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Update

Recent years have seen a growth of investment in ‘buy to let’ 

property, often motivated by the hope that rental returns will  

be supplemented by long-term capital growth. This factsheet 

considers the position of landlords who are individuals. Similar 

rules apply to companies, with the main differences being in  

the treatment of interest and of losses.

Rental profits and allowable deductions
The profits of a property business are assessable on an accruals 

basis in broadly the same way as a trading activity, i.e. rental 

income and costs are taken into account for the period to which 

they relate, which will not necessarily be when they are incurred.

To be deductible costs must be incurred wholly and exclusively 

for the purpose of the business, and must not be of a capital 

nature. Such costs include:

• interest payments on a loan taken out to finance the 

acquisition of the property. Because of the impracticality of 

identifying precisely what tranches of borrowing have been 

used for what purposes, HMRC accept that relief is also 

available for interest on subsequent borrowing up to the value 

of the property when it first came into the lettings business;

• repairs and maintenance;

• any directly related services paid for by the landlord such  

as gardening and cleaning;

• any utility supplies paid for by the landlord;

• advertising for tenants;

• management costs; 

• some legal fees (broadly, those of a revenue rather than  

a capital nature).

Different rules apply to furnished holiday lettings (see our 

Update of November 2014) and to the letting of rooms within  

the landlord’s own residence (see our Update of February 2014  

‘Rent-a-room relief’).

Buy to let properties

Wear and tear allowance and renewals basis
In a trade, capital allowances are available for expenditure on 

plant and machinery to compensate, broadly, for the fact that 

depreciation deducted for accounts purposes is not a tax 

allowable expense. Capital allowances are also available in 

principle in calculating the profits of a property business (for 

items such as vans and tools), but they are specifically excluded 

in the case of plant or machinery for use in a single occupation 

dwelling house, such as furniture and fittings provided in a 

property that is let furnished.

For furnished property, however, a ‘wear and tear’ allowance 

may be claimed of 10% of the ‘net rent’, i.e. the gross rent less 

any charges that would normally be borne by a tenant but are 

in fact borne by the landlord, such as council tax and the cost of 

water and sewerage services. A property is ‘furnished’ for this 

purpose if it is capable of normal occupation without the 

tenants having to provide their own beds, chairs, tables, etc.

For expenditure prior to 6 April 2013 the ‘renewals’ basis could 

be adopted as an alternative, allowing the cost of replacing 

fixtures and fittings to be deducted (but not the cost of the 

original items or of any element of improvement).

The renewals basis also applied, for expenditure prior to 6 April 

2013, to the cost of renewing fixtures that were an integral part 

of the building (net of any amount received for the old item). 

This covered items such as baths, washbasins and boilers, and 

applied whether the property was furnished or unfurnished and 

(in the former case) irrespective of whether the 10% wear and 

tear allowance was claimed. The rationale was that renewing 

such an item constituted a repair to the building as a whole. 

Again, the allowance did not extend to any element of 

improvement, or to the original cost to the landlord (whether 

that was the cost of installing the items for the first time in a 

new property or of replacing old items when a property was first 

bought to let).
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The use of losses
In general, losses of a property business can only be used by 

carrying them forward against future profits of the same 

business. This would include profits from the letting of other UK 

properties but not foreign properties, which are dealt with 

separately. To the extent that the losses are attributable to 

certain capital allowances it may be possible to set them against 

general income of the year of loss or the following year, but 

given the limited scope for claiming capital allowances once 

assets for use in a dwelling house are excluded, this situation 

arises only rarely.

Capital gains tax
On a sale of the property capital gains tax (CGT) will be due on 

any gain, unless the property has ever come within the terms of 

the exemption for an individual’s principal private residence, in 

which case some relief may be due. The CGT annual exemption 

for 2014/15 is £11,000 (£11,100 for 2015/16), and if the 

property is in joint names each party will have his or her own 

annual exemption, unless it has already been utilised to cover 

another disposal. CGT is charged at 18%, or at 28% to the 

extent that taxable incomeand gains, taken together, exceed the 

£31,865 limit above which the 40% income tax rate applies in 

2014/15 (£31,785 in 2015/16). Clearly, this is likely to be the 

case if a significant gain has arisen.

Again, different rules apply to property used for furnished 

holiday lettings, as outlined in our update of November 2014.  

In particular, such properties may qualify for entrepreneurs’ 

relief, giving a tax rate of 10%.

Joint ownership
If the property is owned in joint names by spouses or civil 

partners who live together, the income is normally split between 

them equally for tax purposes. If they own the property in 

unequal shares and make an appropriate election, the income 

may be split in accordance with those shares, which may enable 

the best use to be made of the personal allowance and basic 

rate band of the partner with the lower income. However, any 

changes in beneficial interests will also affect the CGT treatment 

on the eventual sale of the property.

Other issues
As well as tax matters, there will be a number of other practical 

and legal issues to take into account, such as the formalities of 

the lease, insurance (including that for owner’s liability) and 

participation in an approved tenancy deposit scheme.

For more information, please contact your usual  

Moore Stephens adviser.
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