income (excluding savings income and dividend income) that exceeds the
personal allowance and blind persons allowance in the tax year.

Any excess finance costs can be carried forward to following years if the tax reduction has been
limited to 20% of the profits of the property business in the tax year.

Examples
This example assumes that the higher rate band starts at £55,000 and that the personal allowance is
£14,000 in 2020/21.
Mr Paul Jones earns a salary of £49,000. He also owns a property which provides him with rent of £9,000.
The mortgage interest costs are £3,600. The other allowable costs are £1,000.
The taxable rental profit if mortgage interest costs are not deductible is £8,000 (£9,000 - £1,000). The
taxable rental profit if mortgage interest is fully deductible is £4,400 (£9,000 - £4,600). Even though the
net amount Mr Jones receives in rental profit of £4,400 when added to his salary will keep him within the
basic rate tax band, he will still have additional tax to pay under the new rules when the basic rate tax
reduction is applied as shown on the following page:
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Current Rules
Salary: £49,000
Taxable Rental profit: £4,400
Total: £53,400
Tax at 0% £14,000 = £0 Tax Payable
Tax at 20% £39,000 = £7,880 Tax Payable
Total tax payable of £7,880

New Rules in 2020/21
Salary: £49,000
Taxable Rental profit: £8,000
Total: £57,000
Tax at 0% £14,000 = £0 Tax Payable
Tax at 20% £41,000 = £8,200 Tax Payable
Tax at 40% £2,000 = £800 Tax Payable
Total tax payable of £9,000
Less tax relief on interest at 20% = £720 (£3,600 * 20%)
Total tax payable (£9,000 - £720) = £8,280
The difference in the tax payable under the current and new rules will be greater where the individual landlord has a number of properties, there is a rise in interest rates or they are already a higher or
additional rate tax payer.

CGT position on property
Private residence relief summary
No CGT is payable on:
•

a dwelling house (which can include a house, flat, houseboat or fixed caravan) which is
your home
• part of a dwelling house which is your home
• part of the garden attached to your home you would normally have to pay Capital Gains
Tax on any gain you make
Assuming:
•

the ‘dwelling house’ has been your ‘only’ or ‘main residence’ throughout your ‘period of
ownership’
• you have not been absent, other than for an allowed period of absence or because you
have been living in ‘job-related accommodation’, during your ‘period of ownership’
• the ‘garden or grounds’ including the buildings on them are not greater than the
‘permitted area’
• no part of your home has been used exclusively for business purposes during your
period of ownership
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If not all of the conditions are met, partial relief may be available under certain circumstances.
Any property that doesn’t meet these conditions is potentially liable to CGT if it exceeds the personal allowance (after allowing for losses) in the tax year of the sale. The rate of CGT is determined by
income, basic rate tax payers will pay 18% whereas higher rate tax payers will pay 28%. If the gain
straddles the basic and higher rate thresholds then part will be liable at 18%, part at 28%.

Changes in this area
Non-resident individuals are chargeable on gains made on UK property from this tax year, 2015/16.
The autumn statement confirmed that the length of time to pay CGT following the disposal of a
property that isn’t eligible for the private residence relief will be reduced to 30 days.

Corporations owning residential property
Buying the property
Stamp Duty Land Tax (SDLT) is payable at the same rates applicable to individuals however, a special
rate applies where a ‘non-natural person’ purchases a property costing more than £500,000. The rate
applicable in these cases is 15%.
The government have proposed that the additional 3% addition to the standard rates (applying to
buy-to-lets and 2nd properties) will apply to corporate bodies however, this may change following
consultation.

Tax on rental income
Rental income received within a corporate structure will be revenue for the company and costs can
be offset against revenue to arrive at the taxable profit of the company. It is this profit which is liable
to corporation tax at a rate of 20% (2015/16).

Tax on sale of property
The gain made on the sale of the property is taxable again as profit of the company so 20% corporation tax is payable. Companies do get indexation allowance on gains therefore the size of the gain
when compared to that in the hands of an individual will be smaller.

Dividends paid
Dividends paid from the company to the shareholders are currently paid with a 10% tax credit. This
notional credit covers the basic rate liability on the dividend in the hands of the recipient. Further
tax will be due for higher and additional rate tax payers at the appropriate rates.
From 2016/17 tax year the dividend tax credit is being abolished and each individual will receive a
£5,000 dividend allowance. Tax at the following rates are payable on dividends in excess of this
allowance:
Basic rate
Higher rate
Additional rate

7.5%
32.5%
38.1%
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Annual Tax on Enveloped Dwellings
Annual Tax on Enveloped Dwellings or ATED is an annual tax payable by companies that own UK
residential property valued at more than £1 million.
The amount due is worked out using a banding system based on the value of your property. Chargeable amounts for 1st April 2015 to 31st March 2016.

Property value

Annual charge

More than £1 million but not more than £2 million

£7,000

More than £2 million but not more than £5 million

£23,350

More than £5 million but not more than £10 million

£54,450

More than £10 million but not more than £20 million

£109,050

More than £20 million

£218,200

From 1st April 2016 there will be a further band for properties valued between £500,000 and £1
million. This will have an annual charge of £3,500.
If the property is sold ATED-related, Capital Gains Tax may be payable.

Individual vs Corporate
Individual

Corporate

Charge on purchase

SDLT, 3% higher rates will apply if purchase is
an ‘additional home‘

SDLT, 3% higher
rates apply

Tax on rental income

Net profit is taxable i.e. after costs/interest
however finance cost relief will be phased out
by 2020 and replaced with a flat 20% relief on
finance costs i.e. mortgage/loan interest.
Marginal rates of income tax will apply
20/40/45%

Net profit is taxable
at corporation rate,
currently 20%
2015/16

Tax on sale of property

If main residence then no CGT is payable else
CGT at 18% or 28% is due on profit

Profit liable to
corporation tax

Not applicable

Applies on an
increasing scale for
properties over
£500,000 from April
2016.

Annual Tax on
Enveloped Dwellings
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