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Written evidence

Written evidence submitted by the Association of Taxation Technicians (ATT) (FB01)

TRANSITIONAL OPERATION OF THE ANNUAL INVESTMENT ALLOWANCE: SUMMARY
1. Clause 8 of the Finance Bill increases the Annual Investment Allowance (AIA) limit to £200,000.

2. The introduction of the new £200,000 limit is subject to the transitional provisions which are contained in 
paragraph 4 of Schedule 2 to Finance Act 2014.

3. The replacement of the temporarily increased maximum AIA (currently £500,000) by the increased 
permanent maximum allowance of £200,000 from 1 January 2016 will have surprising consequences for certain 
businesses.

4. The businesses which are likely to be most adversely impacted by the existing transitional provisions are 
those with features such as:

4.1 A business year end falling early in calendar year 2016;

4.2 A newly started or expanding trade;

4.3  Seasonal cash-flow;

4.4  Unpredictable profitability;

4.5 A cautious approach to capital expenditure.

5 The accompanying written evidence proposes a legislative amendment that would:

5.1 Reduce the adverse impact of the transitional provisions;

5.2 Simplify the calculation of the amount of AIA available to businesses;

5.3 Reduce the burden on HMRC of checking calculations. 

6 The written evidence is supported by three accompanying tables (included at the end of the Word document.

1. ExEcutivE summary

1.1 The replacement of the temporarily increased maximum Annual Investment Allowance (AIA) (currently 
£500,000) by the increased permanent maximum allowance of £200,000 from 1 January 2016 will have 
surprising consequences for certain businesses.

1.2 The businesses which are likely to be most adversely impacted by the existing transitional provisions are 
those with features such as:

1.2.1 A business year end falling early in calendar year 2016;

1.2.2 A newly started or expanding trade;

1.2.3  Seasonal cash-flow;

1.2.4  Unpredictable profitability;

1.2.5 A cautious approach to capital expenditure.

1.3 This submission proposes a legislative amendment that would:

1.3.1 Reduce the adverse impact of the transitional provisions;

1.3.2 Simplify the calculation of the amount of AIA available to businesses;

1.3.3 Reduce the burden on HMRC of checking calculations. 

2. Background and introduction

2.1 Clause 8 of the Finance Bill increases the AIA limit to £200,000.

2.2 The AIA enables businesses (whether structured as limited companies, partnerships or sole 
proprietorships) to claim full tax relief on the amount of their qualifying capital expenditure up to the statutory 
limit for the year in which it is incurred. This enables that expenditure to be written off for tax purposes in 
one year rather than gradually over a period of time. Typically, the Writing Down Allowance which applies 
to expenditure that exceeds the AIA limit means that it takes twelve years to get tax relief on 90% of such 
expenditure. 

2.3 In the Summer Budget, the Chancellor of the Exchequer announced: 

“Mr Deputy Speaker, if Britain wants to produce more, it needs to invest more.
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Many small and medium sized businesses have benefitted from our enhanced Annual Investment 
Allowance. This Allowance was set at £100,000 when we came to office – it is higher now, but without 
action it will fall to just £25,000 at the end of the year.

That would especially hit middle-sized companies in areas like manufacturing and agriculture that we 
want to do more to build up in Britain.

So I can confirm that the Annual Investment Allowance will not fall to £25,000 but be set at £200,000; 
this year and every year.

A major, permanent boost to the incentives for long-term investment by small and medium sized firms 
in Britain.”

2.4 Without the permanent increase in the AIA limit to £200,000, the limit would have reduced from the 
current temporary limit of £500,000 to just £25,000 from 1 January 2016. The increase to £200,000 will 
remove the adverse impact of the transitional provisions for businesses with very low levels of qualifying 
capital expenditure. However, for businesses which have greater but still modest levels of capital expenditure, 
the transitional provisions will produce very unusual outcomes. For example, a business with a year end of 
31 January 2016 that incurs all its qualifying capital expenditure for that year on or after 1 January 2016 will 
have an effective AIA limit for the whole year of only £16,667 (being one twelfth of £200,000). If it had 
incurred the identical expenditure on or before 31 December 2015, the limit would have been over twenty eight 
times higher at £475,000.

2.5 The operation of the transitional provisions is explained in section 3 below before consideration in 
section 4 of the case for their amendment and a suggested amendment to the provisions in section 5.

3. transitional Provisions

3.1 For the reasons set out in this paper, the transitional provisions will create unnecessary complexity 
and difficulty for the very businesses which the Chancellor has indicated will benefit from the increase in the 
permanent AIA limit. 

3.2 The transitional provisions are in paragraph 4 of Schedule 2 to Finance Act 2014 which reads as follows:

“Chargeable periods which straddle 1 January 2016

4 (1) This paragraph applies in relation to a chargeable period (“the second straddling period”) which 
begins before 1 January 2016 and ends on or after that date.

(2) The maximum allowance under section 51A of CAA 2001 for the second straddling period is the 
sum of each maximum allowance that would be found if—

(a) the period beginning with the first day of the chargeable period and ending with 31 December 
2015, and

(b) the period beginning with 1 January 2016 and ending with the last day of the chargeable 
period,

were treated as separate chargeable periods.

(3) But, so far as concerns expenditure incurred on or after 1 January 2016, the maximum allowance 
under section 51A of CAA 2001 for the second straddling period is the maximum allowance, 
calculated in accordance with sub-paragraph (2), for the period mentioned in paragraph (b) of that 
sub-paragraph.”

3.3 Under paragraph 4(2), the maximum AIA for a business year which includes 1 January 2016 is the sum 
of the proportionate AIA limits for the two periods before and from 1 January 2016 if they were treated as 
separate chargeable periods. So for a business with a year end of 30 June 2016, the maximum AIA entitlement 
for the whole twelve month period is £350,000 calculated as:

6 month period up to 31 December 2015
 6/12 x temporary £500,000 limit  = £250,000
6 month period to 30 June 2016 
 6/12 x new permanent £200,000 limit  = £100,000
  ––––––––––
Maximum AIA for the whole 12 month period  = £350,000.

Note: For simplicity, all calculations in this submission are made in round months rather than actual days. 

3.4 For a business with such a 30 June 2016 year end, its effective AIA limit would depend on when in that 
year it incurred that expenditure:

3.4.1 If it incurred all its qualifying capital expenditure within the period up to 31 December 2015, it would 
receive AIA on up to £350,000 (calculated as in 3.3 above) but.
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3.4.2 If it incurred exactly the same expenditure within the period from 1 January 2016, its AIA entitlement 
would not be either that £350,000 or the new permanent limit of £200,000 but just £100,000 (being 6/12 of the 
annual £200,000 limit).

3.4.3 The odd outcome in 3.4.2 above is the consequence of sub-paragraph 4(3) of Schedule 2 to Finance 
Act 2014 (as set out in 3.2 above) which caps AIA on expenditure in the post 31 December 2015 part of the 
year at the proportionate entitlement of the £200,000 limit. 

3.4.4 For a business with a year end that falls earlier in calendar year 2016, the impact of the sub-paragraph 
4(3) restriction is even greater. Even for businesses with later year ends, the restriction can mean that the 
effective AIA limit is less than £200,000. The accompanying Table 1 shows both the maximum AIA for the full 
year (calculated as in 3.3 above) and the effective AIA cap for expenditure incurred after 31 December 2015 for 
each relevant business year.

3.4.5 It is apparent from the table that:

(a) A business with a 31 January 2016 year end would be entitled to AIA on up to £475,000 if it 
incurred that expenditure no later than 31 December 2015 but on only £16,667 if it incurred the same 
expenditure after that date;

(b) Whilst the limit for the whole year decreases by £25,000 for each additional month of the business 
year that falls after 31 December 2015, the AIA cap for expenditure after that date increases by some 
£16,667 for each additional month;

(c) The AIA entitlement for expenditure incurred after 31 December 2015 is never as much as the headline 
figure of £200,000. 

4. doEs thE suB-ParagraPh 4(3) rEstriction mattEr? 
4.1 For any business whose qualifying capital expenditure in the part of the ‘straddling period’ that falls 

before 1 January 2016 exceeds the entitlement for the whole twelve month period, the sub-paragraph 4(3) 
restriction has no impact at all.

4.2 For a business that incurs the same level of qualifying capital expenditure in each of the twelve 
months in its straddling period (or incurs that expenditure in proportion to the number of months up to and 
after 31 December 2015), there could be an element of restriction in respect of the post 31 December 2015 
expenditure but only if that expenditure equated to an annual rate in excess of £200,000. 

4.3 It is therefore only those businesses whose qualifying capital expenditure in the straddling period is 
incurred disproportionately after 31 December 2015 that will have an effective AIA limit for that year of less 
than £200,000. The actual limit will depend on the year end of the business as shown in the third column of 
Table 1.

4.4 There are a variety of reasons why a business might be unable or reluctant to arrange its pattern of 
capital expenditure so as to avoid the sub-paragraph 4(3) cap on its AIA entitlement. These include, in no 
particular order:

 — Unpredictable profitability, for example in a newly established business;
 — A seasonal pattern of trading which means that liquidity is tight until the latter part of the year;
 — An opportunity for business expansion (which necessitates capital expenditure) occurring in the latter 

part of the year;
 — Successful recruitment of new employees (who require additional equipment) in the latter part of the 

year;
 — An unplanned need to incur expenditure in the latter part of the year following a major failure of 

equipment;
 — Technological innovation introducing new equipment to the market in the latter part of the year;
 — Commercial prudence about incurring significant capital expenditure;
 — External constraints on expenditure such as bank facilities.

4.5  The  features  identified  in  4.4  above  are  at  least  as  likely  (and  probably  more  likely)  to  impact  the 
small and medium sized businesses to which the Chancellor has referred (see 2.2 above) as larger businesses. 
As shown by the third column of Table 1 it is businesses whose qualifying capital expenditure is relatively 
modest but concentrated in the post 31 December 2015 part of their straddling period that are likely to be most 
adversely impacted by the sub-paragraph 4(3) restriction. The restriction accordingly bears heavily on small 
and medium sized businesses with relatively modest levels of qualifying capital expenditure. It also works to 
the disadvantage of businesses whose capital expenditure timing is based on commercial factors as distinct 
from tax-mitigation considerations and businesses that are not alerted by advisers to the anomalous arithmetic 
that results from the transitional rules. 

4.6 As the transitional provisions currently stand, consideration of the restriction will be required even in 
situations where the restriction may not actually apply. Businesses and their advisers will need to determine the 
precise timing of expenditure and the effective AIA limit for post 31 December 2015 expenditure even where 
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qualifying capital  expenditure  in  the year does not exceed £200,000. Similarly, HMRC officers may need  to 
test the entitlement to AIA for the straddling period by checking contractual details even where the expenditure 
does not exceed £200,000.

5. a suggEstEd solution 
5.1 Given the stated policies behind both the temporarily enhanced AIA limit of £500,000 for periods up 

to 31 December 2015 and of  the new permanent AIA limit of £200,000 for subsequent periods,  it  is difficult 
to see that the sub-paragraph 4(3) restriction serves the policy objective of providing an incentive for long-
term  investment by  small  and medium sized firms  in Britain. Why  should  a business have  an  effective AIA 
limit of between £16,667 and £183,333 for its twelve month straddling period simply because commercial 
considerations dictate that it is appropriate to incur its capital expenditure in the part of that period that falls 
after 31 December 2015? Why should such a business have such a lower entitlement to AIA than a comparable 
business with an identical level of expenditure which is able to plan the timing of its expenditure within the 
same twelve month period so as to avoid the impact of the restriction? 

5.2 In the absence of an obvious answer to either of the above questions, this submission proposes an 
amendment to the transitional provisions contained in paragraph 4 of Schedule 2 to Finance Act 2014 so that 
they read as set out below. The amended wording is identified by emboldened and underlined text.

“Chargeable periods which straddle 1 January 2016

4 (1) This paragraph applies in relation to a chargeable period (“the second straddling period”) which 
begins before 1 January 2016 and ends on or after that date.

(2) The maximum allowance under section 51A of CAA 2001 for the second straddling period is the 
sum of each maximum allowance that would be found if—

(a) the period beginning with the first day of the chargeable period and ending with 31 December 
2015, and

(b) the period beginning with 1 January 2016 and ending with the last day of the chargeable 
period,

were treated as separate chargeable periods.

(3) But, so far as concerns expenditure incurred on or after 1 January 2016, the maximum allowance 
under section 51A of CAA 2001 for the second straddling period is the greater of:

(a) the maximum allowance, calculated in accordance with sub-paragraph (2), for the period 
mentioned in paragraph (b) of that sub-paragraph and

(b) the amount (if any) by which the maximum allowance under section 51A of CAA 2001 
as amended by Finance (No. 2) Act 2015 exceeds the qualifying expenditure incurred in the 
period mentioned in sub-paragraph (2)(a).”

5.3 The intention of the suggested amendment is to ensure that: 

5.3.1 The maximum AIA allowance for the whole of the second straddling period is unchanged from that 
shown in the second column of Table 1 but that 

5.3.2 A business whose qualifying capital expenditure incurred in the part of its straddling period prior to 
1 January 2016 is less than the new permanent AIA limit of £200,000 is entitled to AIA in respect of qualifying 
capital expenditure incurred in the part of its straddling period subsequent to 31 December 2015 of whichever 
is the greater of:

(a) the amount it would have been entitled to without this suggested amendment and
(b) the excess (if any) of the new permanent limit of £200,000 over the amount of qualifying capital 

expenditure incurred in the period prior to 1 January 2016
thereby giving a minimum AIA limit for the whole of the second straddling period of £200,000 regardless of 
when the relevant expenditure was incurred in that twelve month period. 

5.4 The accompanying Table 2 provides a range of paired examples of the outcome of the existing provision 
and the suggested amendment for different patterns of expenditure in a business year ending on 31 March 2016. 

5.5 It will be seen from Table 2 that in relation to a business year ending on 31 March 2016:

(a) Where the expenditure in the period before 1 January 2016 exceeds the maximum AIA for the whole 
year, the AIA entitlement is capped under the suggested amendment in exactly the same way as under 
the existing transitional provision;

(b) Where the expenditure in the period before 1 January 2016 is £150,000 or more, the suggested 
amendment makes no difference to the AIA entitlement;

(c) Where there is no expenditure in the period after 31 December 2015, the suggested amendment makes 
no difference to the AIA entitlement;
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(d) Where the expenditure in the period before January 2016 is less than £150,000 and the expenditure 
after 31 December 2015 is more than £50,000, the AIA entitlement is increased but not beyond the 
new annual limit of £200,000. 

5.6  The  extent  to  which  the  suggested  amended  provision might  benefit  a  business  would  depend  on  its 
year end and the precise pattern of its expenditure. The accompanying Table 3 summarises the position. In no 
scenario would the suggested amendment increase the AIA entitlement for the full twelve month period beyond 
£200,000.

6. summary

6.1 The existing transitional provisions appear inconsistent with the policy behind the permanent increase in 
the maximum AIA.

6.2 They are also capable of producing surprising results and of being misunderstood.

6.3 The amended provision proposed in this submission is more consistent with the policy intention, simpler 
to apply and likely to require a reduced commitment of time by HMRC officers in checking calculations. 

