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It is often said that there are only two certainties in 
life – death and taxes!

Whilst everyone dies, it seems that residential landlords bears 
slightly more than their fair share of taxes – they pay tax when 
they buy a property, they pay tax on the income from the 
property, they pay tax on any gain when they sell it, and they pay 
tax on any property they own when they die.

This basic guide seeks to help prospective, new or established 
landlords understand more about property taxes. It is not a 
detailed guide to all the taxes faced by a buy-to-let landlord 
or how to avoid paying such taxes. For this you must talk to a 
qualified accountant and explain your personal circumstances.

We at Bambury & Co are always happy to discuss your property 
tax matters.
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Stamp Duty Land Tax

Stamp Duty Land Tax (called Land and 
Buildings Transaction Tax in Scotland 
and Land Transaction Tax in Wales) and 
usually referred to as “Stamp Duty” is a 
progressive tax paid when purchasing a 
freehold, leasehold or shared ownership 
residential property for £40,000 or more.

There are different rates depending on 
whether you are buying a property to live in 
yourself or you are buying a property as an 
investment to let out or as a second home. 
The rates also vary between England and 
Northern Ireland, Scotland, and Wales. The 
current (April 2021) rates in England and 
Northern Ireland for buy-to-let and second 
homes are as shown here: 

Anyone buying a second property that isn’t 
their main residence will be charged these 
new rates. This will include holiday lets and 
buying a property for children if the parents 
leave their name on title deeds.

Stamp Duty must be paid within 14 days 
of completion of the property purchase 
although this is usually paid by the solicitor 
on completion. Stamp duty is a heavy cost 
to pay when buying your first buy-to-let 
property, but the good news is that the 
amount paid is deductible from any capital 
gains you might make when the property 
is sold.

Between 8 July 2020 and 30 September 2021 
there were temporary changes to the 3%, 
5% and 8% bands. These have now ended.
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Income Tax

To the surprise of some people, the income 
you receive as rent from a property is 
taxable. You need to declare any rent you 
receive as part of your Self Assessment 
tax return. The tax on your income is then 
charged in accordance with your income 
tax banding (20% for basic rate taxpayers, 
40% for higher rate, and 45% for additional 
rate).

However, you can reduce the tax you have 
to pay by deducting certain “allowable 
expenses” from your taxable rental income.

Allowable expenses include:

Interest on buy-to-let mortgages and 
other finance charges (the amount of 
interest you can claim as an expense is 
gradually being reduced each year – see 
below)

Council tax, insurance, ground rents, 
etc.

Property repairs and maintenance – 
however large improvements such as 
extensions etc will not be income tax 
deductible. They will be added to the 
cost of the property when it is sold and 
be deductible against any capital gain.

Legal, management and other 
professional fees such as letting agency 
fees and accountancy fees.

Direct costs such as phone calls and 
advertising for new tenants.

Other property expenses including 
buildings insurance premiums.

If you are not using a letting agency to 
manage the property on your behalf, 
then you can claim the reasonable costs 
of visiting the property to check on the 
condition or whenever there is a change 
of tenant. 

Should I appoint an accountant to 
prepare my personal tax return?

Once you are in the position that you are 
receiving rent from your property, you 
should consider appointing a qualified 
accountant to manage your tax affairs for 
you. Most qualified accountants offering 
accountancy and tax services are either 
members of the Institute of Chartered 
Accountants in England & Wales (ICAEW), 
the most prestigious of all the chartered 
accountancy bodies, or members of 
the Association of Chartered Certified 
Accountants (ACCA). As a member of the 
ICAEW, I quite obviously think this is a good 
idea and hope you will appoint Bambury & 
Co Chartered Accountants to act for you.

Because there is nothing to stop a totally 
unqualified person setting themselves up 
in business as an “accountant”, you should 
always ask which professional body an 
accountant belongs to if it is not self-evident 
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from their web site. My general advice would 
be to be very wary of anyone who does not 
belong to a chartered accountancy body. In 
particular avoid any accountant who claims 
to be “qualified by experience”. 

Appointing a qualified accountant will have 
several advantages for you:

• If you have been paying tax under 
PAYE up until now and probably never 
completed a tax return, your accountant 
will be able to register you with HM 
Revenue & Customs (“HMRC”) and obtain 
the important unique tax reference 
(“UTR”) for you.  

