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About Arthur Weller

Arthur Weller is a tax specialist who advises other accountants. He is one of the most
knowledgeable and respected tax specialists in the country. He is also the lead
technical tax specialist and design consultant for www.property-tax-portal.co.uk.

Arthur is based in the northwest and qualified in 1997 as a certified accountant in a
small firm of accountants. They specialised to a degree in property, and he worked for
some years in their tax department.

He then moved on to a medium-sized firm, where he was the technical manager in the
tax department.

In 1998 he passed the exams of the Institute of Taxation, and in June 2000 he left to
set up his own tax consultancy.

Arthur works mainly in an advisory capacity for accountants in all areas of taxation. He
also runs a telephone help line, giving phone advice on all areas of taxation to
accountants around the country.

Much of his work has been focused in the following areas:

property taxation (Arthur is regarded as a property tax specialist);
capital gains tax;

stamp duty;

income tax;

company tax.

Arthur also provides tax expertise to the following businesses:

Landlord Vision

Landlord software solution that runs in the

landlord vision | cloud.
Try For FREE today.

Visit: www.landlordvision.co.uk

Tax Insider

A website providing monthly tax newsletters to
help UK tax payers minimise their taxes.

Visit: www.taxinsider.co.uk
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Income Tax



1. What Expenses Can | Offset Against Rental Income?

Question: | have just purchased my first buy-to-let property and have managed to
successfully let it out. However, | am unsure as to what expenses | can offset against my

rental income.

Answer: Remember the golden rule: If you have incurred a revenue expense for the

purpose of your property, then you can offset it against the rental income.

This means that you can continue to lower your tax bill - legitimately. Most investors are
aware that they can offset mortgage interest, insurance costs, rates, costs of
decorating/repairs, wages and costs of services. Note new rules for mortgage interest from
6 April 2017.

However, so many investors fail to claim the following costs, which when added together

can provide a significant tax saving:

e Costs incurred when travelling back-and-to the investment property.

e Advertisement costs.

e Telephone calls made (or text messages sent) in connection with the property
e Cost of safety certificates.

e Cost of bank charges (i.e. overdraft). But note new rules from 6 April 2017.

e Advisory fees e.g. legal and accountancy.

e Subscription to property investment related magazines, products and services.

2. Switch Property With Your Spouse

Question: My husband works full-time and | have the more difficult job of looking after the
home and children yet receive no income. Would it be better for me to own the property in

my name?

Answer: If you have a spouse who is a lower rate (or even nil rate) taxpayer and you are
a higher rate taxpayer, then consider moving the greater portion of the property ownership
into their name. This means that a greater part of the profit will be attributed to the lower

(or nil rate) taxpayer thus meaning that any tax liability could be significantly reduced.
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This is a very powerful strategy if your spouse does not work, as any tax liability can be
legitimately wiped out. Please note that in order to use this strategy you partner must be

trustworthy as legally they will ‘own’ a greater share of the property.

3. Any Tax Due For Unemployed Person?

Question: My wife owns our only buy-to-let property. There is no outstanding mortgage
on the property and therefore it generates a monthly profit of £375. Is there any tax due on

this profit, as she received no other income?

Answer: As you have mentioned that your wife receives no other income then there will
be no tax due on the rental profits. This is because over the year she will make a profit of
£4,500 (i.e. £375 * 12), and this amount is within the annual personal tax allowance, which
for the 2018-2019 tax year is £11,850.

4, Can | Change My ‘Intention’ To Help Reduce Tax?

Question: What would the tax treatment be if | were to buy a house with a view to doing it
up and selling it for a profit, but then change my mind and decide that | would like to live

there as my main residence.

In 1, 2 or 3 years’ time when | sell the property, would | still have to pay tax as a developer
or would | be allowed to claim PPR? | only ask this because the initial intent and the intent

is one of the ways the IR use to determine which category you fall into.

Answer: ICTA 1988 sec 776 says that if a property is acquired with the intention of selling
on at a profit, then that profit shall be subject to income tax, i.e. without the benefits of

capital gains tax reliefs.

Paragraph 9 there says that this does not apply to a situation where it was the individual's

private residence.
However, it refers you to TCGA 1992 sec 224 paragraph 3, where it says that if the

acquisition was for the purpose of realising a gain, then principal private residence relief
shall not apply.
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This is not a clear-cut matter. However, if there was a genuine change of mind it is quite

possible that the Inspector would accept that the principal private residence relief should

apply.
5. What Is Rent-A-Room Relief?

Question: | am thinking of letting out a single room in my home to a lodger. | have heard

there is some sort of relief available for this. What is it and how do | claim it?

Answer: If you decide to let a room in your main residence, you can receive a rental income
of up to £7,500 from 6™ April 2016 and have no tax liability. In order to claim this allowance,

the property must satisfy the following conditions:

e you must also live in the property

e the room you are letting out must be fully furnished
Prior to 6™ April, the amount of relief that could be claimed was £4,250.

All that is necessary to claim this relief is to tick the rent-a-room box at the beginning of the

land and property page of the tax return.

6. Can | Offset Property Losses Against Other Income?

Question: | have bought a property to let out and it is possible that in the first, and perhaps
the second, year | will make a loss after accounting for insurances, mortgage interest and
loan interest used to get a deposit. Can | offset that loss against my earnings from

employment during the same period? If so which IR form do | need to use?