7. thE association of taxation tEchnicians 
The Association is a charity and the leading professional body for those providing UK tax compliance 

services. Our primary charitable objective is to promote education and the study of tax administration and 
practice.  One  of  our  key  aims  is  to  provide  an  appropriate  qualification  for  individuals  who  undertake  tax 
compliance work. Drawing on our members’ practical experience and knowledge, we contribute to consultations 
on the development of the UK tax system and seek to ensure that, for the general public, it is workable and as 
fair as possible.

The Association has over 7,700 members and Fellows together with over 5,600 students. 

Table 1

 

AIA limit for whole  
12 month period

AIA cap for expenditure 
between 1 January 2016  
and business year end

Business year end: £ £
  31 January 2016 475,000 16,667
  29 February 2016 450,000 33,333
  31 March 2016 425,000 50,000
  30 April 2016 400,000 66,667
  31 May 2016 375,000 83,333
  30 June 2016 350,000 100,000
  31 July 2016 325,000 116,667
  31 August 2016 300,000 133,333
  30 September 2016 275,000 150,000
  31 October 2016 250,000 166,667

  30 November 2016 225,000  183,333  
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Table 2

Business year end 31 March 2016   
Qualifying Capital Expenditure: AIA Entitlement under:
Whole  
Year 
Expenditure

Allocated: Existing  
Transitional 
Provision

Suggested  
Amended 
Provision9 months to  

31.12.15
3 months to 
31.03.16

£1,000,000 750,000 £250,000 £425,000 Unchanged
250,000 £750,000 £300,000 Unchanged

£500,000 320,000 £180,000 £370,000 Unchanged
180,000 £320,000 £230,000 Unchanged

£325,000 200,000 £125,000 £250,000 Unchanged
125,000 £200,000 £175,000 £200,000

£250,000 160,000 £90,000 £210,000 Unchanged
90,000 £160,000 £140,000 £200,000

£200,000 140,000 £60,000 £190,000 £200,000
60,000 £140,000 £110,000 £200,000

£125,000 125,000 £0 £125,000 Unchanged
0 £125,000 £50,000 £125,000

£100,000 75,000 £25,000 £100,000 Unchanged
25,000 £75,000 £75,000 £100,000

£60,000 60,000 £0 £60,000 Unchanged
0 £60,000 £50,000 £60,000

Table 3

Scenarios when the suggested amended provision would be beneficial to a business
 Expenditure before  

1 January 2016 
and Expenditure between 

1 January 2016 and 
business 

 less than: year end more than:
Business year end: £ £
  31 January 2016 183,333 16,667
  29 February 2016 166,667 33,333
  31 March 2016 150,000 50,000
  30 April 2016 133,333 66,667
  31 May 2016 116,667 83,333
  30 June 2016 100,000 100,000
  31 July 2016 83,333 116,667
  31 August 2016 66,667 133,333
  30 September 2016 50,000 150,000
  31 October 2016 33,333 166,667

  30 November 2016 16,667  183,333  

July 2015
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Written evidence submitted by Mr Mark Anderson (FB 02)

summary

I am in broad agreement with the bill as proposed and welcome clause 24. I would oppose any suggested 
amendments seeking to remove or weaken clause 24. I would support any suggested amendment which 
implemented the changes in clause 24 more quickly.

suBmission

1. I am a 44 year-old professional who works full-time and pays tax (PAYE) on all of my income.

2. I am unable to buy a home, in part because prices have been bid out of my reach by speculators who 
have the advantage of being able to offset their mortgage interest against tax. If I were to buy a property with 
a mortgage, I would not be able to do this and would have to pay my mortgage interest from my net income.

3. For the housing market to operate fairly, it is essential that all participants are on an equal footing. The 
current tax treatment of dwelling-related loans for property businesses is unfair and discriminates against those 
who seek to buy a home to live in. 

4. I believe that clause 24 of the Finance Bill 2015-16 is a welcome step towards giving equal treatment to 
owner-occupiers and those who wish to purchase property as an investment or business.

5. I submit that clause 24 should be passed as proposed and any amendments seeking to remove or weaken 
clause 24 should be resisted.

6. I would welcome any amendment to clause 24 which brought the changes more quickly, as the changes 
themselves are long overdue.

August 2015

Written evidence submitted by Simon Sheppard (FB 03)

I am in broad agreement with the bill as proposed and welcome clause 24. I would oppose any suggested 
amendments seeking to remove or weaken clause 24. I would support any suggested amendment which 
implemented the changes in clause 24 more quickly.

suBmission

1. I am a 50 year-old professional who works full-time and pays tax (PAYE) on all of my income.

2. I am unable to buy a home, in part because prices have been bid out of my reach by speculators who 
have the advantage of being able to offset their mortgage interest against tax. If I were to buy a property with 
a mortgage, I would not be able to do this and would have to pay my mortgage interest from my net income.

3. For the housing market to operate fairly, it is essential that all participants are on an equal footing. The 
current tax treatment of dwelling-related loans for property businesses is unfair and discriminates against those 
who seek to buy a home to live in.

4. I believe that clause 24 of the Finance Bill 2015-16 is a welcome step towards giving equal treatment to 
owner-occupiers and those who wish to purchase property as an investment or business.

5. I submit that clause 24 should be passed as proposed and any amendments seeking to remove or weaken 
clause 24 should be resisted.

6. I would welcome any amendment to clause 24 which brought the changes more quickly, as the changes 
themselves are long overdue.

August 2015

Written evidence submitted by John McKay (FB 04)

SUBMISSION TO THE PUBLIC COMMITTEE ON THE FINANCE BILL: REGARDING ‘RESTRICTING 
DEDUCTIONS FOR FINANCE COSTS RELATED TO RESIDENTIAL PROPERTY’ ANNOUNCED IN 

THE SUMMER BUDGET.

1. my Background: 
I have been a landlord for 13 years and have built up a medium sized portfolio consisting of family lets 

and HMO’s, some of them I own myself and some jointly with my wife. I think it relevant to note that I do 
not believe  that any of my properties fall  into  the ‘first  time buyer’ category.  I consider myself  to be a good 
landlord with some very long-term tenants in both types of properties. Most of the tenants are private but I do 
have vulnerable elderly people and also a single mother of 5 on benefits.
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I work full time in the property business. My wife has a salaried job.

I am appalled by the proposal to restrict the mortgage interest relief for private landlords. I have worked 
very hard to build up our business and feel I am being highly penalised when other sole traders are not being 
subjected to the same restrictions on monies they borrow for their businesses.

We are not rich people and this tax change will have a very negative impact upon us.

2. summary of this suBmission:

The  decision  to  no  longer  allow  landlords  to  offset  all  of  the  finance  costs  of  running  their  business  is 
iniquitous and unfair. It will lead to businesses which have been viable for many years becoming unsustainable. 
There has been much misinformation about this, not least in how it was presented by the Chancellor in his 
speech on the Summer Budget and also in the policy guidance HMRC has published in relation to it. This 
submission is meant to supplement several of the other submissions to the Committee, and contains critical 
information on the devastating impact the decision will have if it is not reversed. I urge you to read the 
examples I will present below so that the Committee can see the range of people affected by this – and when 
landlords fail, tenants will suffer. A close examination of how the decision will work in practice, based on the 
models given by Megan Shaw at HMRC demonstrates how the measure introduces the dangerous precedent of 
taxing non-existent ‘profits.’ This contravenes a fundamental principle of taxation, namely that you tax where 
there is a capacity and ability to pay. 

3. ExamPlE 1:

John Smith has a full time job earning £55,000 per annum. He is a 40% rate tax payer and has a buy to let 
landlord portfolio comprising 20 properties. He started investing in property 10 years ago. 

John is in a quandary. He has heard about the budget proposal to change the way that landlords are taxed. 
His rental income is currently £100,000, his mortgage costs are £40,000 and his other legitimate business 
costs  are £40,000,  leaving him with  a gross  rental profit of £20,000.  John currently pays 4%  interest on his 
£1M  borrowings.  He  pays  £8,000  tax  on  his  rental  profit,  leaving  a  net  profit  of  £12,000  after  tax  which 
he  currently  uses  to  fund  his  children  going  to  university.  Later  in  life,  he  plans  to  use  his  rental  profit  to 
supplement his pension.

John has calculated how much additional tax he would pay when the new tax system is introduced. He has 
worked out that the tax bill on his gross rental profits of £20,000 would rise from £8,000 to £19,000, leaving 
him with a net profit after tax of only £1,000. This is not much reward for the investment he has made in his 
property business and for the services he provides for the tenants in his 20 properties. His effective rate of tax 
on his gross rental profit is 95%. 

John is aware that interest rates are likely to go up soon. He has calculated that a 1% increase in interest rates 
would reduce his gross profit to £10,000. Under the new tax system, the amount of tax John would pay would 
exceed his gross profit so he would be operating his portfolio at a loss. His once profitable property business 
would no longer be sustainable. 

John knows that if he sells some or all of his properties he will face a significant capital gains tax bill because 
unlike homeowners, landlords are taxed on capital gains when they sell.

John is now considering the following options:

 — Give up, and sell his property portfolio now

 — Sell some of his properties to reduce his mortgage costs and risk

 — Put up rents to help him pay his higher tax bill

 — Just get on with it and subsidise his portfolio from his earned income which has already been taxed.

John knows if he does nothing, and interest rates go up, there is a risk that he will not be able to pay his tax 
bill and mortgage costs and that his lenders may call in his loans and he could be declared bankrupt. 

4. ExamPlE 2:

John & Julie are married and together run a sizeable rental property business. They have not run this through 
a limited company due to the difficulty of obtaining finance for purchases with limited company status.
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2016-17 2020-21
Rental income 600,000 600,000
Exps 200,000 200,000
Int 350,000 0
Net Rental Profit  50,000 400,000
Personal allowance 22,000 0

Taxable income 28,000 400,000
basic rate (x2) 5,600 17,200
40% 0 85,600
45% 0 45,000
14780
Less 20% relief (70,000)
net tax liability 5600 77,800

Tax increase 0 72,200
effective rate on “real” profit 11.2% 147.4%

John and Julie spend 70 hours a week running the business between them and their cash return is modest. 
This is because they have ploughed most of their returns into building the portfolio and taken risks to allow 
them to grow their business. The current business model is now unsustainable as a result of the budget tax 
changes as their tax bill exceeds their real rental profits. (Their net rental profit is really £50,000 and their tax 
bill is £77,800).

Every increase in interest rates will exacerbate the position John and Julie will find themselves in. It is, for 
them, a catastrophic scenario.

5. ExamPlE 3:
Susan is a landlord with 16 properties. She is entirely dependent on her rental income and has no other 

employment.

Rental Income – £108,000 pa
Finance Costs – £47,000 pa
Non-Finance Costs – £20,000 pa

Scenario A – The current method of calculation would result as:
£108,000 – £47,000 – £20,000 = £41,000 pre tax (so she is in the 20% tax bracket)

Scenario B – The new method for calculation would result as:
£108,000 – £20,000 = £88,000 pre tax (so she is now in the 40% tax bracket)

Impact of the tax change: this moves somebody from the 20% tax band to the 40% tax band. The tax payable 
by Susan would increase from £6,603 to £15,603 as a result of the proposed budget change. (This is before 
interest rate rises which will lead to a further deterioration in the viability of her business.)

These figures are very realistic and commonplace for professional portfolio landlords, and demonstrates what 
will happen to a large number of landlords and an even much larger number of households.

6. ExamPlE 4:
This is an example based on the information received by Megan Shaw at HMRC. 

The details are:

The property rental income on one house is £15,300, or £1,275 pcm (this could be a 3, 4 or 5 bed HMO 
maybe depending on the location).

The property value is: £275,000
Expenses: 10% agent fees (£1,530) and a few repairs, gas safety, insurance etc = £3,300
Finance on a loan of £216,000 (78.5%LTV) @ 5% = £10,800
Net profit: £1,200

1. A 20% tax rate payer who rents out only one property is hereby pushed into the 40% band with the new 
proposals.

2. The taxable property profit of £1,200 will be deemed by HMRC to be £12,000.
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3. The “real profit” of £1,200 was initially taxed @20% making tax due £240.

4. The tax payable increases by £1,800 making a total of £2,040.

5. The tax liability completely wipes out the profit and leaves a further liability of £840. 

6. In percentage terms £2,040/£1,200 x 100 is 170%, the effective rate at which tax will be paid.

7. This simple model is no longer viable, the landlord must sell up, pay down borrowings or increase rent.

These  figures  are  very  realistic  and  commonplace  for  individual  landlords,  so  this  example  demonstrates 
what will happen to a large number of landlords.

If  the  landlord  had  a  second  property,  also with  a  profit  of  £1,200,  their  tax  in  2020/21 would  go  up  by 
£2,640 compared to the liability if they only had one. The effective tax rate on this second property would be 
£2,640/£1,200 x 100, or 220% of the rent.

Under the current system this landlord would have remained a basic rate taxpayer even with two properties. 
Under the proposed system they will very much be a higher rate taxpayer.

Explanatory note: After April 2020 (when the restriction will be fully implemented) landlords who incur 
interest (and other associated finance costs) on residential properties that they let out will need to calculate their 
tax differently. They will no longer be able to deduct interest from their rental income to arrive at their taxable 
profits; they will instead receive a reduction from their income tax liability equivalent to 20% of those interest 
costs. If that means they become a higher rate taxpayer (or they were anyway) then they will have to pay more 
tax as a result of this change.

7. conclusion:
These case studies demonstrate the precarious position into which portfolio landlords in particular will fall 

and the human cost to landlords and tenants cannot be underestimated. The Government needs to conduct 
extensive and serious research into the number of properties and households which this policy will adversely 
affect before it concludes if the proposal should be implemented in its current form. I strongly believe that if 
the proposal is implemented in its current form it will have severe adverse consequences for many landlords 
and tenants, for the private housing sector and the economy in general.

August 2015

Written evidence submitted by Kathy Miller and her tenants (Mr and Mrs Levy, Mr and Mrs Bennett, 
Mrs S James and Mr C Wigmore) (FB 05)

SUBMISSION ON THE ‘RESTRICTING DEDUCTIONS FOR FINANCE COSTS RELATED TO 
RESIDENTIAL PROPERTY’ DECISION ANNOUNCED IN THE SUMMER BUDGET: ‘WHAT ABOUT 

THE TENANTS?’

1. introduction.
1.1 My background is that I have been renting out properties since 1998 and over the years I have built up 

my portfolio of 40 properties, ranging from 1 bed flats to 5 bed detached houses, and as such I cater for a wide 
range of tenants’ needs. I work with the Housing Department at the local council who are always especially 
desperate for 1 and 2 bedroom properties. My tenants include those on full benefit, the low paid in receipt of 
top-ups and full time workers. Many have been with me for 5 years; my longest tenant has been with me for 
14 years.

1.2 My view  is  that my portfolio  is a business and I  started  it  to become self-sufficient and  to provide an 
income in later life. My yields are low due to house prices in the area where I operate. I maintain my properties 
to a very good standard and use local trades people on a regular basis. I am one of the larger landlords in 
my town. Many of my tenants would not be in a position to buy due to low wages; some do not wish to buy 
and they like the fact that they can ‘phone me when the boiler breaks down, for instance. I thought that the 
Government was encouraging measures that meant renting a property was as secure as buying your own home. 
It seems I was wrong. 

2. summary:
2.1 This submission focuses on the impact of the above policy for tenants in the private rented sector. Tenants 

have been rendered invisible in the documentation related to this proposal and the aim here is to present my 
point of view as a portfolio landlord and to give tenants a voice; our fates are somewhat intertwined. 