• Your accountant will be used to 
dealing with HMRC and will ensure your 
personal tax return is filed each year well 
before the deadline of 31st January. 

• Your accountant will be familiar with 
completing the property income 
sections of the personal tax return and 
will ensure that you claim the maximum 
in allowable expenses. 

• Your accountant will understand the 
interplay not only between individual 
taxes but also between your income and 
such things as claims for Child Benefit 
and Income Tax Credits. 

• Your accountant will be able to take 
a holistic approach to managing your 
wealth – he or she can look at your 
property assets as a whole and advise on 
the best method and timing of disposals 
in order to minimise the impact of 
taxation. 

• Your accountant will be required by 
his or her professional body to carry 
professional indemnity insurance 
and be subject to the practicing 
and disciplinary regulations of that 
professional bodies, all of which are 
designed to protect you, the client.

Using a qualified accountant need not 
be overly expensive. Nowadays the more 
progressive firms of accountants such as 
Bambury & Co quote fixed annual fees for 
preparing a tax return rather than charging 
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by the hour. For example, we currently 
charge £250 + VAT for a basic tax return plus 
an additional £80 + VAT for each property 
covered by the return.

At the very least using a qualified 
accountant gives you peace of mind from 
knowing that your property tax affairs are 
being handled professionally.

Tax relief on interest payments

New rules for tax relief on interest payments 
came into force from April 2017 which 
restrict the tax relief given on interest 
payments. The restriction is being phased 
in over 4 years with the aim to only give 
basic rate tax relief from April 2020. See the 
examples below for basic and higher rate 
taxpayers.

Here is a typical scenario:

• House is bought for £300,000 

• 80% mortgage is taken for £240,000 

• If mortgage interest is assumed at 4.5%, 
annual mortgage interest is £10,800 

• If rental yield is assumed at 5%, annual 
rent is £15,000

*The reduction in mortgage interest allowance is 25% in 2017/18, 50% in 2018/19, 
75% in 2019/20, and 100% in 2020/21 and beyond.

Basic rate taxpayer:
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A basic rate taxpayer on the face of it will 
not pay any more tax under the new rules, 
but that’s not the whole story. The new 
rules change the way income is calculated. 
Income is now before deduction of any 
mortgage interest and other allowable 
expenses. This increase in income could 
affect claims for Child Benefit and Income 
Tax Credits. 

Higher rate taxpayer:

The tax impact of the new interest 
deduction rules will be a significant increase 
to the tax bill for higher rate taxpayers. In 
2020/21 and beyond, a higher rate taxpayer 
would pay £3,000 more tax.
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*The reduction in mortgage interest allowance is 25% in 2017/18, 50% in 2018/19, 
75% in 2019/20, and 100% in 2020/21 and beyond.
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Landlords and MTD for ITSA
In April 2019 HMRC started the tax 
digitalisation ball rolling with Making 
Tax Digital for Value Added Tax (MTD for 
VAT). In April 2024 the next stage of tax 
digitalisation will be Making Tax Digital 
for Income Tax Self-Assessment (MTD for 
ITSA).  

This will require individuals with rental 
income above £10,000 to use software for 
their accounting and store their accounting 
records digitally.  It also applies to sole 
traders and, if the landlord is also a sole 
trader, then that income is added to any 
rental income to work out if MTD for ITSA 
applies. Partnerships with individuals as 
partners will have to follow the MTD rules 
from April 2025.  

MTD for ITSA is sure to come as a shock to 
many individuals that privately own rental 
property. Income from furnished holiday 
lettings (FHL), commercial property and 
non-UK properties is included too.

Those who have inherited a single property 
they offer for rent may not even be aware 
that, in the eyes of HMRC, they’re running a 
business – and that MTD for ITSA may apply 
to them.

Many smaller landlords tend to keep basic 
accounting records if they keep any at all.

Some may not even declare their income, 
while others may not correctly understand 
how property rental income is taxed.

Many of these smaller landlords, who in 
many cases do not use an accountant, get 
themselves into trouble with HMRC because 
of the very inaccurate information that is 
going on tax returns.  

For example, this could include putting 
all mortgage payments rather than just 
the interest through, or other nuances 
that landlords acting for themselves don’t 
understand.