Answer: The answer is ‘no’. The losses cannot be offset against your employmentincome.
However, they can be carried forward and offset against future rental income profits that

are generated from the property business.

If you have been making losses, then it is important that you register those losses with the
HMRC. The reason for this is because any losses can be carried forward and offset against
future profits. For example, if in one tax year you made a £1,000 loss and then the following
year you made a £1,000 profit, there is no tax liability as the £1,000 loss has been carried

forward and wipes out your future gain!
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However, if you have any other properties that are being rented out in the same tax year
at a profit, then the loss from the loss-making property can be set off against the profit from

the profit-making property.

7. Can | Offset The Cost Of Buying A Vehicle?

Question: Is it possible to offset the cost of buying a vehicle for use in your letting business,

and if so, what would be the best way of doing this?
Answer: Here is a quote from the Revenue manuals page PIM2220:

Capital expenditure on providing the means to travel (usually a car or van) isn’t deductible
in computing rental business profits; nor is a depreciation charge. But plant and machinery
capital allowances may be available. These allowances are deducted in computing the
business profit or loss. The ‘wholly and exclusively’ rule applies to these allowances but,
as with revenue expenditure, the landlord can claim the business proportion of the
allowances. Plant and machinery allowances on cars costing more than £12,000 are also

further restricted.

8. Can | Offset Money Paid To The Tenant?

Question: Having bought an investment property with a sitting tenant paying a low rent, |
paid the tenant £20,000 to vacate and have now rented the property to a new tenant for 10
years at a much higher rent. Can | claim this premium as an expense against rental income

or only as capital expenditure once the property is sold?

Answer: Firstly, from the High Court case Wateys London Ltd. v Pike (1982) quoted by
the HMRC'’s Business Income Manual page BIM35545, it can be seen that this is capital

expenditure, not revenue.

Secondly, in order to be allowable expenditure to offset against the sale proceeds when
the property is sold, as enhancement expenditure under TCGA 1992 sec 38 paragraph
1(b), it must be reflected in the state or nature of the asset at the date of disposal (HMRC
Capital Gains Tax Manual page CG15180).
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Page CG71262 there says that if, after obtaining vacant possession, the landlord granted
a new lease on essentially the same terms, the benefit would not be there at the date of

disposal, and therefore the expenditure would not be allowable.

However, in this case, the new rent is much higher, so, by implication, this payment to the

old tenant should be an allowable capital expenditure when the property is sold.

9. Should | Contact HMRC Myself?

Question: | have had a BTL property for nearly 2 years. | am in PAYE employment so
rarely get a tax return to complete. Can | wait till | get a tax return to complete before

declaring it or would that be counterproductive?

Answer: If a taxpayer receives any taxable income in a tax year of which the HMRC is
unaware, then they have a legal duty to inform the HMRC about this by 5 October.

So, for example, if any income was received between 6 April 2018 and 5 April 2019, then
the individual must inform HMRC by 5 October 2019.

10. Can | Offset These Losses?

Question: In year one, | earned income from a house sale, but made a loss from a house
sale in year two. Can | offset the loss incurred in year two against income earned in year

one, or alternatively any income that is earned in year three?

Answer: The answer to this question depends on whether we are discussing capital gains

and losses, or trading gains and losses.

If the two houses sold are investment assets, so thatin year 1 you made a capital gain and
in year 2 you made a capital loss, then the general rule is that a capital loss cannot be
carried back and offset against a capital gain in a previous year (see CG15811). However,
the capital loss in year 2 can be carried forward to set off against a capital gain in year 3,

or future years (see CG15810).
However, if you are a property developer so that in year 1 you made a trading gain, and in

year 2 you made a trading loss, then the story is different. A trading loss in a tax year can

be set off against general income of the tax year of loss and/or the previous tax year.
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BIM85015. Alternatively, this trading loss can be carried forward to a future tax year to be

set off against profits of the same trade (see BIM85060).

11. Is There A Difference When Offsetting Interest?

Question: When offsetting mortgage interest payments, does it matter if the mortgage is

‘interest only’ or a ‘repayment mortgage’?

Answer: No, it does not matter. The interest charged on both mortgages can be offset
against the rental income. What this means in reality is that if you have an ‘interest only’

mortgage then the full mortgage payment will be offset.

However, if you have a ‘Repayment’ mortgage then only the ‘interest repayment’ part of
the mortgage will be offset. You will not be able to offset the capital part of the repayment.
This means that you need to find out from your bank for each payment what part was
‘interest’ and what part was ‘capital’. In most cases, you find this out when the mortgage

lender sends you your end of year complete mortgage statement.

From April 2017, new rules have become effective for a residential property landlord

claiming relief for interest paid to a lender.

12. Can | Lease My Commercial Property To My Company?

Question: | recently read about the tax benefits of purchasing a commercial property in
my own name, then leasing it to my Ltd Company which then rents it out to a sole trader

or unlisted company at a slightly higher rent.

| have owned a commercial property for over 12 years and leased it out to 2 different
retailers. Is it possible to put this new-found knowledge into plan and get the leaseholders
to pay their rent to my property investment Ltd Co. instead of me, then for me to invoice

the company for the rent minus say 10%?
Answer: Yes, it is possible to start putting this plan into action now but the legal

agreements must be properly drawn up. You don't need to limit yourself to 10%. You can

make the margin greater than this.
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