2.2 There has been much emphasis on owner-occupiers and the Government’s aim to increase the number 
of people who own their own homes. I believe this emphasis is unbalanced and serves to discriminate against 
the interests of many tenants who do not have the aim of owning their own home and maybe never will and 
for whom an efficient, effective and secure private rental sector is essential. The decision of the Government to 
heavily penalise landlords with an unfair tax that would probably be unique in the advanced world and which 
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will lead to rent rising and evictions as their businesses are rendered unsustainable is going to have a damaging 
effect on thousands if not millions of tenants. Many tenants are now worried, as they have seen the evidence 
that landlords intend to increase rents and or sell up to cope with this attack on their businesses. Estimates 
of likely rent rises in the short-term range from 12 to 15%. Landlords do not want to increase rents, but the 
Government is forcing their hand. This will become more acute as interest rates rise, because the Government 
is re-defining interest payments as landlords’ profit (a very bizarre and unfair concept). This is a ticking time 
bomb for portfolio landlords like myself, especially.

3. somE PErsPEctivEs of tEnants who rEnt my ProPErtiEs:
3.1 Mrs Bennett.

‘My husband and I have been tenants of Mrs Miller for 5 years. This is my 2nd marriage and my new 
husband works full-time on the minimum wage. I worked full-time until Feb 2015 when I had my baby. My 
husband has two children from a previous relationship whom he supports in addition to our family. We will 
never be able to buy in the area we live with our low wages and the high house prices. I have been on the 
council waiting list since June/July last year. Our home is overcrowded and we need a 4/5 bed house, but my 
landlord has nothing available and rarely does due to the high demand for rental properties. I am stuck.

If landlords are forced into selling then the homeless situation will be off the Richter scale. Where are we to 
go? The remaining landlords, if there are any, will increase rents which we would not be able to pay.

3.2 Mr and Mrs Levy.

We have been tenants of Mrs Miller for 8 years. My husband works full-time but the salaries are low in my 
area; we will never be able to afford to buy and are very happy renting. There are a limited number of houses 
at the moment to rent and the council stock of 4-bed-plus houses are in great demand due to cuts in other 
areas. This will  only  increase when  the  income  for people on  sole benefits  reduces  from 26000  to 20000  in 
2017. I would say there is a need for more private rented housing not less. We all know that no new housing 
will be created by the decision and/or be available at the point when I am given notice by my landlord, and if 
owner-occupiers buy up the houses which are put on the market in my area, then that will mean less housing 
availability for tenants like me. Also, if limited companies or large corporations buy the housing stock which 
becomes available, I don’t know if they would consider me a suitable tenant, what they would charge, whether 
they would have hefty fees and so on. My current landlord has allowed me to move to other houses she owns 
from time to time and there has been no cost. I feel that the Government is showing favouritism to people who 
can afford to buy over and above those of us who will never be in that position. It is so unfair.

3.3 Mrs James.

I am so alarmed by this government’s proposals. I cannot see how this will help the rental market and tenants 
like me, I never will be in a position to buy. I absolutely love my house and where I live, I am a long term 
renter ( 9 years ) and single mother of two. If my landlord is forced to sell my family’s lives will be uprooted. 
How many good landlords will be forced to sell up or go bankrupt? My landlord has many properties within 
the town I live in; are the council ready for hundreds of people expecting to be housed? This will push rents 
up and reduce much needed supply. The reason I am renting privately is because the council have very limited 
availability. What happens if I can’t afford the rent increases? I also wonder what will happen to other groups 
and individuals who are not in a position whereby they want to buy a house any time soon. There will be many 
thousands of students, young professionals and migrant workers all over the country who rely on renting from 
private landlords. 

3.4 The view of a local builder, Mr C Wigmore.

I do not rent from Miss Miller but I am in rented private accommodation. I am 57 years old and I price for 
jobs on many of Miss Miller’s properties. Not only am I worried about keeping a roof over my head which is 
one of the very basic needs along with food, but I still have at least 8 years left of my working life. If there is 
a massive exit from the rental market it will affect local trades like mine. The proposal although I am sure was 
well intended will do nothing for the economy. All I see is job losses, homelessness, increased rents if you’re 
lucky to find somewhere to rent, and in extreme cases depression, family breakups and suicides.

4. somE facts and figurEs rEgarding rEntErs who arE not in a Position to Buy includE:
4.1 There are approximately 3 million full and part-time students in the UK. Despite the growth in the 

purpose built student housing market, the traditional private rented sector retains the largest share of the student 
accommodation market at 29.4%, so 882,00 students in total. Were these (often larger) homes where they 
currently rent, to be converted into owner-occupier homes, where would the students live?

4.2 With regard to migrant workers: The number of EU-born workers in the UK is more than 2 million 
(according  to ONS figures).  In  total,  4.9 million  foreigners  are  employed  in  the UK  (almost one  in 6 of  the 
31 million strong workforce). A large number of these rely on private landlords for their accommodation. These 
people contribute to the UK economy and need somewhere to live.

4.3 Because successive governments have sold off many of the council houses and the current Government 
intends to extend the Right to Buy to those living in Housing Associations, what will happen to another group 
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which has been heavily dependent on renting from private landlords, namely the unemployed and the low-paid 
– including single people, couples and families, the elderly, the disabled and so on? If landlords sell up, where 
will they live?

4.4 There will also be others who choose to rent for various reasons, not least job mobility. 

4.5 Others may be aspiring first time buyers, so may be able to take advantage of the landlords forced to sell. 
So  it  is possible  that a minority of people will benefit  from this mass disruption of  the private  rented sector. 
Again, I point out, this is unfair.

5. i would likE to suggEst altErnativE ProPosals:
5.1 Build more houses, including encouraging private landlords to build more homes through tax incentives 

(rather than punitive taxes which make their businesses unsustainable). There are many small infill sites which 
could be used for an additional house if the NIMBYS didn’t object to everything near them.

5.2 The Government could allow roll-over relief for landlords, which would free up houses for people to 
buy. It is landlords who often buy up the houses which are in need of renovation and sometimes are not initially 
mortgageable, which first time buyers would be unable to purchase.

5.3 Make better use of existing housing. This may include tax incentives for older people to downsize and 
also introducing tax incentives for landlords to create more high-quality HMOs, which make good use of limited 
housing and are also good for the environment (use of lighting, gas etc for 6 renters is more environmentally-
friendly than lighting and heating a house for one or two owner-occupiers).

5.4 It is essential to understand not just the issues of tenant affordability, but also to appreciate that landlords 
have to make a return too. If landlords find they are not earning anything from their properties (and according 
to  a  recent  Shelter  and  Strategic  Society  Centre  report,  21  per  cent  make  no  profit;  source:  Understanding 
Landlords: A study of private landlords in the UK using the Wealth and Assets Survey) they are likely to exit 
the market. This must be discouraged at all costs, as the number of households waiting for a social/council 
home is over 1.6 million (source: Shelter Housing Databank), making the only form of tenure left the PRS; it is 
essential that this sector remains affordable and viable.

5.5 It is important to remember that shifting people from social housing to the PRS was the result of the 
Right to Buy Legislation introduced in the 1980s and it is this which has caused a very significant reduction in 
the supply of social housing throughout the UK. Bizarrely, although successive Westminster governments have 
supported Right  to Buy,  lately  this has  led  to  reports and rhetoric accusing ‘greedy’  landlords of profiteering 
from the tax payer by taking billions via housing benefits. What this accusation ignores is that this was driven 
by government policy and in return for this money, landlords are saving the taxpayer the need and cost of 
building social homes, and incurring the costs of funding and running these properties. Unlike social landlords, 
private landlords do not receive subsidies for providing this service. Indeed, private landlords are heavily taxed 
both in terms of income and capital gain. This reduces the burden on the tax payer. With a benefits cap being 
introduced  to  reduce  the  housing  benefit  further  we  now  have  a  dilemma  in  the  PRS,  as  the  sheer  cost  of 
providing accommodation versus the rent tenants on benefits receive, in some areas, means affordability issues 
for both the tenant and the landlord.

The Scottish Government has recognised the supply problems that have been caused by Right to Buy and has 
introduced legislation which will bring the Right to Buy to an end from 1 August 2016.

6. thE landlord’s PErsPEctivE:
What this means for me and how it will change my business completely, put in jeopardy everything I have 

worked for (I will no longer be able to pass my business on to my daughter, as it will be made unviable):

As a result of this legislation, my tax liability will increase from 2015 to 2021 by £38,233 which is an 
increase of 250% due to the finance interest restriction. If the base rate increases to 3.5% then I will 
make a loss of £88,591, but will still face a tax bill of £23,490 leaving me with a total loss of £112,081. 
These are actual figures supplied by my Accountant. The decision will be catastrophic for me. It is absurd 
that any business should pay tax when they make a loss. (I asked how many of my Accountant’s clients 
are affected by this and he said that many are – even the ones with just one property.)

6.1 My options now, as I see them, are:

 — Start evicting tenants now and sell up all my houses. 
 — Look at the possibility of incorporation (but because of CGT and SDLT it is probably not worth it).
 — Emigrate to avoid bankruptcy (as CGT will then not be payable).

Conclusion:
This proposal has created great uncertainty for me and for my tenants. I urge the Government to reconsider 

and realise the terrible human cost of this outrageously unfair tax change.

August 2015
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Written evidence submitted by Dr Rosalind Beck (FB 06)

THIS SUBMISSION SPECIFICALLY CHALLENGES THE THEORETICAL PREMISES BEHIND THE 
DECISION ON ‘RESTRICTING DEDUCTIONS FOR FINANCE COSTS RELATED TO RESIDENTIAL 

PROPERTY’ ANNOUNCED IN THE SUMMER BUDGET. 
1. My background: My expertise and special interest in the provisions of the Finance Bill with regard to 

the ‘tax relief restriction’ for landlords is that I have been a landlord for just under 20 years and jointly own 
a  large portfolio of properties. The decision  to no  longer allow me  to offset  the finance costs of  running my 
business will have a catastrophic effect. As a professional, portfolio landlord, a 2-3% increase in interest rates 
at any point in the future would currently affect my profits but not the viability of my business. Under the new, 
proposed tax regime, the same increase in interest rates (which is bound to happen sooner or later) is likely to 
throw me into bankruptcy (see the separate submission by John McKay to see the appalling implications for 
professional landlords, who rely entirely on their portfolios for their income).

2. Summary of this submission:

This submission will demonstrate how the theoretical/philosophical premise behind the measure to 
restrict  ‘tax  relief’  for  landlords  is  inherently flawed. Evidence  from  experts  calls  into  question  the  logic  of 
the Chancellor’s  justification  for  the measure,  that  is, his  stated aim  to create a  ‘level playing field’ between 
owner-occupiers and landlords. In fact, the measure will exacerbate inequalities within the tax system. As the 
assumptions behind the measure are wrong, I urge that the decision be reversed before it becomes law.

3. The stated reason for the above measure was based on the Chancellor’s view that:

‘The ability to deduct  these costs puts  investing in a rental property at an advantage. Tax relief for finance 
costs  is  particularly  beneficial  for wealthier  landlords with  larger  incomes,  as  every  £1  of  finance  cost  they 
incur allows them to pay 40p or 45p less tax.’ HMRC’s accompanying Policy Paper suggests the proposal 
will: ‘make the system fairer... This will ensure that landlords with higher incomes no longer receive the most 
generous tax treatment.’ This is wrong. In fact, the measure will not affect landlords with the highest incomes, 
as landlords with the greatest wealth do not need finance. It is rather portfolio landlords with high interest costs 
who will in many cases be ruined by the measure (the assumption by the Chancellor and HMRC that landlords 
with the highest interest costs to pay are the ‘wealthiest’ is bizarre). The basic principle that tax be based on 
ability to pay will be abolished with this measure.

4. Several chief economists in the UK have explained why the decision is wrong, and their arguments stand 
in stark contrast to those of the Chancellor and HMRC. Notably, on the 9th of July, Paul Johnson, Director of 
the impartial Institute for Fiscal Studies said: ‘At present if you own a property which you let out to tenants 
you can set any mortgage interest costs against tax due on rent received. The Budget red book states that this 
means that ‘the current tax system supports landlords over and above ordinary homeowners,’ and that it ‘puts 
investing in a rental property at an advantage.’ This line of argument is plain wrong. Rental property is taxed 
more heavily than owner occupied property.’ He also said that the measure implies a refusal to recognise that 
mortgage interest is a cost of running landlords’ businesses and should be offsettable. He said that the solution 
to the housing shortage is simple: to build more houses. (Source: http://www.ifs.org.uk/uploads/publications/
budgets/Budgets%202015/Summer/opening_remarks.pdf.)

5. The think tank, the Policy Exchange, confirmed this view noting that: ‘In truth, the tax system massively 
favours home ownership – for one thing home owners do not have to pay capital gains tax on their principal 
residence, whereas buy to let landlords do on the rental properties they sell. Rental income is also taxed (and 
even more now). (Source: http://www.policyexchange.org.uk/media-centre/blogs/category/item/additional-
policy-exchange-analysis-of-summer-budget-2015).

6. Professor Philip Booth of the Institute of Economic Affairs, reporting to the Treasury Select Committee on 
the Summer Budget, said that the decision didn’t address the problems of supply and planning restrictions 
and that the reasoning behind the decision ‘didn’t make sense.’ (see Annexe 1, where Professor Booth 
outlines the implications). It should be noted that this policy was most recently advocated by the Green 
Party, which made no study of the potential impacts on landlords, tenants, first time buyers, owner-occupiers, 
businesses which depend on the BTL sector, house prices and the economy in general. There is also no evidence 
that the Government has made any such study. Indeed, the Treasury asked the rather small organisation, the 
Residential Landlords Association, to come up with an impact study, after the measure was announced.

7. Professor of taxation at Oxford University, Michael Devereux, has also pointed out that: ‘If you are trying 
to tax profit you have to give relief for the cost of earning it’ (Daily Mail, 1st of August 2015). There is, thus, 
consensus among experts that the decision is wrong in principle.

8. In addition, the Chancellor in the more general observations in his Budget speech spoke of harmonising 
financial policies between the G7 countries. As these other countries allow landlords to offset the finance costs 
of running their businesses, this decision will only serve to ‘de-harmonise’ the policies. It will set the UK apart 
as a country with an anti-landlord, anti-business ethos (see Annexe 2).

9. The tax would be retrospectively applied, which is grossly unfair. The Chancellor acknowledged the 
injustice of retrospective tax changes in the Summer Budget within the context of car taxes, saying how it 
would be unfair for new taxes to be applied to cars that people already own. Surely the same principle must 
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be  valid  for  houses  already  owned,  which  are  a  far  greater  financial  commitment?  If  landlords  had  known 
that a central pillar of tax law would be abolished, they would not have heavily invested their own money in 
providing the essential housing that fills the gap left by governments’ sale of public housing and by the failure 
to build sufficient housing year upon year. 

10. Other pertinent arguments include the fact that owner-occupiers will also enjoy improved inheritance 
tax thresholds, following the Budget, thus favouring owner-occupied property even more in comparison with 
rented property. This will deter older owner-occupiers from downsizing and limit the number of existing large 
houses being freed up for families. There are 25 million empty bedrooms in the UK and it should be an aim of 
Government to get these rooms utilised. Private landlords should be incentivised, for example through being 
encouraged to provide high-quality HMOs, which are environmentally-friendly and an excellent use of space in 
cities and student areas in particular. 