MTD for ITSA and landlords: The 
basics

For those within its scope, the rules for MTD 
for ITSA are as follows:

• Software compatible with MTD for ITSA 
must be used for accounting relating to 
income tax.  The landlord’s accounting 
records relating to income tax must be 
held digitally (e.g. invoice and expenses 
data), and kept for the required period 
after the tax year ends (currently up to 
six years).

• Landlords must register for MTD for 
ITSA before 6 April 2024.  If the landlord 
is already registered for Self-Assessment, 
or has already registered for MTD for VAT, 
their current registrations will not be 
transferred across automatically when 
MTD for ITSA begins.
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• Landlords will no longer need to send 
a Self-Assessment return for income 
tax, although one might still be needed 
in some cases to report other kinds of 
income outside the scope of MTD for 
ITSA.  This will be submitted in addition 
to fulfilling their filing obligations that 
arise from MTD for ITSA.

• Landlords must provide HMRC with 
periodic updates (at least quarterly) 
using software that details all property 
income and expenses in the reporting 
period (any sole trader business will 
also require a periodic update of its 
own). Updates more frequent than 
quarterly can be submitted if it helps the 
landlord.  There’s no legal requirement 
for the updates to be accurate at this 
stage but doing so will help landlords 
see their tax and National Insurance 
liability.  The landlord’s accountant 
can apply appropriate adjustments 
and reliefs at this stage. This is a new 
requirement and imposes additional 
administrative burdens on landlords and 
their accountants.

• By 31 January following the end of the 
tax year, the landlord must use software 
to provide HMRC with an end of period 
statement (EOPS). This will detail all 
the landlord’s property income and 
allowable expenses, plus adjustments 
that have been made.  If they own a sole 
trader business (or businesses) then 
they will also need to submit an EOPS 
for each of them. At present it does not 
look as if property income and, say, 
income from a small business can be 
combined on the same EOPS. This is also 
a new requirement and imposes further 
additional administrative burdens on 
landlords and their accountants.

• By 31 January following the end of 
the tax year, the landlord must use 
software to provide HMRC with a signed 
final declaration of all his/her income. 
If the landlord has any income from 
a sole trader business, then this will 
need to be included too.  Adjustments 
and reliefs can again be applied by an 
accountant. This declaration replaces 
the current Self-Assessment return.  As 
this requirement simply replaces one 

annual return with another one, there will 
be little or no additional administrative 
burdens on landlords and their 
accountants.  

• By 31 January, the landlord will need 
to pay the balance of any tax and 
National Insurance contributions due.  
The payment on account system will 
continue, so the landlord may need to 
make a further payment on 31 July of the 
same year.  There is no change here to the 
current payment requirements.

As at present (January 2022), some of the 
finer points regarding MTD for ITSA have yet 
to be announced, while HMRC may revise 
its current requirements and/or guidance 
before the April 2024 introduction.
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Using a Limited Company

Many buy-to-let landlords ask whether 
using a limited company is better for tax.

There is no simple answer to this question. 
It depends on several factors such as how 
many properties you hold, whether you 
need the income quickly and how long you 
want to hold the properties for and your 
individual circumstances.

Limited companies are not affected by the 
new mortgage interest relief restriction 
which came into effect from April 2017. 
Interest paid by a limited company is classes 
as a business expense and is fully deductible 
against income.

Companies pay corporation tax at a fixed 
rate irrespective of the size of the taxable 
profits. Corporation tax is currently (April 
2021) charged at 19%. There were proposals 
to reduce the tax to 17%, but in view of the 
current state of Government finances this 
now seems unlikely. Even so, the 19% tax 

rate very attractive compared to 40% for 
higher rate taxpayers and 45% for additional 
higher rate taxpayers.

The big question is how the money in the 
company, i.e. rents less expenses or the 
proceeds from the sale of properties, is 
passed to the individual shareholders. If 
the money is taken out of the company as 
a dividend, then since April 2018 only the 
first £2,000 of dividend income is tax free. 
Any dividends taken out in excess of this 
are either charged at 7.5% for a basic rate 
taxpayer, 32.5% for a higher rate taxpayer or 
38.1% for an additional higher rate taxpayer. 
This tax is after the corporation tax at 19% 
has been paid.

The money could be taken out as a salary. 
However, the company would have to 
operate PAYE and pay employers national 
insurance contributions on any salaries 
paid subject to any employment allowance 
it can claim. Depending on the number 

of staff, the company may also have to 
introduce a workplace pension scheme. In 
most circumstances this all works out more 
expensive than paying dividends.

