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Topics to be covered:
• Wear and tear allowance
• SDLT
• Loan interest
• Incorporation
• Management company



Wear and tear allowance pre 5 April 
2016 

The wear and tear allowance is 10% of the “relevant rental 
amount”.
The “relevant rental amount” is:
• The receipts from furnished residential lettings recognised 

in arriving at the profits for the period LESS
• Any expenses that would normally be borne by the tenant
If the landlord pays any expenses that would normally be 
borne by the tenant, then these are deducted from the 
receipts to arrive at the relevant rental amount. The type of 
expense that would fall to be deducted include the utilities 
bills (gas, water, electricity), council tax or, in Northern 
Ireland, domestic rates. 
The 10% is calculated only on the net rent from the furnished 
lettings. Any rent from unfurnished lettings is excluded from 
the calculation as are any expenses from these lettings that 
would normally be borne by the tenant. 



What the 10% wear and tear allowance covers
• The 10% wear and tear allowance covers things 

like: 
• movable furniture or furnishings, such as beds or 

suites, 
• televisions, 
• fridges and freezers, 
• carpets and floor-coverings, 
• curtains, 
• linen, 
• crockery or cutlery, 
• beds and other furniture
• This list is not intended to be complete but gives 

an idea of the assets the wear and tear allowance 
covers.



What the 10% wear and tear allowance does not cover
The wear and tear allowance relates to the additional furniture 
and fittings that make it a furnished letting. It does not apply 
to the fixtures that are an integral part of the buildings. 
Fixtures integral to the building are those that are not normally 
removed by either tenant or owner if the property is vacated 
or sold. Examples include:
• Baths
• Washbasins 
• Toilets
• Immersion heaters 
This list is not intended to be complete but gives an idea of 
the assets that are integral to the building and fall outside the 
wear and tear allowance.
As these items are integral to the building, the cost of 
replacing these items is normally an allowable expense as a 
repair to the building. 



Post 5 April 2016 Renewals basis

The initial cost of purchasing furniture is not allowable, but the 
replacement cost is.
The new relief will cover the capital cost of replacing items 
provided for the tenant’s use in the dwelling house as before, 
such as:
• movable furniture or furnishings, such as beds or suites;
• televisions;
• fridges and freezers;
• carpets and floor coverings;
• curtains;
• linen;
• crockery or cutlery; and
• beds and other furniture.



Thoughts, considerations and 
anomalies

Anomaly: A landlord buying an empty property and equipping 
it from scratch gets no tax relief under the new rules: a 
landlord buying an existing buy to let with old worn-out 
furniture and replacing it more or less immediately with 
modern equivalents will qualify for relief.

Thought: Any landlord contemplating a refurbishment 
programme involving substantial expenditure on replacing 
furniture, furnishings and household appliances might wish to 
defer incurring the cost until after April 2016. Doing so will not 
afect the “wear and tear” allowance for the current (2015-16) 
year, which is not afected by actual expenditure: but it will 
mean that the replacement cost will rank for tax relief in 2016-
17.



Considerations: The new relief will be given on the basis of 
‘like-for-like’ replacements. Obviously a degree of subjectivity 
will need to be applied in determining what is ‘like-for-like’, In 
situations where the new item represents a major upgrade on 
what it replaces, deductible replacement expenditure will be 
restricted to what the equivalent of the old item would have 
cost. So, if a fairly basic oven were to be replaced by a ‘top of 
the line’ oven; the tax deduction is restricted to what a new 
basic oven would have cost. Also deductible will be any 
incidental costs incurred in either disposing of the old item or 
acquiring its replacement, for example a delivery charge. Any 
amounts received for the old item (e.g. a trade-in allowance) 
will be ofset against allowable expenditure and reduce the 
deductible amount.



Stamp Duty Land Tax (SDLT)
• The higher rates will only apply to additional residential properties purchased in 

England, Wales and Northern Ireland on or after 1 April 2016. 
• The higher rates will be 3 percentage points above the current SDLT residential rates. 

They will be charged on the portion of the value of the property that falls into each 
band.