11. Furthermore,  with  regard  to  the  importance  of  ‘fairness’  in  the  tax  system  –  a  key  justification  for 
introducing  the measure –  the evidence  is  that  the decision actually makes  for a  less  level playing field  than 
before in the following contexts: 

 — Within the private rented sector, it singles out private landlords’ businesses; landlords operating under 
the auspices of limited companies will still be allowed to offset all their finance costs as part of running 
their business. No explanation has been given for the discriminatory treatment of private landlords 
compared to incorporated landlords running an identical business model.

 — Within the context of business in general, all other businesses in the UK, whether involved in property 
or not also continue to operate under the established tax norm of profit = income – costs. 

 — Within the context of the Chancellor’s statement of levelling the playing field between owner-occupiers 
and landlords, the decision will mean that owner occupiers’ favourable tax regime will become even 
more favourable, with the converse true for landlords. 

 — Tenants, despite being a key affected group, are almost invisible in the HMRC impact statement. 
However, when one compares the position of tenants with owner-occupiers (a comparison not 
mentioned by the Government) the evidence is that rents, evictions and homelessness will all rise as 
a direct consequence of this decision. Four surveys of landlord intentions have shown that a majority 
of landlords will increase rents to combat the new massive tax bills that will become payable (the 
Residential Landlords Association found 65% of  landlords will  increase rents; for Rentify  the figure 
was 56%; and the National Landlord Association has estimated £70 per month will be added to rents; 
a recent Scottish Association of Landlords survey estimated the average rent rise expected as a direct 
result of the measure to be 12%). The number of landlords expecting to increase rents will rise as 
the anecdotal evidence is that most landlords have not yet realised what the measure means (largely 
because of the misleading way it was presented in the Budget and by HMRC and continues to be 
presented as though it will only affect wealthy landlords). The massive new tax burden placed on 
landlords is likely to lead to a decline in maintenance standards. This move is thus detrimental to the 
interests of a large number of tenants in the private sector.

 — Within Europe, UK landlords will also be strangely and unfairly singled out. It is already the case 
that taxation in the UK is more heavily biased in favour of home-ownership and against landlords 
than in any other country in Europe. Also, no other country in Europe disallows landlords from 
offsetting finance costs  to  calculate profit The Chancellor’s  argument  about  creating a  level playing 
field therefore makes no sense in the European context.

12. HMRC states that 1.6 million BTL mortgages are held in the UK and recent research by the NLA found 
that an average of 28% of landlords’ rental income goes on mortgage payments. The Government has not 
explained how it believes only 1 in 5 landlords would be affected (which would still involve an enormous 
number of landlords). In addition, the moot point is the number of houses and households it will affect, not the 
number of landlords; as portfolio landlords will be most affected, the number of homes (and tenants) will be 
huge. The Government has also not stated if the 1 in 5 includes the landlords who will move from paying tax 
at 20% to 40% because of the way ‘profit’ will now be calculated. It has also not demonstrated the impact the 
proposal will have on portfolio landlords whose only source of income is their rental business. The Government 
has not acknowledged that viable businesses will become unsustainable as a result of the Budget proposals, 
nor has the Government recognised that the proposed change will lead to the bankruptcy of many portfolio 
landlords. 

13. The separate submission by John McKay shows how the business of buy-to-let for landlords who 
hold mortgages will be quickly rendered unviable and portfolio landlords especially are already working on 
strategies to deal with the consequences of the proposed measure. For many, this will involve raising rents and 
others will give tenants notice in order to prepare houses for sale; other landlords may incorporate property into 
limited companies which will result in capital gains tax and SDLT; these costs will lead to no positive benefit 
for landlords or tenants. In extreme cases, landlords are considering leaving the country to avoid financial ruin.

14. No  statistics  have  been  presented  regarding  the  number  of  first  time  buyers who  are  actively  seeking 
to purchase a home and in a financial position to do so, or  indeed how many starter homes may be freed up 
from  rental  stock by  landlords offloading  their  portfolios  (and  evicting  tenants  to  do  so). There will  also be 
considerable regional and local variation in supply and demand. There is often a considerable discrepancy 
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between the kinds of houses rented out and those which potential owner-occupiers would wish to purchase. For 
those that are bought by first time buyers, these properties will be lost to the rental market and an unspecified 
number of tenants are likely to be made homeless. In this respect, the decision discriminates against renters and 
favours potential owner-occupiers; hardly a ‘level playing field.’

15. Whilst some landlords may suggest amendments to the policy, I cannot suggest an amendment to 
something that, to quote the Director of the IFS again, is ‘plain wrong.’ Rather than there being an amendment 
there needs to be a thorough examination of what the problems are in the housing sector, followed by solutions 
to those problems. Better use of existing housing and building new homes is the obvious solution; damaging the 
private rental sector is not a solution to the country’s housing problems; neither is destroying long-established 
property rental businesses. Indeed, private landlords should be among those incentivised to provide this 
housing, rather than forcing landlords to sell or have their properties repossessed because of this punitive tax 
on turnover which will merely change the ownership of these extant properties and in no way guarantees that 
currently tenanted properties are re-occupied by owner-occupiers (a very dubious aim of Government policy in 
any case).

16. According to HMRC’s policy paper, the measure is expected to raise £225M in 2018/19, £415M in 
2019/2020 and £665M in 2020/21. However, these figures do not take into account lost revenue from existing 
landlords who will exit the private rented sector, or downsize the scale of their portfolios or go bankrupt as 
a direct result of the measure. The long term impact for the Treasury could be a net reduction in tax, not an 
increase as suggested by the impact statement. Whilst the Government might obtain CGT and SDLT windfalls 
as a result of landlords disposing of properties, this is likely to be a short term windfall and has not been 
quantified by the Government. In any case,  landlords will  take tax planning advice and seek to minimise the 
CGT and SDLT paid. Local councils’ Bed and Breakfast bills for homeless people are likely to soar in less 
desirable areas where landlords give tenants notice in order to prepare the properties for sale and then wait 
some time before a buyer is found. If the buyer is an owner-occupier that area loses a rental property. The 
Treasury needs a far more comprehensive analysis of the costs of this policy. 

17. Conclusion: The decision creates problems; it doesn’t solve problems and it exacerbates the inequitable 
and heavy tax burden already existing for private landlords in the UK compared to other advanced nations. 
It will  lead  to financial  ruin  for many  landlords with  a  range of nefarious knock-on effects  for other groups 
and individuals. In addition it sets a dangerous precedent as it destroys the fundamental principle of business 
taxation that:

Business profit = income – costs.

It will cause lasting damage to the private rental sector and it will create no new housing. It will make buy-
to-let so unattractive  that  future  investment  from private  landlords dependent on finance will be significantly 
reduced at a time when demand for private rented sector housing is growing (why would anyone still invest 
when the investment could bring a negative return?). At the same time the Government is providing guaranteed 
loans to encourage institutional investment. The Government’s plans are contradictory. On the one hand, 
the Government is encouraging investment in the sector (for companies and institutions); on the other, it is 
discouraging investment by individuals. This makes no sense. In fact, the evidence is that private landlords 
provide better quality housing than institutions and that the majority of private tenants are satisfied with both 
their housing and their landlord in the private rented sector (according to the Rugg Report, 2008, on the private 
rented sector: ‘three-quarters of tenants are either fairly or very satisfied with their landlords’). This policy must 
be reversed.

August 2015

Annexe 1: 

1. This is an extract from an article by Professor Philip Booth, from February 2015 regarding the Green 
Party’s (uncosted) proposal to abolish “tax relief” on interest for private landlords.

‘Private landlords generally take out loans, add some of their own equity capital, buy houses and let them 
out – that is how any small business works. They receive income (rent) and they deduct costs (wear and 
tear, alterations, depreciation and the interest on the loans they take out). On income less costs they pay tax 
(corporation tax if they incorporate; income tax if they do not). Being able to deduct interest from the rental 
income is not a “relief”, it is recognition of a cost of doing business... This is absolutely the correct way to 
tax returns for buy-to-let landlords, though believing that the tax deductibility of interest is a “concession” is 
an easy mistake to make – George Osborne flirted with abolishing it for corporations before the 2010 general 
election.

‘What will be the result of the Green policy? Any combination of the following could occur:

 — There might be a replacement of debt capital by equity capital to fund buy-to-let properties. But this 
can only be a partial replacement because few will have access to sufficient equity capital. Institutions 
may take over some of the slack in this market but this is unlikely given that it is still regarded as 
a political football (it was repeated political interventions that led to the wholesale withdrawal of 
institutions  from  this market  in  the first place). There will be no gain  to  the Exchequer because  the 
gain from the Green policy comes from the fact that interest is taxed twice (both the landlord who 
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will pay the interest and whoever funds the loan will have to pay tax). If buy-to-let is only financed by 
equity capital, the returns will only be taxed once.

 — Houses for let will be sold and we will see a decline of the rental market again. Here, there will be no 
gain to the Exchequer because owner-occupied property is not taxed at all (indeed, there will be a loss 
to the Exchequer).

 — Rents will rise to restore the investors’ return on equity – in this case by nearly 15 per cent.
5. It should be borne in mind that the response to various forms of double taxation that are imposed on 

investors is normally the development of complex tax avoidance mechanisms. In fact, the most likely outcome 
of the Green policy is that there will be no new revenue for socialised housebuilding and a lot of revenue for 
bankers designing tax efficient funding products.’ 

(reference: http://www.iea.org.uk/blog/the-green-interview-%E2%80%93-failed-on-style-what-about-the-
substance)

Annexe 2.

The other G7 countries’ and/or European countries’ policies on ‘finance costs’ for private landlords:

1 USA:

In the USA, interest is fully deductible as an expense; indeed the tax regime is considerably more favourable 
to private landlords than the UK system is; landlords can claim for depreciation, for example.

(ref: http://www.irs.gov/pub/irs-pdf/p527.pdf – see page 3)

2 Canada:

In Canada, interest is fully deductible, as are many additional costs of landlords’ businesses.

(reference: http://www.cra-arc.gc.ca/tx/bsnss/tpcs/rntl/bt/rprt/xpns/ln8710-eng.html )

3 Japan:

Deductible expenses for real estate income purposes include interest, depreciation, maintenance or 
improvements to property. (ref: http://japantax.org/)

4 All countries in Europe, including the G7 countries of France, Germany and Italy, allow mortgage interest 
as a deduction in calculating tax (except for the Netherlands where real figures for rent and costs are not used). 
(reference: http://www.treanor.co.uk/books/HousingPoliciesinEurope.pdf – p16)

In  addition,  all  other  countries  in  Europe  also  allow  finance  costs  as  an  offsettable  expense  and  indeed, 
generally have a more favourable tax regime for landlords than the UK (even before the Budget decision to 
restrict this ‘relief).

Written evidence submitted by Neil Allen (FB 07)

SUBMISSION ON THE ‘RESTRICTING DEDUCTIONS FOR FINANCE COSTS RELATED TO 
RESIDENTIAL PROPERTY’ DECISION ANNOUNCED IN THE SUMMER BUDGET: ALTERNATIVES 

TO BE CONSIDERED.

1. introduction.
1.1 My background is that I have been renting out properties as a business since 2004 and have a portfolio of 

29 properties, most of which house vulnerable tenant groups.

1.2 I rely on my rental income as my main source of income. The proposed tax measure will have a 
devastating impact on my property business and for all my tenants as they will have to be re-housed elsewhere. 

2. summary:
2.1  From the outset, I should make it clear that I think the proposal to restrict finance cost relief for individual 

landlords is entirely wrong and ill thought out and will result in serious unintended social and economic 
consequences. These are set out in the submissions by Dr R Beck and C Cheuk so I shall not repeat these here. 
This submission focuses on alternatives that the Government should consider to slow down the growth of the 
buy to let market.

3. PostPonE thE mEasurE until its nEcEssity has BEEn EstaBlishEd:
3.1 The tax proposal is premature and unnecessary at this stage as the Bank of England is considering 

measures to control the growth of the buy to let market. This is likely to result in stricter lending criteria being 
introduced, making buy  to  let  less attractive and making  it more difficult  for  landlords  to build medium and 
large portfolios. What the Government could do is put the proposed tax measure on hold, monitor the impact of 
the Bank of England’s proposals, and then consider if further measures are necessary. If no further measures are 
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necessary, existing property businesses like mine will not be adversely affected and the Government’s objective 
of controlling the growth of the Buy to Let market will be achieved.

3.2 Apply the measure to new purchases only:

The unintended social and economic consequences of the proposed measure will be avoided if the measure 
is only applied to new purchases from April 2017. The measure will meet the Government’s objective of 
controlling the buy to let market without damaging long established property businesses like mine.

3.3 Establish a Royal Commission on Housing:

Landlords are not to blame for the housing crisis this country. There is an acknowledged problem of housing 
supply because not enough houses are being built. The solution is obvious – Build More Houses. But how 
is that to be achieved and what type of houses should be built and by whom? The Government’s policy on 
Housing is not well thought out and there is a political obsession with promoting home ownership. Not all 
people can afford to buy a house; not all people wish to buy a house; there is not enough social housing for 
people on benefits and/or low incomes. For these people, the private rented sector is a solution. There is a need 
to review the role of the private rented sector and how it aligns with other housing tenures. The Government is 
promoting the idea of build to rent by institutional investors. Whilst this may have a role to play, the investors 
will only invest in areas where they will achieve an adequate return. These will be prime city centre locations 
such as London. They will choose tenants with low risk ie. those in employment with high incomes; they are 
unlikely to rent to tenants on benefits.

4. conclusion:

This proposal will have a devastating impact on my business and those businesses of other portfolio landlords. 
The proposal should be scrapped. However, if the Government decides not to scrap the proposal at this stage, 
it should be put on hold until the impact of the measures to be introduced by the Bank of England to control 
the growth of buy to let market have been monitored. This will allow the Government to consider if further 
measures are required. The proposal must not be introduced in its current form because of the impact it will 
have on long established property businesses and because of the adverse social and economic consequences 
that will occur. If the Government is adamant that the measure is introduced, it should apply to new purchases 
only. Finally, I would urge the Government to have a Royal Commission on Housing to ensure that the housing 
needs of the nation can be examined in full and addressed.

August 2015

Written evidence submitted by Christian Aid (FB 08)

1. summary

1.1 This submission argues for an amendment to the Finance Bill 2015 to introduce public country-by-
country reporting in the UK. 

1.2 Support for greater action to tackle tax avoidance is strong:

1.2.1 85% of the public say that tax avoidance by large companies is morally wrong, even if it is legal.1 This 
holds across the political spectrum.

1.2.2 Only 20% of people believe political parties have gone far enough in their promises to tackle tax 
avoidance. 

1.2.3 73% want the Government to legislate to discourage large UK companies from avoiding tax in 
developing countries.

1.2.4 Nearly 9 in 10 small and medium sized businesses back the tackling of aggressive tax avoidance.2

1.3 Support for public country-by-country reporting is widespread:

1.3.1 It was one of the key asks of the Tax Dodging Bill campaign. It was supported by over 80,000 people, 
and 25 UK and international NGOs including ActionAid, Oxfam, Church Action on Poverty, The Equality 
Trust, The Global Poverty Project, Jubilee Debt Campaign, the Methodist Tax Justice Network, the High Pay 
Centre, Bond and CAFOD.