Turning now to capital gains tax when a 
company sells a buy-to-let property. A 
property is bought for £220,000 and sold 
a few years later for £260,000. The tax 
position with a company and an individual 
is contrasted here:
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The company pays 19% corporation tax on 
the whole of the gain (companies cannot 
claim the annual allowance against capital 
gains which an individual can claim), but 
there is the problem of how the owners 
of the company could take the money out 
without paying additional taxes as both 
salaries or dividends are taxable in the 
hands of the recipients. Contrast this with 
say a higher rate taxpayer who would only 

pay 28% income tax on any gain from the 
sale of a buy-to-let and not have any further 
taxes to pay.

Companies and their directors must follow 
the accounting and regulatory requirements 
laid down in the Companies Acts, prepare 
annual accounts and an annual compliance 
statement to be filed at Companies House, 
and prepare and file corporation tax 

computations and returns with HMRC. 
This is more onerous than self-assessment 
returns and almost always means 
appointing qualified accountants to act for 
the company. 

Interest rates charged on mortgages to 
companies have historically been higher 
than to individuals so further investigation 
of the comparison of that rates charged 
should be considered alongside the tax 
implications.

Transferring a current buy-to-let property 
into a limited company can trigger stamp 
duty and capital gains tax charges at the 
time of transfer so advice should be sought 
before undertaking such a transaction. Due 
to the complexities of this area it is essential 
that you seek proper professional tax advice 
from a qualified accountant.
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—
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Inheritance Tax

Inheritance tax is payable on buy-to-
let properties, but the amount varies 
depending on your circumstances. A buy-
to-let property that you own will form part 
of your estate for inheritance tax purposes 
as will any shares you own in a company 
that itself owns buy-to-let properties.

If you were operating as a sole landlord – 
that is to say with the buy-to-let mortgage in 
your name as an individual and your estate 
entirely owned by you alone – immediately 
before your death then your estate is liable 
to pay inheritance tax at 40% if the value of 
your property plus any other assets you own 
less any outstanding mortgages and other 
loans exceeds £325,000.

This is a very simplistic view of the impact 
of inheritance tax. Inevitably your personal 
circumstances and the terms of your last will 
and testament will affect how your property 
is taxed. Inheritance tax planning is complex 
and definitely something that should be 

discussed with an expert tax adviser. Most 
qualified accountants in practice will be able 
to help you with this planning.

Disclaimer

The information contain in here is of a general 
nature and does not consider the complexities 
that affect the calculation of all taxes. You are 
recommended to obtain specific professional 
advice from a qualified accountant and/or a 
solicitor before you take or refrain from taking an 
action. 

Whilst we endeavour to use reasonable efforts to 
provide accurate, complete, reliable, error free and 
up-to-date information, we do not warrant that it 
is such.

The information can only provide an overview of 
the tax and other regulations in force at the date of 
publication, and no action should be taken or not 
taken without consulting the detailed legislation or 
seeking professional advice. 

The information, tax rates and allowances are 
correct as at 27 January 2022. 

12

TAX FOR THE BUY-TO-LET LANDLORD



Your local accountants – 
no matter where you are
As well as offering general accountancy and taxation services, we can also help you choose apps for 
your cloud-based accounts system not only to add additional functionality in order to expand what 
you can do with the system but also to give you to have a better understanding of your business.

Proud to work with

We are a small firm of chartered accountants 
based in Bicester in North Oxfordshire. 
At present we have one principal and 
several part time bookkeepers. Is our size a 
problem? Certainly not. We might be small, 
but we have a big presence on the internet 
and handle clients from all around the 
country. Unlike the larger local and national 
accountancy practices, we provide a more 
personal and flexible service to our clients. 
And like our clients, we are ambitious! 

Our principal, Patrick Cracroft-Brennan FCA 
ACIPP, qualified as a chartered accountant 
in 1974.  Since then he has worked in 
professional practices, commercial 
companies, charities, local government and 
central government, frequently at CFO or 
CEO level. As our client you have full access 
to over 40 years’ worth of experience and 
knowledge. It is unlikely you will come 
across problems that Patrick hasn’t already 
faced and solved, either as a manager or as 
a business owner. 

Patrick is a great believer in the importance 
of voluntary service. For twenty eight years 
he helped to lead St John Ambulance in 
London. He is now doing voluntary work for 
the Order of Malta.
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