• Mixed use – classified as non-residential therefore additional 3% not applied

Band Existing Residential SDLT 
Rates

New Additional Property SDLT 
Rates

£0* - £125k 0% 3%
£125k - 
£250k

2% 5%

£250k - 
£925k

5% 8%

£925k - 
£1.5m

10% 13%

£1.5m + 12% 15%
*Transactions under £40,000 do not require a tax return to be filed 
with HMRC are not subject to the higher rates.





Example 1:
An additional residential property is purchased for 
£200,000. SDLT is calculated as follows:

3% on the first £125,000 = £3,750
5% on the remaining £75,000 = £3,750

The total SDLT due is therefore: £3,750 + £3,750 = 
£7,500

Example 2:
An additional residential property is purchased for 
£100,000. SDLT is calculated as follows:

3% on £100,000 = £3,000.



Case Studies
For the sake of easy arithmetic I shall assume that 
in 2020/21 the personal tax allowance is £12,000 
and the basic rate band is £38,000, meaning that 
the higher rate band starts at £50,000.
So let us consider three examples of somebody who 
owns a property worth say, £250,000 receiving a 
rent of £17,000 before letting and other costs of 
£2,000 and who has a mortgage of £180,000 with 
an interest cost of £9,000.  Thus profit before rental 
interest is £15,000 and after interest it is £6,000.
Note the proposed buy to let restriction relates to 
“finance costs” not just interest – so lender 
application fees would appear to be covered by the 
proposals too. 



Example 1
Miss Smith earns a salary of £75,000.  Her 
position is altered as follows:

% Tax Current Rules Budget Proposals

 £             Tax        £                Tax

Salary £75,000 £75,000

Taxable rental profit £6,000 £15,000

Taxable income / profit £81,000 £90,000

Tax band Tax band

Tax at 0% £12,000             
£0

£12,000                   
£0

20% £38,000      
£7,600

£38,000            
£7,600

Less tax relief on 
interest

40% £31,000    
£12,400

£40,000          
£16,000

20% £9,000            -
£1,800

Total tax                  
£20,000

                       
£21,800



In this case her total tax bill has gone up by £1,800 
due to the restriction on interest relief to 20% on 
£9,000 of interest expense – so £9,000 x (40% - 
20%).  She will have already paid £17,600 of PAYE 
and so the tax on her net rental income of £6,000 
has efectively risen from £2,400 (£20,000 - 
£17,600) to £4,200 (£21,800 - £17,600) – an 
efective tax rate of 70% on her net profit.



Example 2 
Mrs Jones might hope that she is not afected by the change since her salary is £43,000 – 
which together with her rental profit of £6,000 leaves her below the higher rate threshold 
of £50,000.  But as the following example shows she does get caught by the restriction.

% Tax Current Rules Budget Proposals

 £             Tax        £                Tax

Salary £43,000 £43,000

Taxable rental profit £6,000 £15,000

Taxable income / profit £49,000 £58,000

Tax band Tax band

Tax at 0% £12,000                     
£0

£12,000                            
 £0

20% £37,000              
£7,400

£38,000                      
£7,600

Less tax relief on interest 40% £0                              
£0

£8,000                        
£3,200

20% £9,000                       -
£1,800

Total tax                            
£7,400

                                   
£9,000

Mrs C will sufer an additional £1,600 of tax as her gross income including her 
rental profit before tax deduction will be £58,000 – so her additional tax is 
£8,000 x (40% - 20%).



Moving your existing properties into 
a limited company

Considerations:
• Mortgage lender approval and potentially higher 

interest rate
• Additional accountancy costs
• Additional legal fees to transfer the title of the 

property to the limited company
• CGT payable on the gain (£11,000 annual 

allowance)
• SDLT payable on transfer 



Can your rental properties be 
described as a “business”

A recent case was Ramsay vs HMRC (2012), in which a 
landlord transferred a block of 10 flats into a company – this is 
the most relevant recent case for landlords considering 
transferring property into a company.

‘Ramsay’ and her husband were full-time landlords, spending 
20+ hours per week managing all aspects of the portfolio, 
including maintenance, and check-ins / outs. HMRC also 
accepted that renting property was the Ramsays’ sole 
business activity for the entire period. 