1.3.2 It is supported by the Financial Transparency Coalition, which is a global network of civil society, 
governments  and  experts  spanning  five  continents.  They  seek  to  promote  a  transparent,  accountable  and 
sustainable financial system that works for everyone.
1 ComRes. http://comres.co.uk/polls/Christian_Aid_and_ActionAid__Tax_Avoidance_Poll.pdf 
2 Institute of Directors press release, 18th May 2015. 
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1.3.3 A PwC study for the European Commission concluded that public country-by-country reporting that 
will be carried out by some companies under the EU Capital Requirements Directive would, if anything, be 
positive.3

1.3.4 The European Parliament has voted in favour of public country-by-country reporting.4 

1.4 We consider that while this Bill takes some small steps forward in tackling tax avoidance, it will not have 
a significant impact for developing countries. It misses the opportunity to tackle tax avoidance in developing 
countries, which the IMF has recently calculated costs them $212 billion a year.5 

1.5 The suggested amendment presented in section 3 of this submission has a number of advantages:

1.5.1 It would give governments, civil society, parliamentarians, investors and others much greater ability 
to tackle tax avoidance and corruption; and to assess the effectiveness of measures designed to address tax 
avoidance and evasion.

1.5.2 It would guarantee that developing country governments and citizens would be able to see what taxes 
companies pay in their countries, and the economic activity those taxes are based on.

1.5.3 It would enable the UK Government to show leadership, and to set the standards for reporting rather 
than following others.

1.5.4 Making reports public would represent a cost saving in comparison to the suggested OECD process.

1.5.5 UK legislation would greatly increase the likelihood of a multilateral agreement.

1.6 We cannot foresee any major disadvantages to the amendment. We have engaged in consultations 
with FTSE 100 companies on this issue. The responses have convinced us that there would be a minority 
of  companies  who  might  resist  the  changes.  The  majority  of  companies  can  see  the  benefits  of  increased 
transparency and would appear likely to not strongly object to legislation.

2. introduction

2.1 Christian Aid is a Christian organisation that insists the world can and must be swiftly changed to one 
where everyone can live a full life, free from poverty. We work globally for profound change that eradicates 
the causes of poverty, striving to achieve equality, dignity and freedom for all, regardless of faith or nationality. 
We are part of a wider movement for social justice. We provide urgent, practical and effective assistance where 
need is great, tackling the effects of poverty as well as its root causes.

2.2 The Government has outlined one of the key goals of this Bill as being to tackle tax avoidance, evasion, 
non-compliance and imbalances in the tax system.6 The Bill includes a number of measures designed to tackle 
tax avoidance. For example, clause 36, new sections 455B, 455C, 455D, 698B, 698C and 698D.

2.3 Christian Aid has been focussing on the impact of tax avoidance on international development for nearly 
ten years. We work in this area for a number of reasons. For example:

2.3.1 The IMF recently calculated that developing countries are losing around $212 billion a year to tax 
avoidance by companies. This is substantially more than they receive in aid.7

2.3.2 The OECD has estimated that tax havens may be costing developing countries a sum of up to three 
times the global aid budget.8

2.3.3  The  value  of  capital  that  flows  out  of  developing  countries  is  huge,  estimated  at  nearly  $1trillion  a 
year9 and means that Africa is actually a net creditor to the world.10

2.3.4 As stressed by the UN’s Agenda 2030 for Sustainable Development, taxes are central to achieving the 
sustainable development goals. They provide a domestic funding stream for countries to invest in their own 
development, allowing them to move beyond aid reliance while building accountability with their citizens. 
Many companies operating in developing countries play a crucial role in their development while paying the 
taxes they owe. But some multinational companies take advantage of loopholes in global rules and secrecy 
created by offshore tax havens to avoid paying developing countries the taxes they owe. For example, they 
exploit loopholes in tax treaties, shift profits to tax havens, and keep their money in a complex web of secret 
ownership. This hampers efforts to create sustainable development and achieve gender equality.11

2.4 While this Bill does make some small steps forward in tackling tax avoidance, it will not have a 
significant  impact  for  developing  countries,  which  suffer  disproportionately  from  corporate  tax  avoidance. 
3 http://ec.europa.eu/internal_market/company/docs/modern/141030-cbcr-report_en.pdf
4 http://www.europarl.europa.eu/news/en/news-room/content/20150703IPR73902/html/Corporate-governance-MEPs-vote-to-

enforce-tax-transparency 
5 http://www.sbs.ox.ac.uk/sites/default/files/Business_Taxation/Docs/Publications/Working_Papers/Series_15/WP1509.pdf
6 Hansard 21 July 2015: Column 1387
7 http://www.sbs.ox.ac.uk/sites/default/files/Business_Taxation/Docs/Publications/Working_Papers/Series_15/WP1509.pdf
8 http://www.theguardian.com/commentisfree/2008/nov/27/comment-aid-development-tax-havens.
9 http://www.gfintegrity.org/report/2013-global-report-illicit-financial-flows-from-developing-countries-2002-2011/ 
10 http://www.afdb.org/en/news-and-events/article/new-afdb-gfi-joint-report-africa-a-net-creditor-to-the-rest-of-the-world-11856/
11 http://www.christianaid.org.uk/images/taxing-men-and-women-gender-analysis-report-july-2014.pdf
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The Bill misses an opportunity in introducing greater financial  transparency, which would benefit developing 
countries.

2.5 Our submission will focus on one amendment which we believe would provide a step change in tackling 
corporate  tax avoidance for  the benefit of developing countries. Section 3 of our submission will outline our 
proposed amendment, section 4 will provide explanatory notes, and section 5 will outline reasons why the 
amendment is both needed to tackle corporate tax avoidance in developing countries, and wanted by the UK 
public. 

3. our suggEstEd amEndmEnt

Page 48, line 12, at end insert new clause 37(A):

The following shall be added as a new clause 404 to the Companies Act 2006.

(a) Any large company that includes within its group accounts a subsidiary, branch, joint venture or 
affiliate that is not required to report its taxable income to HM Revenue & Customs shall be required 
to comply with the requirements of this section whether those group accounts are prepared as IAS 
Group Accounts or Companies Act Group Accounts.

(b) Any large company registered in the UK that is the subsidiary of a parent company located in another 
jurisdiction shall be subject to the requirements of this section and shall publish the information that it 
requires if:
(i) It is the ultimate parent company of the UK subsidiaries of the group of which it is a part, or;
(ii) It is deemed by the Secretary of State for Business, Innovation and Skills (or such person as they 

shall nominate) to be the UK representative member of the group of which it is a part for the 
purposes of this section, and;

(iii) The group of which it is a part does not publish on public record the information required by this 
section in the accounts of its ultimate parent company.

(c) A company required to comply with this section shall publish in its group accounts all that information 
that would have to be prepared if the group were to comply with all the requirements of the 
Organisation for Economic Cooperation and Development’s current or last recommended Template 
for Country-by-Country Reporting and shall publish that information for each jurisdiction in which 
it shall trade, without exception. If the Organisation for Economic Cooperation and Development 
country-by-country reporting template is modified to reduce required disclosure than those changes 
shall not apply for the purposes of this section and the previous template shall be considered to be 
current.

(d) For the purposes of this section a company whose results are included in group accounts trades in a 
jurisdiction if it has:
(i) Sales or other income that would be taxable if received in the United Kingdom, whether intra-

group or third party, recorded in that jurisdiction and no other;
(ii) Employees in that jurisdiction;
(iii) A permanent establishment for taxation purposes in that jurisdiction.

(e) Any company required to comply with this section shall in addition to publishing the information 
noted in subsection (c) also publish for each jurisdiction for which disclosure is made the following 
additional information:
(i) The total remuneration paid, including salaries and bonuses but excluding employer pension 

contributions, employer social security and payroll costs and the costs of benefits in kind, to those 
persons included in the employee headcount for a jurisdiction

(ii) The cost of intra-group purchases incurred within a jurisdiction excluding interest charges
(iii) Intra-group interest charges made to and from the jurisdiction, each to be disclosed separately
(iv) Intra-group hedging income and expenditure arising within the jurisdiction, each to be disclosed 

separately
(f) A company required to comply with this section shall publish the information required by it whether or 

not that information is required by law to be submitted by it to HM Revenue & Customs

4. notEs to thE suggEstEd amEndmEnt

4.1 The overall aim of the amendment is to enact the requirement that country-by-country reporting be 
placed on public record by multinational companies required to prepare group accounts in the UK and the 
companies that are exempted from that requirement but which are, nonetheless, the parent of UK group of 
companies or are nominated as such where the parent company is overseas. This requirement is to prevent 
unfair competition on disclosure.

4.2  The amendment reflects the style of the Companies Act 2006 which does not specify the detailed content 
of accounts but does instead rely on secondary regulations to achieve that goal or on external regulation when 
that can achieve the same effect e.g. by adopting International Financial Reporting Standard as a disclosure 
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standard (which form the basis for what are called IAS Group Accounts in the Act). Since the OECD 
recommended a template format for country-by-country reporting in September 2014 and is putting in place 
regulation to ensure compliance with its expectations it would appear most appropriate at present to adopt its 
approach to country-by-country reporting as the basis for UK public reporting. That way:

4.2.1 Limited additional burdens are placed on most businesses.

4.2.2 If the template is updated, so is the law.

4.2.3  Detailed definitional rules can be determined by the work the OECD is doing.

4.2.4 If the OECD abandons the country-by-country reporting requirement the last promulgated version 
remains in operation force the purpose of this law. 

4.3  Section  404 Companies Act  2006  defines  the  content  of Companies Act Group Accounts. Companies 
may either prepare group accounts as Companies Act Group Accounts or IAS Group Accounts. Since the 
OECD country-by-country reporting template is not part of IAS the additional requirement has to be included 
in Section 404 relating to Companies Act Group Accounts but is written to apply to accounts in both possible 
formats, as is necessary.

4.4  Section (a) is drafted to ensure that the requirement to disclose applies if any organisation reflected in the 
group accounts has to report its tax affairs to an authority outside the UK. This is a more objective and easier 
test to enforce than seeking to define whether or not a company has a place of trade outside the UK.

4.5 Section (b) extends the requirement of the section to foreign owned companies with subsidiaries in the 
UK  if  they  do  not  report  this  information  in  their  parent  jurisdiction,  so  ensuring  a  level  playing  field  for 
reporting purposes.

4.6 Section (c) requires data in the accounts without exception if the conditions of section (b) are met and 
that data must be made available for all jurisdictions in which the group trades without exception. The OECD 
country-by-country reporting template also requires this. 

4.7  Section (d) makes clear how the location of a trade is identified for these purposes. Detail is added by the 
OECD’s regulations, which can be relied on for this purpose.

4.8 The OECD template is good but does omit some useful information that is really required for public 
country-by-country reporting but which may not be needed for tax risk assessment, which is the OECD’s sole 
focus. Section (e) makes good these deficiencies:

4.8.1 Firstly, data on the cost of employing staff in a jurisdiction is added to the data on the number engaged. 
This was proposed as part of the OECD template and omitted because it was not considered necessary for 
tax purposes. It is however essential for civil society purposes where wage differentials between jurisdictions 
clearly matter and so this data is added to required disclosure. 

4.8.2 If transfer mispricing is to be properly appraised it is not just important that intra-group sales 
information be available, but that data on the other side of that equation i.e. intra-group purchases, also be 
known. That is why data on this is requested because with this information being made available the flow of 
funds within a group of companies can be traced.

4.8.3 As recent disclosures from Luxembourg have shown, intra-group interest payments are a major 
component in international profit shifting. This means that their separate disclosure under country-by-country 
reporting is vital if tax abuse is to be identified, and so discouraged and even stopped.

4.8.4  Little attention has been given to intra-group hedging as a mechanism to shift profits as yet, but such 
arrangements can definitely be used for this purpose and if this data was not disclosed they would become the 
favoured mechanism for such profit shifting. 

4.9 Section (f) makes clear that this disclosure is not dependent upon tax rules, which would be inappropriate. 

5. why is this amEndmEnt Both nEEdEd and wantEd?
5.1 Multinational companies are able to exploit loopholes in domestic and international tax laws to shift 

profits  from one  country  to  the next,  often  through  jurisdictions with very  low  tax  rates. The  end goal  is  to 
reduce or eliminate the tax they pay to governments. This behaviour has a particularly devastating effect on 
developing countries. An example of it can be seen in the recent ‘LuxLeaks’ revelations12 – where leaked 
documents revealed secret tax deals arranged between hundreds of different companies (including many UK-
based companies) and the European state of Luxembourg.

5.2  Although multinational companies do report on their global profits, revenue, taxes paid and numbers of 
employees, the data provided is for the operations of all their subsidiaries bundled together. This prevents a 
clear understanding of a corporation’s operations in any specific country. It also prevents a clear understanding 
of how changes in government policy affect corporations’ decisions and activities. Public country-by-country 
reporting would require multinational companies to publish this information for each country where they 
12 http://www.icij.org/project/luxembourg-leaks
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operate. This would give governments, civil society and investors much greater ability to spot irregular activity 
that could present a risk and/or should be investigated further. For example, cases of corruption and bribery. 
It would also give governments, civil society, parliamentarians, journalists and others the data to be able to 
monitor the impact and effectiveness of government policy, including assessing the success of recent measures 
to address tax avoidance and evasion.

5.3  Under the proposals of the OECD Base Erosion and Profit Shifting (BEPS) project, country-by-country 
reporting will be a requirement from 2016 for all multinational companies with a group revenue greater than 
€750 million. In September 2014, the UK Government announced its commitment to implementing country-
by-country reporting in accordance with the proposed OECD guidance. Clause 122 of Finance (No. 2) Act 
2015 provides HM treasury with the power to make the required regulations.

5.4 However, while the proposals for country-by-country reporting under the OECD BEPS project are 
welcome, we do not believe that they go far enough. To ensure that such reporting can achieve the maximum 
beneficial  impact, we would  like  to  see  the UK  commit  to  regulations  that  require UK-based  companies  to 
make public their country-by-country reports. This would have the following advantages:

5.4.1 By publishing the data it will be exposed to scrutiny by a larger number of stakeholders, including civil 
society. This makes it more likely that potential misalignment between value creation, profits declared and tax 
paid can be  identified and examined.  In addition  this data will provide  important  information  to  identify  the 
overall effectiveness of other actions under BEPS and will help to identify broader problems with particular 
jurisdictions or commercial sectors.

5.4.2 Potential investors would be made more aware of exposure to ‘tax risk’ and would be provided with a 
range of useful data that would guide better investment decisions. 

5.4.3 The proposed system of ‘transmission’ of the information in the country-by-country reports requires 
that they are developed in the company’s home country and then distributed to relevant governments in 
countries of operation via existing international agreements. This means that some authorities in countries with 
a significant interest in the reports may not receive them, and developing countries will be disproportionately 
affected. Making the reports public ensures that developing country governments, and their citizens, will be 
able to access the information.

5.4.4 The proposed conditions on ‘appropriate use’ in the OECD guidelines restrict the use of country-
by-country reporting data to tax-related risk only. This may mean that opportunities to tackle corruption are 
missed. This risk will be avoided if the information is made public.

5.4.5  The OECD BEPS  process  is  proposing  a  number  of  potentially  significant  changes  to  tax  policies. 
Public country-by-country data will enables parliamentarians and citizens to fully assess the impacts of these 
changes.

5.5 Recent surveys from PwC13 and comments from KPMG14 support the view that public country-by-
country reporting will happen, and it is a case of ‘when’ rather than ‘if’. The UK Government making country-
by-country reporting data public will enable it to show leadership, and to set the standards for the reporting 
rather than following others. 

