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LANDLORDS: LEGISLATION FOR INVESTMENT PROPERTIES & SECOND HOMES 
 
As a landlord, it's important to be aware of any changes in legislation which is 
likely to erode taxable income.  
 

Tax relief on finance costs will be restricted to basic rate tax from 2020 
- phased in from 2017. 
 
Historically, relief on interest payments had been integral to the growth of the 
buy-to-let market but now landlords with leveraged properties will face an 
increased tax burden. The Government is expected to net an additional £665m 
from landlords in 2020 alone. 
 
The basic rate of capital gains was cut from 18% to 10% and the higher rate, 
from 28% to 20% in April 2016. However, the gains made on residential 
property sales are not eligible for these new lower rates. Instead, the 
Chancellor has maintained the existing rates, equal to an 8% surcharge - so 
those with buy-to-let portfolios and second homes will pay more. 
 
WHAT DOES THIS MEAN? 
 
From April 2019, a 3% additional SDLT applies to the full purchase price on 
buy-to-let properties and second homes for both personal and corporate 
holdings. 
 
From April 2016, the 'wear and tear allowance' was scrapped, the tax relief 
now only applies to the costs incurred while doing so. 
 
From April 2017, landlords are no longer be able to deduct (all) finance costs 
from their property income to arrive at their property profits, phased in until 
2020 - reducing by 25% pa. 
 
Worst affected will be the highly leveraged portfolios where equity has been 
released to reinvest. 
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EXAMPLE 
 
From 2020/21 rental profits will be assessable at the appropriate marginal rate 
with finance costs allowable as a “tax reducer” at 20%. This is likely to push 
many basic rate tax players into higher tax brackets turning a previous profit 
into a loss.       

 
EXAMPLE 2015/16 2020/21 

RENT £200,000 £200,000 
FINANCE £(150,000) £(150,000) 
TAX AT 45% £(22,500) £(90,000) 
TAX REDUCER (20%) £0 £30,000 
RENTAL PROFITS £27,500 £(10,000) 

 
Here’s a quick illustration of how different mortgage rates affect the overall 
profitability 

 
INTEREST RATE 6% 5% 4.50% 4% 3.5% 3% 2.5% 
MORTGAGE £100,000 £100,000 £100,000 £100,000 £100,000 £100,000 £100,000 
RENT P/A £8,400 £8,400 £8,400 £8,400 £8,400 £8,400 £8,400 
MORTGAGE £6,000 £5,000 £4,500 £4,000 £3,500 £3,000 £2,500 
20% TAX £1,200 £1,000 £900 £800 £700 £600 £500 
40% TAX £960 £1,360 £1,560 £1,760 £1,960 £2,160 £2,360 
SURPLUS £240 £1,040 £1,440 £1,840 £2,240 £2,640 £3,040 

 
The coming tax changes give landlords a big incentive to review their 
portfolios, and financing is a key part of that. Getting the right mortgage could 
make a huge difference. 
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OUR SERVICES 
 
We can achieve significant savings by transferring the properties to a corporate 
structure and apply various tax reliefs so as not to trigger either the Capital 
Gain or Stamp Duty Land Tax. 
 
Once within the corporate structure you will be able to leverage the properties 
and obtain a full tax deduction on the loan interest paid. 
 
From April 2019, any Capital Gains Tax will be due within 30 days after the 
disposal, however, companies retain a 9 month deadline for any tax due. 
 
Inheritance Tax can also be dealt with in a number of ways to protect assets for 
the next generation and we can also structure any bespoke borrowing 
opportunities. 
 
Contact us now for further information or a free consultation. 
 
Sue Armstrong 

T: +44 7197 356 356 
E: hello@aurorataxplanners.co.uk 


