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Blue Rocket Accounting 
Putting honest, professional and committed business owners firmly on
course to reach their goals with a tailored programme of accounting
support that gives them the critical information they need to build the
business they have always wanted.

Just remember, if at any time in your journey if you have questions, 
need help or simply want to check you are doing things right then just
email us at happytohelp@bluerocketaccounting.com.

Miguel Calabrese
Managing Director of

Blue Rocket Accounting
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This guide looks at some of the key tax issues around letting property.

Tax is an increasingly complex area and it is essential that landlords seek 
advice from a specialist taxation and accounting adviser.

This guide serves only to provide an overview and it is essential to take 
professional advice for your individual situation.
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The nuts and bolts 

Exclude any rental deposits you collect from tenants as they
should not be included in your income.

Before even looking at tax, letting residential property can be complex
there are many legal and finance aspects that need to be considered. 

A good place to begin is by seeking professional accountancy advice on
the most tax-efficient options. 

The tax liability is calculated on your rental profits for the applicable tax 
year, i.e. the year ending on 5th April.

Rental profits are calculated by deducting allowable expenses from the 
gross rent in that tax year. Allowable expenses include costs incurred in 
the day-to-day running of the property, including: 

• Council tax & water rates

• Electricity and gas

• Ground rents

• Letting charges

• Maintenance, redecoration and repairs

• Management charges

• Insurance

• Legal and accountancy costs

• Other costs involved in letting the property 
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Married couples or civil partnerships can transfer 
ownership of the property between them to create 
a more tax efficient outcome without liability of any 
Capital Gains Tax.

Excluding foreign property and Furnished Holiday Lets, if you let out
more than one property all of your rental income and expenses are
grouped together giving a total rental profit or total rental loss. If you
make a rental loss, the loss can be carried forward to offset against
future rental profits.

However, the overall rental loss cannot be offset against income from 
other sources, such as employment or investment income. 

A couple can only divide the rental income if they both 
actually own a share of the property – it cannot be done 
if the property is only in one person’s name.

If you own the property with someone else, the rental income must be
split between the owners, who each pay will tax at their respective rates. 

TAX TIP

TAX TRAP



TAX TIP

TAX TRAP

bluerocketaccounting.com6

Record keeping 

Keeping a separate bank account for your property 
business makes the record keeping a whole lot easier 
and if you are ever inspected then it will be easier to 
answer any questions that are asked as nothing will 
be confused with any personal expenditure.

As a landlord you are required to maintain complete records of all
expenses incurred, and the income received from your let properties.
 

Deposits should be recorded separately, with dates of when they were 
received and returned. If a deposit becomes non-returnable it should 
now be included as income.

If you do not keep proper records then you could be 
fined up to 100% of the tax HMRC deem they could 
have lost and if your records are deem not ‘proper’ or 
insufficient to support your tax return you could be 
fined up to £3,000.

All of your records should be kept for at least 6 years from the tax year
they relate to and should be stored in a way that if 5 years down the line
you are asked to produce the records they are still legible.

HMRC have now confirmed landlords and self-employed businesses

with an annual gross income exceeding £10,000 will need to join the

MTD system from the next accounting period starting on or after the 6th

of April 2024.

Under the new rules, affected landlords will need to send a summary of

their business income and expenses to HMRC every three months using

compatible software. The deadlines for submitting quarterly updates will

be the same for everyone who has to follow MTD for Income Tax rules.

Making Tax Digital
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Repairs 

If you were unsure about whether a cost was a 
repair or an improvement but filed your tax return 
showing that it was an improvement but then 
later found out it should have been classified as a 
repair, you have one year to go back and amend 
your tax return to reflect this.

Any money spent on repairs and maintenance of your rental properties is
an allowable expense and will reduce any income tax liability, providing
the work carried out does not constitute an improvement.

What is the difference between repairs and improvements? Repairs in 
most cases do not add significant value to the property or extend its 
life and are usually replacing part of an asset, whereas an improvement 
could increase value or extend its life and it is usually replacing the 
whole asset not just part of it.

If it is a case of just modernising the property i.e., replacing single glazed 
windows with double glazed windows, then this constitutes a repair and 
not an improvement.

Money you spend on improvements, additions or extensions to a 
property is regarded as capital expenditure and added to the value of the 
property for capital gains tax purposes.

TAX TIP
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Mortgage interest 

As a landlord, property income allowance means
you can earn up to £1,000 in rental income
completely tax-free. If your rental income is £1,000
or less, you won’t have to declare or pay tax on this
income. However, you cannot deduct mortgage
costs from your rental income.

Prior to 2017, it was possible for buy-to-let landlords to deduct costs
such as mortgage interest from rental income. HMRC began phasing
out finance costs that could be deducted over a four-year period, while
simultaneously introducing a new relief known as tax credit.

Tax credit came into full effect in April 2020. This means that mortgage
interest is no longer deductible in 2022. Instead, landlords now receive
a 20% tax relief on mortgage interest as standard.