5.6 If the UK Government adopts public country-by-country reporting in line with this amendment, this will 
increase the chances that other countries will follow suit. 

5.7  We do not believe  that  there are any significant disadvantages  to making country-by-country reporting 
data public on a unilateral basis.

5.8  Large financial sector companies are already required  to carry out public country-by-country reporting 
under the EU Capital Requirements Directive. A PwC study for the European Commission concluded that the 
economic impact of this would, if anything, be positive.15

5.9 The European Parliament has voted to support public country-by-country reporting for all sectors. Its 
position is now awaiting trialogue negotiations. 

5.10 Christian Aid has engaged in consultations with FTSE 100 companies on this issue. The responses have 
convinced us that there would be a minority of resistance to the UK introducing legislation to make country-
by-country reporting data public. The majority of companies can see the benefits of increased transparency and 
would not object strongly to legislation.

5.11 Making the reports public would represent a cost saving for the Government in comparison to the 
suggested OECD process. Transparency would eliminate much of the costly bureaucracy required by the 
OECD process. 

5.12 UK legislation would greatly increase the likelihood of a multilateral agreement. For example, UK 
legislation to create a public register of beneficial ownership in the Small Business, Enterprise and Employment 
Act 2015 has led to the EU adopting higher EU-wide standards.
13 http://www.pwc.com/gx/en/ceo-survey/2014/explore-the-data.jhtml?WT.mc_id=cs_gx-hero-home_CEO-Survey-2014
14 https://twitter.com/alexcobham/status/609317645297577984/photo/1
15 http://ec.europa.eu/internal_market/company/docs/modern/141030-cbcr-report_en.pdf
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5.13 Public country-by-country reporting in the UK was one of the key asks of the Tax Dodging Bill 
campaign. It was supported by over 80,000 people, and 25 UK and international NGOs including ActionAid, 
Oxfam, Church Action on Poverty, The Equality Trust, The Global Poverty Project, Jubilee Debt Campaign, the 
Methodist Tax Justice Network, the High Pay Centre, Bond and CAFOD.

5.14 Public country-by-country reporting is supported by the Financial Transparency Coalition, which is 
a global network of civil society, governments and experts spanning five continents. They seek  to promote a 
transparent, accountable and sustainable financial system that works for everyone.

5.15 85% of the public say that tax avoidance by large companies is morally wrong, even if it is legal.16 This 
holds across the political spectrum.

5.16 Only 20% of people believe political parties have gone far enough in their promises to tackle tax 
avoidance. 

5.17 73% want the Government to legislate to discourage large UK companies from avoiding tax in 
developing countries.

5.18 Nearly 9 in 10 small and medium sized businesses back the tackling of aggressive tax avoidance.17

August 2015

Written evidence submitted by Gary Bartram (FB 09)

THE PROPOSAL TO RESTRICT ‘DEDUCTIONS FOR FINANCE COSTS RELATED TO RESIDENTIAL 
PROPERTY’ ANNOUNCED IN THE SUMMER BUDGET: AN EXAMINATION OF ANTI-LANDLORD 
PREJUDICE AND THE MYTHS PERPETUATED ABOUT UK PRIVATE LANDLORDS, WHICH HAS 

LED TO THIS DECISION.

my Background: 
First, a brief note about myself: My name is Gary Bartram and I am the director of a letting agency with four 

members of staff. I also own a small portfolio of properties including single lets and an HMO. My concerns are 
two-fold with regards to the tax proposal to limit ‘mortgage interest relief’ on rented properties. Many of our 
landlords are saying that if this goes ahead they will be forced to sell; indeed some are already planning this. 
This could have a serious impact on my business and endangers the employment of my staff. 

From a personal perspective, working so hard to build up the deposits for my houses and now producing 
good quality housing in Peterborough for my tenants, it feels like all this hard work could now be wiped out 
and seriously damage the financial standing of myself and my family. At the very least, I will be forced to put 
rents up which will impact on the tenants that I have worked so hard to provide a quality home for. 

I put my hard-earned money into a property business knowing that business and taxation principles mean that 
turnover minus expenses equals profit. The Chancellor is attempting to rewrite this. One cannot equate running 
a property business with investing in shares. Share – investing does not involve being called out at all hours 
for tenants who have lost their keys, or trying to ring around to find a contractor because a leak has appeared 
whilst you’re out with your family on a Sunday. Share-investing is a quickly disposable form of investing. It’s 
not easy to sell a house, not counting the impact that this has on the family that has made it their home. It is 
possible to use controls such as stop losses with shares so you don’t get into trouble. Alas whilst you can take 
precautions with property, there are never guarantees that some bad tenant is not going to trash your house, or 
run off without paying.

From our experience, many people don’t want to own a house. They want the freedom to be able to move 
around, they want to know that when an issue occurs with the house, it is fixed without them having to dip into 
their overdraft or take out a 5 year loan for a new boiler that is beyond repair. They also don’t necessarily want 
to save for a deposit. It is fixed – price living for those who want it. Private landlords are providing a service 
for this country’s residents and should not be persecuted for it just because the Chancellor thinks we are an easy 
target or can be made into scapegoats to win a few votes. Landlords provide an essential service and should be 
supported in this and not demonised and ‘punished’ as though we have done something wrong. 

1. summary:
This is a brief examination of anti-landlord prejudice. It is my contention that the Government’s grossly unfair 

and discriminatory decision to single out private landlords and no longer allow them to offset all of the finance 
costs of their business can only be explained within the context of anti-landlord prejudice. All other advanced 
countries acknowledge the essential role of landlords in providing accommodation for the population, and have 
far fairer tax policies which support the private rented sector. If this decision goes ahead, the UK will stand 
alone as the only country in the civilised world which intends to abandon the centuries’ old practice of taxing 
actual profits; replacing it with a bizarre policy of taxing revenue. Myths about landlords have undermined our 
16 ComRes. http://comres.co.uk/polls/Christian_Aid_and_ActionAid__Tax_Avoidance_Poll.pdf 
17 Institute of Directors press release, 18th May 2015. 
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work for many years and this has now culminated in this most serious attack on the private rented sector in 
modern history. 

2. Myth 1: The tax change is necessary because landlords enjoy a tax advantage compared to owner-
occupiers/first-time buyers.

Reality:  Internationally,  all  other  countries  in  the G7  and  Europe  allow  landlords  to  offset  finance  costs, 
as this is normal business practice; to tax businesses on turnover makes no sense. Other countries do not 
compare the business of renting houses to being an owner-occupier (this is comparing apples with pears). The 
Government should cease calling this ‘the provision of tax relief’ to landlords; it is the offsetting of business 
costs and not a gift bestowed by the Government. If, however, this comparison is made, then the general 
consensus among economists in the UK is that the unfair advantage runs in the opposite direction and that the 
tax system massively favours home-ownership.18 

3. Myth 2: Private landlords are responsible for house prices rising.

Reality: ‘Only 7% of the 150% rise in property prices between 1996 and 2007 was attributable to increased 
lending to landlords.’19

4. Myth 3: Landlords stop people from buying their own homes.

Reality: Millions of people rent in the UK who, at any given time do not want to buy their own homes. Many 
of these fall into the following categories: approximately one million students, 5 million migrant workers; 
9 million economically inactive people between the ages of 16 and 64; 5 million low-paid workers; and an 
unspecified  number  of workers who  prefer  to  rent  for  job mobility  or who  have  no  interest  in  buying  (e.g. 
because of the insecurities of rising interest rates, maintenance costs and so on). For many, choosing to rent 
is a lifestyle choice.20 Of those who do wish to become owner-occupiers, the main barriers include: saving 
for a deposit, satisfying mortgage companies’ criteria and being able to buy in the area they would want to. 
Landlords are not to blame.

5. Myth 4: The landlord-tenant relationship is fraught with conflict and landlords are ‘bad’ people, deserving 
of vilification.

Reality: The majority of tenants in the private rented sector are happy with their landlords.21 The Joseph 
Rowntree Foundation observed: ‘The private rented sector is relatively good at doing what it does at present, 
but there are limits to what it can do.’22 Only 6% of tenants feel their relationship with their landlord is bad 
or very bad.23 In addition, 84% of private tenants are satisfied with their property.24 At the same time, there is 
evidence that Housing Association tenants’ levels of satisfaction are falling.25 

6. Myth 5: Landlords make excessive profits from renters.

Reality: The profit margins for most landlords are modest and 21% of landlords make no income from the 
properties they rent out.26 Taking the example of a landlord with a portfolio valued at £1,500,000, mortgage 
debt of £1,000,000, rental income of £100,000, mortgage costs of £40,000 and other costs of £40,000, and net 
profit of £20,000 before tax, gross yield is currently 6.67% and the net yield (after tax @ 40%) is 0.8%. With 
the proposed tax measure, the gross yield would remain the same but the net yield would reduce to 0.07%. This 
very low rate of return is not attractive and will result in landlords exiting the private rented sector. 

7. The perpetuation of these myths about landlords does great harm and I believe these myths contributed 
to the decision on restricting landlords’ rights to offset the costs of their business, which will lead to a great 
injustice being perpetrated; one which will ruin people’s livelihoods and pension arrangements and disrupt a 
huge number of households in the UK.

8. The Government should, as a matter of urgency, set up a Royal Commission into the future of housing 
in the UK, so that the role of the private rented sector and individual landlords can be considered in a 
wider context and dispassionate manner; rather than singling out landlords for extraordinary measures. The 
Commission should make recommendations for each part of the Housing sector so that a joined up, holistic 
approach to housing policy emerges. 

9. As landlords, we are aware that we are being blamed for the housing crisis and clearly this is ludicrous. 
We have been the subject of countless pieces of legislation over recent years, often accompanied by unfounded 
generalisations about landlords. We should rather be incentivised to help the UK emerge from its housing crisis. 

18 Submission to the Public Committee by Dr R Beck, which outlines the preferential treatment of owner-occupiers compared to 
landlords.

19 Report published in 2007 by the National Housing and Planning Advice Unit: http://webarchive.nationalarchives.gov.
uk/20120919132719/http://www.communities.gov.uk/documents/507390/pdf/684943.pdf

20 Report by Savills and Rightmove on ‘Rental Britain’ (2012).
21 Rugg Report 2008.
22 Joseph Rowntree Foundation report on the PRS (2010).
23 http://www.propertyreporter.co.uk/landlords/research-dispels-bad-landlord-stereotype.html.
24 http://news.rla.org.uk/growing-number-of-private-sector-tenants-satisfied-with-their-property/;  2012-13  English  Housing  Survey 

‘Households Report.’
25 http://www.insidehousing.co.uk/exclusive-tenant-satisfaction-dips-at-uks-largest-associations/7006938.article.
26 https://katefaulkner.files.wordpress.com/2015/02/independent-report-prs_final.pdf.
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10. Whilst we acknowledge that there is a strong anti-landlord brigade in the UK, we also appreciate the 
support we receive from several quarters. Most recently, the Daily Telegraph has decided to run a campaign 
to ‘Axe the Buy to let Tax Grab’. Writing in the Telegraph on 22 August 2015, Richard Dyson wrote: ‘George 
Osborne doesn’t have a clear philosophy on tax and how a tax system should work to help an economy grow 
and help people prosper. Like Gordon Brown, who did so much to destroy a culture of investing – damaging 
both savers and enterprise – Mr Osborne tends to grab and snatch revenues as he can, with his guiding principle 
being to snatch from the areas where he’s least likely to encounter resistance. You can hate landlords and 
lament the rise of buy-to-let as a favoured investment of the middle classes. But even if you do, you must 
surely also condemn the action of a Chancellor who, out of nowhere, has announced the destruction of this 
asset class for all except the very rich’.27

11. Dyson goes on to say that: ‘this tax change, which was called for by cynical politicians and commentators 
hoping to strike a populist tone, sets a new benchmark of absurdity in Britain’s already ludicrously complex tax 
regime. We now have a tax which is applied at a rate of more than 100pc on investors’ returns. We now have 
people paying tax on zero income. We now have a tax regime that appears not to be able to distinguish between 
revenue and profit. There are other less philosophical objections. Where will the councils find the extra money 
to put yet more people into short-term accommodation when their book of private –sector landlords shrinks? 
More importantly, what will happen to families and individuals forced out of their houses as landlords sell 
up?’28

12.  Dyson says: ‘this Alice in Wonderland Tax sets a new benchmark in financial absurdity’ and he believes 
that the tax change will be the ‘death of buy to let.’

13. Finally, in a letter dated 29 June 2015 to the Chancellor of the Exchequer about the need to improve 
the  efficiency  of  the  tax  system by  simplification,  the Rt Hon Andrew Tyrie MP, Chairman  of  the Treasury 
Committee, quoted Colbert saying we need to ‘pluck as many feathers from the goose with the least amount of 
hissing.’ As a landlord (the goose) I am at risk of losing all my profit (my feathers) as a result of this proposed 
tax change. I intend to continue my campaigning (hissing) against this absurd tax change until the Government 
sees sense.

August 2015

Written evidence submitted by Neil Patterson (FB 10)

SUBMISSION TO THE PUBLIC COMMITTEE ON THE FINANCE BILL: LANDLORDS REACT TO THE 
SUMMER BUDGET ‘RESTRICTION OF TAX RELIEF’ FOR LANDLORDS

1. my Background: 
I  have  worked  in  Financial  Services  and  more  specifically  the  mortgage  market  since  1994  starting  in 

Barclays Bank. I have worked with Landlords since the popular inception of Buy to Let through roles that 
include a fully qualified IFA, Compliance officer under the FSA and Head of Operations for the largest Buy to 
Let mortgage brokerage in the country. Currently I am a Partner in the company you know as Property118.com 

2. summary: 
As the most directly impacted group – landlords – were not consulted about this decision which is going 

to ruin many livelihoods, it is reasonable that the Committee now take into account landlords’ views. This 
submission is largely composed of comments by landlords which were made on the Property118 website, in 
reaction to the Summer Budget announcement. It would be no exaggeration to say that landlords found the 
decision confusing, bewildering and shocking. The Chancellor stated that only a small percentage of ‘wealthy 
landlords’ would be affected. Slowly, however, landlords began to realise this was not true. These reactions 
give the Committee a clearer idea of its impact, as naturally, the most affected group are bound to look into 
the measure in far more detail than anyone else. The quotes below illuminate many of the key problems and 
dilemmas which will ensue if the decision is not reversed. At the end, there is also an annexe which I urge all 
MPs to read, as it shows what would happen if a similar scenario were inflicted on all MPs.

3. confusion, disBEliEf and angEr:
3.1 ‘I cannot believe that the UK government would try to tax anyone on anything but an actual income.’

3.2  ‘I don’t fully understand this but if only 20% of finance costs were allowable then most highly geared 
landlords would be going bankrupt.’

3.3 ‘If I had a lengthy void period, with interest payments still being made but no rent coming in, would I be 
taxed on the interest payments anyway?’ [answer: ‘yes’]
27 http://www.telegraph.co.uk/finance/personalfinance/investing/buy-to-let/11816733/Alice-in-Wonderland-buy-to-let-tax-sets-a-

new-benchmark-in-absurdity.html?fb_ref=Default
28 http://www.telegraph.co.uk/finance/personalfinance/investing/buy-to-let/11816720/Death-of-buy-to-let-landlords-wake-up-to-

Osbornes-150pc-tax.html?fb_ref=Default
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3.4 ‘There is no point in trying to understand the change because it is incomprehensible. It will be a levy on 
money paid out to a third party; not a tax on an income.’