Tribunal agreed they were a trading business and able to claim 
“incorporation relief” and tax can be deferred until the new 
shares in the new company are sold rather than pay CGT on 
transfer.



Several pointers came out of this particular 
tax tribunal case:
• It is more likely that a larger portfolio – rather than a small 

one – will be treated as a business
• It is more likely that properties that are not within the same 

block would be treated more favourably 
• Anything that makes a rental business ‘look’ more like a 

‘true’ business would help: having a website, business 
cards, an office to work from, a brand name etc.

• Realistically, landlords would need to be providing ‘services’ 
to tenants such as cleaning / laundry services – not just the 
normal repair works etc. This is the most challenging hurdle 
for most landlords to jump.

• If the business being incorporated is a LLP or partnership 
then no SDLT is due

Careful, if there is a mortgage on the properties then there could 
potentially be SDLT on the value of the mortgage being transferred



New properties being purchased by 
your limited company 

• The property is not being purchased with a tight 
deadline

• The income generated from the property is not to 
be withdrawn from the company and is left in the 
company to re-invest

• You are not looking to sell the property in the 
short term

• You are a higher rate taxpayer and are heavily 
geared as higher rate relief is being lost on the 
interest



Other considerations buying a 
property via a limited company

• Potential to sell the company with a property 
portfolio and the buyer pays 0.5% rather than 7% 
SDLT 

• Can leave the money in the company until 
retirement and draw down a dividend each year 
from the retained profits. Need to consider the 
potential increase in dividend tax currently 7.5%, 
31.5% & 38.5%

• If you have personally provide a deposit to the 
company to buy the property you can withdraw 
this back to yourself tax free

• An ATED return might need to be prepared where 
the property is worth more than £500k at April 
2012



• If selling a property every year be careful not to 
be treated as a property trader and be taxed at 
personal tax rates (45%) rather than CGT rates 
(28%)

• Remortgage money is tax free:
– Lets say you purchased 10 houses for £100k each or 

£1m. In 30 years they are worth £4M in total, you 
remortgage them over the years and take out £3M in 
remortgage cash – as this is borrowed money there is 
no tax due and these funds can be spent on whatever 
you want.

Other Points to Consider



Conclusion
 If you own one or two properties that you intend 

to dispose of in the short to medium term, it is 
more beneficial to sufer the higher rates of 
income tax on the rental income, and enjoy the 
lower rates of capital gains tax when you 
sell. Either 18% or 28%

 If you have a strategy of building a larger 
portfolio of properties over the longer term, and 
possibly an asset to pass onto future generations, 
the key is cash retention of rental income. Under 
these circumstances, property investment is most 
suited to a limited company.



Property owned personally higher rate tax payer and intend to 
hold the property as a long term investment after the interest 
relief restriction to 20%

Personal 
2016/17

Ltd Co 
2016/17

Personal 
2020/21

Ltd Co 
2020/21

Rental income £17,00
0

Mortgage interest £9,000

Other costs £2,000

Taxable income £6,000

Tax @ 40% £2,400 £4,200

Tax @ 45% £2,700 £4,500

Tax @ 20% £1,200

Tax @ 18% £1,080

Annual saving 
(40%)

Annual saving 
(45%)

£1,200

£1,500

£3,120

£3,420

Saving over 10 
years (40%)

Saving over 10 
years (45%)

£31,200

£34,200



Note - corporation tax reduces to 19% in 2017
 
If mortgage on a repayment basis then feasible that 
you are cash negative as the tax of £3,120 is still 
payable and the total mortgage payment including 
capital could be more than £15,000 per annum.



Check the ownership structure – 
and ‘get the numbers right’

• Could using a spouse’s Personal Allowance and 
Basic Rate band be an option 

• Adult children or other family members? 
• Are you sure you are claiming every expense, 

allowance, relief and claim possible – many 
landlords say they are, but we usually find they 
are not!

• Declaration of Trust (summary in your notes)

Other Options except for a limited 
company



Use a lease or management 
company

• Under the correct structure, your personally-held 
properties can be leased to a company, so that most 
of the profits accumulate within the company. 