The new rules could force some landlords into a tax
bracket, because they'll need to declare the income that
was used to pay the mortgage on their tax return.
This could push your total income into the higher or
additional-rate tax brackets, depending on your income
from other sources, such as your salary or pension.

So what exactly are the individual income tax rates and bands for
2022/23? Your personal allowance is the amount you can earn before
you start paying income tax. Currently this is £12,570 – an increase of
£70 from last year, and it’s set to remain at the same level for five years.

For the 2022/23 tax year, landlords will pay 20% tax on buy-to-let
income between £12,571 and £50,270. The higher rate threshold for
rental income has increased to £50,271, which is the point at which you
start paying 40% tax on your profits.

The additional rate (45%) threshold remains unchanged at £150,000.

NOTE: The bands are for total income and are not a set band for each
different income stream.

Buy-to-let income tax rates 2022
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Main residence 

Selling a property that you have been renting 

Furnished Holiday Lettings attract the lower capital gain 
rates of 10% and 20% - could any of your properties be 
considered as a Furnished Holiday Let? 

You can only have one main residence for PPR purposes 
but if you own two properties then you can nominate 
one of the properties that you would like to be treated 
as your main residence.

If you sell a property that you have been renting you may have to pay
Capital Gains Tax (CGT) on any capital gain that arises.

The current (2022/23) capital gain rates for residential property are 18% 
for basic rate taxpayers and 28% for higher rate taxpayers after the 
deduction of allowable expenses and the annual exemption amount.

Usually when you sell your home (main residence) there is no CGT
payable, as any capital gain (profit made on the sale) is covered by a 
relief called Principle Private Residence (PPR).

For a property to be considered as your main residence, HMRC will look 
at various factual areas including whether:

• It is the address they have on record for you

• It is the address your bank uses

• You are on the electoral role there

• Utility bills are paid at this address

If you had a property as your main residence and then rented it out after 
you moved into another main residence; then you are still entitled to 
some CGT relief when you sell the property even though it is no longer 
your main residence.

TAX TIP

TAX TIP

NOTE: There is now 60-day rental return that needs to be filed on a
sale.
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There are some set rules around ‘nominating a property’
and it is recommended that you seek professional advice
to see how they impact your position.

If the grounds including, all buildings, are less than 5,000 square metres
(just over an acre) in total then any capital gain on the grounds are also
covered by PPR.

If your gardens and grounds exceed 5,000 square metres, then there is 
likely to be a capital gains tax liability and this is calculated using part 
disposal rules.

 
Gardens and grounds 

 
The Rent a Room Scheme

The Rent a Room Scheme lets you earn up to a threshold of £7,500 per

year tax-free from letting out furnished accommodation in your home.

This is halved if you share the income with your partner or someone

else.

You can let out as much of your home as you want.
 
How it works

The tax exemption is automatic if you earn less than £7,500. This means
you do not need to do anything.

If you earn more than this, you must complete a tax return. You can
then opt into the scheme and claim your tax-free allowance. You do
this on your tax return.

You can choose not to opt into the scheme and instead record your
income and expenses on the property pages of your tax return.

you’re a resident landlord, whether or not you own your home
you run a bed and breakfast or a guest house

You can opt in to the scheme at any time if:

You cannot use the scheme for homes converted into separate flats.
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Inheritance Tax (IHT) 

Furnished holiday lettings (FHL) 

If you purchase a business asset within three years of 
disposing of a FHL then there could also be further 
CGT relief by offsetting the capital gain into the new 
business asset.

Commercially let means that the property is let with the 
intention to make a profit. It cannot be let to friends or 
relatives at under market rates rents.

Availability: it must be available for commercial holiday lettings to

the public for at least 210 days in a tax year

Letting: it is commercially let to the public for at least 105 days in

the tax year. 

Occupation: it must not be let for periods of longer-term

occupation (more than 31 days) for more than 155 days during the

year

There are three tests that you need to pass for the property to qualify as
a FHL for tax purposes, they are:

The property should also be furnished to a standard that would be
suitable for ‘normal occupation’ and must be within the UK or European
Economic Area (EEA).

The tax benefits of having your property qualifying as a FHL is that it will 
be treated as a business for tax purposes. Capital allowances can be
claimed on certain features such as heating or plumbing, equipment,
fittings and furniture.

There are also certain business reliefs that the property now qualifies for, 
such as Business Asset Disposal Relief. If you’re entitled to Business Asset
Disposal Relief, qualifying gains up to the lifetime limit applying at the
time you make your disposal, will be charged to CGT at the rate of 10%. 

TAX TIP

TAX TRAP
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Inheritance Tax (IHT) 

Properties with sitting tenants will normally sell for 
much less than a property as a vacant possession, 
that’s why on death if all assets are valued on ‘as is 
basis’ then the value of the estate should be lower 
therefore resulting in a lower IHT liability.

Inheritance tax is charged on everything you own when you die,
excluding value that falls in the nil rate band (NRB). In the 2022/23 tax
year, the nil rate band is £325,000 per person or £650,000 for a married
couple. There are other reductions to this such as Potentially Exempt
Transfers and gifts but for the purposes of this document they will be
ignored. 