3.5 ‘The Government has caused this confusion by using the wrong terminology – a terminology that we 
professional landlords don’t use. Hopefully, soon it will be clarified once and for all if they are really referring 
to what we know as offsetting the interest payments as one of our main costs (often the main cost) of running 
our business.’

3.6  ‘Headline news: “Government moves to close down an industry.” Is it the drug trade? Human trafficking? 
Counterfeiting? No, it is the provision of rented accommodation.’

3.7 ‘I feel… thoroughly betrayed by the duplicitous act by the Conservatives – the only party not to publicly 
state they were going to have a go at landlords and they come up with the biggest attack on landlords ever. I 
challenge anyone to come up with a bigger attack on us in history.’

3.8 ‘I have felt sad since the Budget. Reeling with utter disbelief that anyone I voted for could even consider 
such an absurd move. It’s a disaster for me…’

4. clarifying thE imPact for thEmsElvEs and othErs:

4.1 ‘…you will be paying money into a property to allow a family to live there that costs you each month.’’

4.2  ‘I know many landlords whose profit is say £80.00 a month per property. With these changes the profit 
will be wiped out completely.’ 

4.3 ‘But the real issue with this it is a ‘disincentive’, it’s not a policy to encourage and it’s non-aspirational. 
This was one of the criticisms of the recent Labour election campaign.’ 

5. thE aBsurdity of thE dEcision:

5.1 ‘When someone crosses the line, it’s a new world out there. We never believed this could happen in the 
UK. But it’s also why we have to stop it happening. We don’t want this kind of thing in our country. I like to be 
proud of my country but this is a joke.’29

5.2 ‘Two effects arise that are fundamentally unjust:

(a)  Many of us  just break even, with a very marginal profit or even a  loss at  the moment. Under  these 
new rules we will be effectively treated as making a profit when we haven’t, and then be taxed on that 
‘supposed’ profit; a completely new, unjust concept and reality. Yep a turnover tax!!

(b) This very major change in taxation rules is retrospective:

Retrospective changes  in  law or  tax  rules are generally considered  to be both unjust and difficult  to 
pass into law. As most mortgages have significant redemption penalties it would be extremely difficult 
and costly for us to exit the market and, for example, sell in under 18 months (i.e. the beginning of the 
new policy). Such a scenario would lead to forced sales anyway, so houses prices could drop and mean 
we can’t pay back the mortgages and CGT.’

5.3 ‘I saw a clip of David Cameron pre-election saying they wouldn’t introduce a wealth tax – we all know it 
is unfair to tax people regardless of ability to pay. This proposal is worse as it isn’t even based on your assets or 
estimated ‘wealth.’ It’s based on a fictitious income which rises whenever your costs rise and on which further 
tax becomes payable.’

5.4  ‘This proposal  to disallow finance costs  in calculating our rental profits  is an economic nonsense. It  is 
nonsense to claim that repairs and agents’ fees etc. are fully deductible, as incurred wholly, necessarily and 
exclusively for the business, but that finance costs are not. It  is nonsense to claim that finance costs are fully 
deductible if the property is held through a company, but not if it is held in an individual’s name. It is nonsense 
to suggest that that part of rent receipts which is paid over to the lender as interest is still retained by us as 
income. That  really  is fictitious  income. All other businesses are  taxed on  their profits, not on  the amount of 
money they receive. And interest is our biggest cost.’

5.5 ‘It is also nonsense to claim that BTL mortgagees have an unfair advantage over residential mortgagees. 
Those who do so have fallen for a politician’s spin. Our interest is an essential cost of buying our properties 
which we use to generate taxable profits. Residential mortgagees pay interest to buy properties to live in, which 
do not generate taxable profits. We pay CGT when we sell our properties, residential mortgagees do not.’

5.6 ‘Landlords running a business and providing a service shouldn’t be compared to owner-occupiers. The 
Chancellor is forgetting that we’re buying to rent out to people who can’t afford to buy and who need to live 
somewhere.’
29 For  an  explanation  of  the  absurdity  of  the  decision,  see:  http://www.telegraph.co.uk/finance/personalfinance/investing/buy-to-

let/11816733/Alice-in-Wonderland-buy-to-let-tax-sets-a-new-benchmark-in-absurdity.html) 
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6. thE contradictions BEtwEEn thE ProPosal and othEr govErnmEnt PoliciEs:
6.1 ‘George Osborne was on the news this morning in connection with making planning approval automatic 

for building on brown-field sites. He wants  to make  it easier  for developers  to build  the houses and flats  the 
country desperately needs. This comes two days after he attacked the sector which has done most to encourage 
new-builds this century.’

6.2 ‘I could understand a levy being applied to an activity that he wants to deter, like the provision of 
tobacco or alcohol whose consumption puts a burden on the NHS. I don’t know why he would want to deter the 
provision of rental accommodation, already in short supply, which facilitates the mobility of labour both within 
the country and from outside it, to the benefit of the economy as a whole.’

6.3 ‘Look at the largest property investment company in the UK, Land Securities PLC. It operates on gearing 
of about 32%, with net rental income of £631m and an interest bill of £193m, representing 61% of its costs. 
If Land Securities was a person, not a company, it would pay top rate 45% tax on its net profit before tax of 
£319m. If relief were restricted, as proposed by the Chancellor, to the basic rate, Mr Land Securities’ effective 
tax rate would rise to 72% and his income after tax would halve. What is Land Securities PLC actually paying 
in tax? Just 1%. Will it pay any more under this budget? Not a penny. Now should that not be a more interesting 
target for the Chancellor than the private landlord with 5 student houses?’

7. what aBout thE tEnants?
7.1  ‘…not  one  of  our  tenants  wants  to  buy  a  home  at  this  point  in  their  lives!  The majority  have  come 

into the area for work and have no idea where they will be in a few years time. I’d also add that we have 
also never bid for a house against someone who wanted it as their home. The majority of our properties have 
been repossessions and have usually been wrecked by the previous owners, needing full refurbishment; they’ve 
usually stood empty for very long periods before being sold and have not been the type of house a mortgage 
company would  be  happy  to  lend  on  until  the  refurb  has  been  completed, which  cuts  out  all  the  first  time 
buyers!’

8. thE chancEllor is dismissing thE contriBution madE By PrivatE landlords:
8.1 ‘BTL landlords often bought properties off-plan, before a spade had been put in the ground. They paid 

15% of the price a few weeks later and committed themselves to paying the rest when the properties were 
finished, perhaps 18 months later. Because of their commitment, the builder was then able to borrow to start on 
the next project. If he had had to wait for owner occupiers to commit, possibly when the site was finished, he 
would not have been able to move on so quickly… The fact is there would have been 83% fewer new-builds 
between 1996 and 2013 without landlords. It is thanks to landlords that these properties exist today.’

8.2 ‘Once upon a time the 2 million individual landlords could expect to be understood and valued by a 
Conservative Government, as independent-minded folk who like to work for themselves. I can’t think of any 
bigger attack any UK Government has ever mounted on the small business sector.’

9. widEr imPlications of thE tax on thE Economic wEllBEing of thE country:
9.1  ‘Some landlords will pay more in tax than they make in profit; some landlords will face huge tax bills 

even if they make a loss; thousands of landlords will be forced to sell up; house prices could crash if landlords 
flood  the  market  with  houses  for  sale;  some  landlords  will  be  declared  bankrupt  as  they  won’t  be  able  to 
pay their tax bills; there will be a major reduction in the supply of privately rented accommodation; reduced 
supply will result in higher rents; tenants will be made homeless if their homes are repossessed by lenders; 
 there will be fewer homes available for people on benefits once landlords start to sell.’

9.2 ‘I’ve gone through this sum so many times now. If 1 in 5 of the 2 million British landlords are affected 
that’s 400,000. If they each only dispose of 2 properties then that’s 800,000 evictions. If each tenant is a family 
of 3 then it’s 2.4 million people looking for a home in a shrinking market. This is crazy, why can they not see 
it?’

9.3 ‘If this Budget proposal gets Royal Assent in the Finance Bill I will have no choice but to start increasing 
my rents by 5% per annum compound with effect from January 2016.’

10. PossiBlE amEndmEnts to mitigatE thE dEvastating imPact of thE dEcision:
10.1 ‘Before this legislation kicks in, he should allow all properties bought previously to remain under old 

rules.’

11. conclusions drawn By landlords:
11.1 ‘These are truly dark times for many. How many of us are thinking I should have just sat on my 

backside, did squat for myself and relied on the state to look after me? We didn’t stick our money into the 
casino aka the stock market only to be told “your money is gone.” If it’s not a business then black is not black 
and white is not white. Investments once placed and occasionally administered can be left. I spend hours every 
day, weekends, evenings and holidays dealing with property issues.’
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11.2  ‘I  still  remember  the first class on  taxation  that  I attended  in preparation  for my accountancy exams. 
The teacher was a former tax inspector. His opening words were: “If there is no income, no income tax is 
payable.” George Osborne has torn up this principle by imposing a levy on finance costs.’

11.3 ‘Imagine our plight, when interest rates go back to their historic norm. Then the majority of landlords 
will be in serious trouble. The higher the gearing the more tax… whereas under the current rules the higher the 
gearing the lower the tax/no tax.’

11.4 ‘The basics of taxation are that tax must be simple and fair. This fails on both counts and is likely to 
result in people tweaking their affairs (legally) to avoid it.’

11.5 ‘It’s a simple business principle that if you take risk then there must also be reward or there’s no point 
in doing it. The Government hasn’t been able to provide adequate housing stock for the country’s needs and 
we’ve taken the risk. Now we can see just what a risk it has been when a Conservative Government (that 
is supposed to understand business principles) has betrayed the sector that’s been housing 4 million of the 
country’s inhabitants.’

11.6 ‘Given the aggressive and sudden interference in the market by the Government, I’ve lost trust in 
them to preserve a stable, moderately predictable or rational business environment and fear anything could 
happen….’

11.7 ‘Supposing you got planning permission to build your dream house, spent £300,000 building it and then 
got told to knock it down how would you feel about that? That’s what portfolio landlords have done built up 
something that works and invested for a future and retirement only to potentially have it knocked down. Did I 
do something wrong to someone? Am I a bad person?’

August 2015

Annexe 1:

how would mPs rEact if this haPPEnEd to thEm?
This is an extract from a letter sent by one landlord to his MP:

‘I reject the idea that landlords have an unfair advantage over either companies or homeowners and 
offer the following analogy for you to consider based on your own expenses, as I think this may add 
clarity to my perspective by making comparisons of my predicament to your expenses claims.

Just suppose the tax relief on part of your expenses was restricted to 20% as it is for landlords. Given 
that mortgage finance is usually the major expense in property, let us treat your staffing costs in the 
same way for the purposes of this example.

Please consider that MP’s expenses are no more of a sacred cow to the Great British Public than 
landlords’ interest, so the parallel is rather appropriate – nobody is likely to be rushing to the 
barricades to defend either of us.

In broad terms, your current income is composed of £74,000 salary as of May this year, plus expenses. 
Based on the complete year of 2013-14’s figures, your expenses amounted to just over £171,000, of 
which £129,000 related to staffing costs. In this respect you are in quite a similar position to many 
landlords as regards their income. In your case the total is £245,000, of which part is taxable and 
part is an expense and thus deductible. On that basis, in very broad terms, you are liable for tax of 
around £19,000, leaving you a post-tax income of £55,000.

If the similar restrictions were applied to your staffing expenses in 2020/21, your taxable income 
would be deemed to be £203,000, comprising your salary and that part of your expenses that you use 
to pay staffing costs. The tax liability on that income would be £77,450.

“But wait”, I hear you cry, “what about the 20% tax relief due on my staffing cost?”

Quite right, 20% of £129,000 is £25,800 so we can deduct that in order to reduce your tax liability to 
just £51,650. You must pay that tax out of your £74,000 salary, leaving you a net income of £22,350. 
Your tax bill would be increased by 175% and your net pay would be down 59.5%.

Would you be able to run homes in Norfolk and London on that income?

If we use the same logic applied by The Treasury to your staffing costs as they are applying to 
landlords finance costs this is only fair of course. Reducing your tax relief would “level the playing 
field” between MPs and ordinary citizens who don’t get tax relief for employing nannies, cleaners, 
gardeners and the other staff they need to support their households.

The figures are actually far worse than that for many landlords, who will be expected to pay 
substantial tax out of a negative cashflow.

Do you now understand the reason for my concerns?

Companies that own rental properties will still be able to deduct all their finance costs from income 
before paying tax on their resulting profits at the rate deemed appropriate, as will sole traders in 



30 Finance Bill: Written evidence

every other form of business. Money necessarily paid out to someone else should NOT be regarded as 
part of taxable income of any enterprise, whatever its structure.

As to whether private homeowners are taxed less favourably than landlords, consider the impact of 
two homeowners swapping properties and renting to each other for identical rent amounts. By renting 
these same properties they are subjecting themselves both to capital gains tax if they sell, and income 
tax on rental income less costs. If their costs (e.g. repairs, mortgage interest) exceed their rental 
income, this will leave them in an inferior tax position as such tax losses cannot be offset against 
other (non-property) income, and they still face a potential capital gains tax liability.’

Written evidence submitted by Jonathan Bruneau (FB 11)

1. I am a director of a company, Bonnington House Nursery School Limited (‘the Company’) which is in the 
process of purchasing the goodwill of an established children’s nursery.

2. On 1 May 2015, the Company made an offer to purchase the goodwill and on 7 May 2015 that offer was 
accepted by the vendors of the business.

3. The Company’s offer was conditional upon obtaining the approval of the Care Inspectorate (the Scottish 
regulatory authority with comparable powers to Ofsted) of the transfer of the business to the Company – 
without which it would have been impossible for the Company to operate the nursery.

4. On 16 June 2015, I completed the preparation of the Care Inspectorate’s application papers on behalf of 
the Company and submitted them to the authority. 

5. As of Budget Day (8 July 2015), I had only received a single email from the Care Inspectorate. This 
was received on that date itself and concerned the provision of references. The application was formally 
acknowledged in an email of 27 August 2015 from the Inspector appointed to consider the application but 
we are still awaiting the outcome. I am advised that the consideration of applications can sometimes take six 
months.

6. The Company’s offer for the goodwill was formulated on the basis of the tax legislation as it existed on 
1 May 2015. It accordingly took account of the Corporation Tax relief that would over a period of years be 
available to the Company in respect of the purchase of goodwill.

7. I understand from my accountant that Clause 32 of the Finance Act (which introduces the proposal to deny 
Corporation Tax relief on the cost of acquiring goodwill) only disapplies that proposal in respect of acquisitions 
of goodwill that were either made before 8 July 2015 or were in pursuance of an unconditional obligation that 
existed before that date.

8. As noted in section 3 above, the Company’s offer was conditional upon the Care Inspectorate’s approval 
of the transfer of the business (‘the approval condition’). My accountant has, through their professional body 
(the ATT),  sought  clarification  from HMRC  as  to whether  despite  the  continuing  existence  of  the  approval 
conditional (not satisfied as of 8 July 2015) the Company’s obligation to purchase the goodwill can properly be 
treated as ‘unconditional’ as at that date within the meaning set out in Clause 32(13). 

9. The HMRC specialist explained that they could not comment on the application of draft legislation but 
indicated that the situation where satisfaction of an open condition was (as in the Company’s case) wholly 
outside the control of both the contracting parties might be addressed in published departmental guidance.