• Tenancies are between the tenant and the company, 
and your company provides a ‘guaranteed rent’ to you 
personally. 

• This arrangement is an advanced tax-planning method 
and requires careful set-up, flawless banking 
arrangements, and rent / repairs / contracts set at 
commercial rates. 

• Similarly, a management company can be used to 
enable some of the profits to be transferred to a 
company.
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The buy-to-let market is changing… 
 



Agenda  

• Buy-to-let market introduction. 

• The UK’s private rental sector. 

• How the market is changing for Landlords. 

• Overview of the regulatory changes. 

• Buy-to-let mortgage affordability. 

• New measures affecting landlords. 

• Lender reaction to the changing tax rules. 

 

 

 



Background on Trinity Financial 

• One of London’s leading mortgage brokers. 

• Established in 2009. 

• Based in Mayfair, Central London. 

• Residential and buy-to-let mortgage specialists. 

• Portfolio management service for landlords. 

• Income and life protection policies. 

• Landlord and buildings insurance. 

• Will writing service. 



Private Rental Position in the UK 

 

 



How the mortgage market changing 
for landlords 

 

• Constantly increasing regulation  

• Tougher mortgage affordability calculations. 

• Changing taxation and how the changes will affect 
lending criteria. 

• Personal ownership vs limited company ownership. 

 

 

 



Regulation in the UK marketplace 

Three main regulatory changes imposed on the 
UK market. 

Retail Distribution Review – effective 31st Dec 
2012. 

• Adviser fee charging and end of commission-only for 
IFA’s. 

• Higher qualifications for financial advisers. 

• Greater information transparency. 



Regulation in the UK marketplace 

Mortgage Market Review – introduced 26 April 
2014 
 All firms must act honestly, fairly and professionally, and always in the customer’s 

best interests. 

 Every broker to hold relevant mortgage qualification. 

 Removal of non-advised and introduction of “execution only” – with strict 
parameters in the rules. 

 Affordability the domain of the lender. 

 Income verification in all cases. 

 Suitable must meet needs, not nearest fit from range – not “least worst”. 

 Interest-only remains, although self-certification and “fast-track” pulled... 

 Broad policies on interest-only and execution-only. 

 

 



Regulation in the UK marketplace 

The Mortgage Credit Directive – effective 21    
March 2016 
 

• Disclosure requirements to clients enhanced. 

• Consumer buy-to-let introduced. 

• Foreign currency mortgages more regulated. 

• New mortgage illustration to bring us in line with other 
European Union members. 



Tightening buy-to-let affordability  

• Buy-to-let rental income calculations and input from 
the regulators.   

• Lenders  standard calculation 125% x 5% and the 
new average is 125% x 5.5%. 

• One lender offering 85% loan-to-value. 

• Impact on London investors in particular. 

• Lenders are reacting and using personal income to 
top up rental shortfalls.  

 

 



New measures affecting landlords 

• Buy to let tax relief. Currently landlords can deduct 
finance costs from rental and taxed on net profit. Effective 
April 2017 and phased in over four years tax relief  on finance 
costs will be restricted to basic rate tax credit currently 20%. 

• Wear and Tear changes. Currently furnished 
properties can deduct 10% or rent. From April 2016 only the 
cost of replacing furniture can be deducted. 

• Insurance premium tax. From November 2015 
Insurance premium tax will change from 6% to 9.5%. 

• Stamp Duty Changes. Extra 3% on residential 
investment and second properties. 



Personal ownership vs Company 
ownership 

• No “one size fits all” approach. 

• Banks are reacting to new demand for Limited 
Company buy-to-let. However it is slow. 

• Personal ownership and company ownership both 
need to be considered. 

• Transferring property portfolio into Company 
ownership.  

• Strong requirement for tax advice. 



 
Thank you for listening – any 

questions?? 
 
 

 
Anthony Emmerson 

 
Trinity Financial,  

11 Berkeley Street,  
London,  
W1J 8DS 

 
Tel: 020 7016 0790   

Email: anthony@trinityfinancialgroup.co.uk 
Website: www.trinityfinancialgroup.co.uk 
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