This nil rate band may be increased for widows or widowers, who can 
make use of any unused nil rate band of their deceased spouse or civil 
partner.

If your NRB is used up, then any value of your buy to let properties will be 
subject to IHT at 40%.
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Non-resident landlords 

Apply for the non-resident landlord scheme and
providing you are up to date with all your UK tax
obligations or you do not expect to have any UK
tax liability in the year in which the application is
made – then the letting agent or tenant can pay
the rent gross with any tax deduction.

Even if you do not live abroad but you are abroad six
months or more each tax year then you could still be
deemed as a Non-resident landlord by HMRC; even if
you are UK resident for tax purposes.

Landlords may still be entitled to UK personal allowances (which can
be used against letting income) despite being non-resident. There are
also implications around capital gains tax and recommend you seek
professional advice to see how this impacts you.

Either scenario the tax deducted will be paid to HMRC and allocated to
the landlords tax account with HMRC.

UK Property owned by landlords who live overseas, who use a letting
agent will have income tax at basic rate (currently 20% 2022/23) 
deducted from that rent less any allowable expenses and then have the
balance paid to them.

If the overseas landlord does not use a letting agent but receives more 
than £100 per week in rent then the tenant should deduct income tax (at 
the same rates as above) before paying the rent to the landlord. 

TAX TIP

TAX TRAP
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Value Added Tax (VAT) 

Letting of residential property is exempt of VAT regardless 
of the amount of gross rents you receive so you do not 
need to charge VAT.

If your gross rents received in a rolling twelve-month period exceed
£85,000 (2022/23) threshold – this does change each tax year) then
you may have to register for VAT.

The VAT rate is 20% (2022/23) and in one way or another needs to be 
included in your rental income that you are charging.

Only the rents received from Holiday Accommodation and Commercial
rents should be included when calculating to see if you have breached
the threshold of £85,000 mentioned above. 

Letting of holiday accommodation is NOT exempt and if you
are VAT registered you should charge VAT.
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Stamp Duty Land Tax (SDLT) 

Purchase price of property

Up to £125,000

Rate of 
Stamp Duty

SDLT does not apply in Scotland or Wales. Instead, for Scotland there is
Land and Buildings Transaction Tax (LBTT) and for Wales there is a Land
Transaction Tax (LTT). For the purpose of this document LBTT and LTT
will not be covered.

SDLT must be paid by the buyer within 30 days of the effective date of 
the purchase.

Usually the effective date of purchase is when the 
funds are handed over (so on completion), however if 
you take possession of the property before this then 
this now becomes the purchase date and so the SDLT 
payment is now due earlier. 

The current rates of SDLT are; 

TAX TRAP

5%

2%

0%

12%

10%

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

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

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

The remaining amount 
(the portion above £1.5 million)

NOTE: Rates shown may be subject to change if the main Stamp Duty
Land Tax (SDLT) reliefs are relevant for land or property transactions.
To check if this applies to you visit Gov.uk for ‘Stamp Duty Land Tax
relief for land or property transactions'.
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Up to £125,000

The next £125,000 

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

The next £675,000 

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

The next £575,000 

(the portion from £925,001 to £1.5 million)

The remaining amount 

(the portion above £1.5 million)

If you are purchasing 6 or more properties you can elect
to use the commercial property SDLT rates which could
work out being lower.

There is now a flat 3% SDLT surcharge on Buy to Let or additional
properties;

If you’re replacing your main residence, you won’t pay the extra
3% SDLT if the property you’re buying is replacing your main residence
and that has already been sold.

If there’s a delay selling your main residence and it hasn’t been sold on 
the day you complete your new purchase:

• you’ll have to pay higher rates because you own 2 properties

• you may be able to get a refund if you sell your previous main home 

within 36 months

3%

3%

3%

3%

3%

5%

3%

8%

15%

13%

Purchase price of property
Effective

SDLT
SDLT

surcharge
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Gifting a property can be exempt from SDLT; it could also be exempt
from CGT between spouses and civil partners, providing there is no debt
also being transferred.

If you gift a property free of any debt, then the full value of the property 
could be exempt from CGT however if there is debt also being 
transferred then there will usually be SDLT on the value of the debt that 
has been transferred as that value is the deem consideration for the 
property.
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Contact Blue Rocket Accounting 
To find out more about Blue Rocket Accounting or how Blue Rocket
Accounting can help with your property portfolio, get in touch to
arrange a free no obligation initial meeting.

Blue Rocket Accounting 

Chartered Certified Accountants 
8 Twisleton Court, Priory Hill 
Dartford, Kent 
DA1 2EN

Email: happytohelp@bluerocketaccounting.com 

Tel: 01322 555 442



1 Please note that this guide is intended as general guidance only for individual 

   readers and does NOT constitute accountancy, tax, investment or other 

   professional advice. Blue Rocket Accounting Limited accept no responsibility or   

   liability for loss that may arise from reliance on information contained in this guide.

2 Please note that tax legislation, the law and practices by the UK Government and 

tax authorities are constantly changing and the information contained in this guide 

   is only correct as at the date of publication which is November 2022.
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