10. My accountant advises me that the application of existing sub-clauses 32(10) and (13) in circumstances 
like  those  of  the  Company  is  unclear. Whilst  clarification within HMRC’s  departmental  guidance might  be 
helpful, it would be much more satisfactory for that clarity to be contained in the legislation or provided in a 
ministerial statement. 

September 2015 

Written evidence submitted by Nicholas Rollin (FB 12)

clausE 9: incrEasEd nil-ratE Band whErE homE inhEritEd By dEscEndants

While it is a laudable aim to reduce the amount of inheritance tax liability for tax payers, it is an obvious 
distortion of the tax regime to favour only those property-based assets up to the new threshold. 

The change is unfair to all those who have assets to pass on to heirs which are not in property. 

The concession is unfair to all those tax payers who have properties in areas where property values are low 
and also have assets to a value that would take would otherwise have been covered by the new threshold.

By favouring property assets, the change introduces a distorting effect in the property market.
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The concession regarding tax payers who have ‘downsized’ (moved to a lower value property) introduces a 
further layer of administrative complexity where it is not needed.

The solution is to amend the threshold as planned by the Chancellor, but to make it applicable to all assets.

September 2015 

Written evidence submitted by Scottish Land & Estates (FB 13)

FINANCE BILL 2015–16

Scottish Land & Estates is a membership organisation representing landowners, land managers and rural 
businesses across Scotland. The majority of these are small to medium sized family businesses. We welcome 
this opportunity to provide written evidence to the House of Commons Public Bill Committee on the Finance 
Bill (“the Bill”) and have limited our comments to Clause 24 of the Bill. Our comments are supported by 
Historic Houses Association Scotland.

clausE 24: rEliEf for financE costs rElatEd to rEsidEntial ProPErty BusinEssEs

Scottish Land & Estates considers that this clause will have a detrimental impact on rural businesses as 
drafted. As far as we are aware there has disappointingly not been consultation with stakeholders on this 
particular  policy  and  we  are  concerned  that  if  it  is  implemented  as  it  stands  it  will  be  flawed  and  require 
subsequent revision. The impact assessment undertaken by the UK Government also does not adequately 
consider the impact on business, rural or otherwise.

While the intention is to remove the ability to offset interest payments on mortgages to purchase residential 
properties for letting against income tax for higher rate taxpayers, the provisions as drafted are extremely wide 
and will impact on interest and other costs on loans to improve existing properties and loans to acquire new 
ones. We have serious concerns that the clause will restrict the ability to offset interest payments on loans 
secured against properties which include let dwellings when those loans are intended for general investment not 
buy-to-let purposes. There is no distinction made in the draft between property that is secured for the loan and 
the purpose of the loan. Companies with let property will continue to be able to deduct their finance costs from 
their taxable profits as well as paying a lower rate of tax than sole-traders and partnerships. This is manifestly 
inequitable.

Many of our members are unincorporated family businesses which own and receive income from residential 
property and contribute to the housing supply market in rural Scotland. At a time of uncertainty in agriculture 
this  assists  rural  business  diversification. Property  owned by  estates  and  rural  businesses  is more  often  than 
not older  than average and  requires  significant  investment and upgrade  to meet modern building and energy 
standards. The effect of this clause would make it more difficult for businesses to bring property up to standard 
and actually inhibit the creation of new homes. We also perceive a key difference between residential property 
owned in this way and a property acquired to augment a person’s income and assets through a buy-to-let 
mortgage. Indeed, estates and rural businesses will frequently secure a loan on let property as security for 
raising money for investment in business development. This need not be simply to acquire a further property 
for letting, but could be for numerous business purposes. 

As we understand the clause, an estate which has unallocated finance for investment in their business which 
also includes a private rented cottage, risks being unable to offset all  the interest paid on that finance against 
their income tax. This would in our view traditionally be an accepted business expense. 

We would suggest the UK Government bear in mind that the rural residential sector in Scotland is already 
impacted with Energy Performance Certificate costs, numerous changes to the private tenancy regime including 
a further Bill in the Scottish Government’s legislative programme and change to relief on furnished lets. If 
this clause is enacted there will be a further unnecessary burden placed on business with significant additional 
work involved in apportionment when a business is not solely comprised of residential property and effort in 
preparing tax accounts of a diversified business. This would seem to us to be at odds with the UK Government’s 
desire to reduce the administrative burden on businesses. 

September 2015

Written evidence submitted by the Low Incomes Tax Reform Group (LITRG) (FB 14)

clausEs 3, 4 and 5: PErsonal allowancEs and thE national minimum wagE

1. Clause 3 links the level of the personal allowance with the adult national minimum wage (NMW) in any 
year at the start of which the personal allowance is at least £12,500, assuming 52 weeks worked at the NMW 
at 30 hours a week;
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2. Clause 4 requires the Chancellor of the Exchequer, before announcing a proposal to increase the personal 
allowance to an amount less than £12,500, to consider the ‘financial effect of the proposal on a person paid the 
adult national minimum wage’.

3. Clause 5 sets the income tax personal allowance at £11,000 for 2016/17 and £11,200 for 2017/18, 
replacing the previously announced figures of £10,800 for 2016/17 and £11,000 for 2017/18.

4. Therefore, looking at the next two tax years 2016/17 and 2017/18, for both of which the personal 
allowance will be less than £12,500, clause 4 has effect in each of those years to require the Chancellor to 
consider the financial effect on a person paid the adult national minimum wage. 

5. It would be interesting to hear from ministers how they would interpret the expression ‘financial 
effect’, and whether it includes within its scope the person’s entitlement to tax credits and means-tested 
benefits alongside the level of their pay combined with their liability to tax and national insurance. We 
believe it should.

6.  On  the  basis  that  it  does, we  look  below  at  the financial  effect  of  raising  the  personal  allowance  from 
£10,600 to £11,000 on a person who is paid the adult NMW throughout 2016/17. 

EffEct of ProPosEd changEs in 2016-17
7. The adult NMW, according to current announcements, will be set at £6.70 in 2016-17, but the Government 

has announced that workers aged 25 and over will receive a premium of 50p above the NMW, producing a 
‘national living wage’ of £7.20. (The national living wage is expected to rise to above £9 an hour by 2020.) 

8.  For  the purpose of  this exercise, we assume that  the person whose financial position is  to be  taken into 
account will be earning £7.20 an hour for a 30 hour week over the 52 weeks of the year 2016/17 (ie a total of 
£11,232). At that level of earnings, the person is likely to be in receipt of either tax credits or universal credit.

9. A person earning the NMW throughout 2015/16 working 30 hours a week will be paid £10,302. The 
personal allowance for that year is £10,600. Therefore this person pays no income tax in 2015/16.

10. A person earning the NMW in 2015/16 will pay national insurance (NI) of £269.04 (earnings of £10,302 
less primary threshold of £8,060, charged at a rate of 12%). This will leave them with net pay of £10,032.96.

11. In 2016/17 the same person will earn £11,232 being paid the national living wage of £7.20 an hour 
for a working week of 30 hours throughout the year. The personal allowance will be £11,000 so they will 
pay income tax of £46.40 (20% of (£11,232 less £11,000)). Their NI liability will probably be comparable to 
2015/16, but we do not yet know the thresholds of employee NI contributions for 2016/17, although the rate 
will no doubt continue to be 12% owing to the tax lock. Assuming a rise in the primary threshold comparable 
with the rise between 2014/15 and 2015/16, one might conjecture a primary threshold in 2016/17 of around 
£8,165, which would result in a NI liability of £368.04 (estimated by charging the income band from £8,165 
to £11,232 at 12%). Net income for 2016/17 is therefore estimated at £11,232 minus £46.40 tax and £368.04 
national insurance, a total of £10,817.56, £784.60 more than in 2015/16.

12. If the person claims tax credits (assume they claim both working tax credit and child tax credit), the 
reduction in the income threshold (the amount of income the claimant can earn before their tax credits are 
progressively withdrawn) from £6,420 to £3,850, combined with the increase in the amount of the tapered 
withdrawal above that amount from 41p in the pound to 48p, will result in a reduction in tax credit entitlement 
for 2016/17 of around £1,505. 

13. Thus the tax credits cuts for someone on the minimum wage will be almost double the net gain 
from the increase in the NMW and introduction of the living wage. 

14. The increase in the person’s income due to the introduction of the national living wage will not cause 
the tax credits they receive in 2016/17 to decrease beyond the cuts already announced. This is because the 
first £2,500 of any increase in income in comparison to the previous year is disregarded, but  the disregard is 
effective for one year only. Accordingly the increase in their income will be reflected in their award in 2017/18.

15. A person claiming universal credit will also see reductions in their work allowances. 

16.  A person claiming housing benefit may see an increase in the amount of housing benefit they are entitled 
to because of the loss of tax credits, although this in turn may be counterbalanced by reduced housing benefit 
entitlement because of the increase in after-tax income. 

17. The overall tax and welfare system contains a series of complex interactions which means that 
gaining in one aspect is counterbalanced by losing in another. It is the whole picture that should be 
examined to determine whether a person is better or worse off.

conclusion

18. The explanatory notes to Clauses 3 and 4 state that the change in the personal allowance, and linking 
it  to  the national minimum wage,  “reflects  the Government’s  objective  to  support  and  reward  individuals  in 
work”. Taken on their own, they may well do that; but taken together with changes in tax credits and universal 
credit, they have the reverse effect.
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19. Taken together, the increases in personal allowance and minimum wage, and the reductions in 
welfare, will – at best – have a neutral financial effect, at worst a negative one, on a person paid the adult 
national minimum wage over the next two to three years.

20.  In  assessing  the  financial  effect  on  individual  workers,  therefore,  the  Government must  look  at  their 
household income in the round, not simply focus on the two aspects of tax and pay. 

APPENDIX 
THE LOW INCOMES TAX REFORM GROUP (LITRG) 

21. LITRG is an initiative of the Chartered Institute of Taxation (CIOT) to give a voice to the unrepresented. 
Since 1998 LITRG has been working to improve the policy and processes of the tax, tax credits and associated 
welfare systems for the benefit of those on low incomes. 

22 The CIOT is the leading professional body in the United Kingdom concerned solely with taxation. The 
CIOT is an educational charity, promoting education and study of the administration and practice of taxation. 
One of our key aims is to work for a better, more efficient, tax system for all affected by it – taxpayers, their 
advisers and the authorities. The CIOT’s work covers all aspects of taxation, including direct and indirect taxes 
and duties. 

September 2015

Written evidence submitted by Clive Blackman FCMA (FB 15)

summary

The proposal:

 — Goes against two of the longest established principles of business taxation that costs which are 
incurred “wholly, exclusively and necessarily for the purposes of the trade” be an allowable deduction; 
and that tax is payable on net profit not on gross income.

 — The comparison with the owner-occupiers is disingenuous as property rental is a business, so should 
be taxed as a business; and owner-occupiers do enjoy a favourable tax position as CGT is not payable 
on their primary residence, a tax benefit which is not available to individual landlords.

 — A standard rate taxpayer could become a higher rate taxpayer if gross rental income were to be added 
to the landlord’s other income. That would be inequitable. 

 — Lacks fairness, establishes fundamental changes to long-established principles of fair taxation and will 
raise concerns for business across all sectors.

I would like to comment on the proposed taxation of individual landlords. 

1. Individual landlords may own one or many properties. These are businesses providing a valuable service 
to the tenants and, in many cases, the main pension income of the landlords.

2. One of the longest established principles of business taxation is for costs which are incurred “wholly, 
exclusively and necessarily for the purposes of the trade” be an allowable deduction (Income Taxes Act 1842). 
The other long-established principle is that tax is paid on profit after deductions not on gross income. 

3. This proposal breaks the spirit of those two long-established principles by taxing gross earnings and 
disallowing a proportion of costs which are “wholly, exclusively and necessarily for the purposes of the trade”. 
If this change is taken forward then it establishes a worrying precedent for a government which professes the 
benefit to the economy of healthy businesses, entrepreneurship and individual’s independence from the State. 
If tax relief is limited/withdrawn for individual landlords, will the next area to be targeted be tax relief on 
commercial property loans? Then extended to the interest paid on any business loans irrespective of sector? 
That may not be the Government’s intention but, if enacted, it will send the wrong message to businesses 
across the whole economy. 

4. A standard rate taxpayer could become a higher rate taxpayer if gross rental income were to be added to 
the landlord’s other income. That would be inequitable.

5.  The justification that tax relief is not available to an owner-occupier and so should be limited (and later 
removed?) for landlords is disingenuous. Firstly, property rental is a business so their taxation should be treated 
as other businesses. Secondly, owner-occupiers do enjoy a favourable tax position as CGT is not payable on 
their primary residence. That tax benefit is not available to individual landlords as property rental is treated as 
a business for tax purposes.

6. Please reconsider this proposal as it lacks fairness, establishes fundamental changes to long-established 
principles of fair taxation and will raise concerns for business across all sectors.

September 2015
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Written evidence submitted by Mr Alan Wong (FB 16)

REVERSE THE PLANNED TAX RELIEF RESTRICTION ON ‘INDIVIDUAL’ LANDLORDS – TAXING 
ON OUTLAYS. 

summary

1. The planned tax relief restriction on mortgage interest on individuals landlords is the wrong direction for 
this country and will bring hardship and misery to many housing providers and tenant families with children. 
The basis for this proposed restriction is flawed and immoral. 

introduction

2. I am a private landlord for 10 years offering housing to in excess of 100 individuals and families in 
the last decade which gave me a lot of experience with working alongside underprivileged and vulnerable 
individuals and families. 

3. I have offered housing to families with drug, alcohol, social and poverty issues and very often my role 
far exceed the obligation of a perceived landlord’s role as being passive. Instead, my experience of being a 
landlord to vulnerable families are very hands on, time consuming and requires a huge outgoings of expenses. 

concErns ovEr thE nEw ProPosEd Bill – taxing on ExPEnsEs.
4. I write to raise my serious concerns over the new proposal to impose tax on mortgage interest payments, 

effectively taxing on expenses. This is a clear wrong direction and the argument given for this proposal is 
flawed. 

5. Private landlords are offering a fundamental necessity for their tenant – housing. In order to offer good 
housing, landlords needs a healthy positive cashflow. As with any restricted funding in any sector, the product 
will be undermined. And housing is no different. 

6. Ironically the government is coming out with ever increasing legislation and measures to raise standards 
of the Private rented sector but expecting to tax landlords with a tax treatment different from every one else and 
to increase taxation of landlords by reducing any positive cashflow if not putting the affected landlords in to a 
running loss for offering housing. 

7. While the countless new legislation imposed on landlords all requires more funding to implement and 
maintain for example electrical testing, hard wired and interlinked smoke and heat alarms as well as new 
consumer unit for each property all can cost £1,000.00 per property as one example. 

8. If the government would like to raise standards in the PRV, they should look for ways to reinforce the 
PRV and support the sector instead of undermining it or taxing it to a loss. 

9. Landlords at a higher income tax band is already paying their fair share of higher than basic tax at 45%. 
The 45% taxation is the same rule for anyone in the country in that income band. By taxing on a landlord’s 
mortgage interest council see taxation double. 

10.  The new proposal argument is flawed as it is seeking to tax on those individuals on the mortgage interest 
which is not positive cashflow or a profit but clearly an expense. 

How this is just or even comprehensible is beyond a lot of people. 

We are already a country with one of the highest taxation and to starting taxing on expenses is going beyond 
logic. 

funding, EssEntial to continuE to offEr good housing and sErvicEs.
11. As previously mentioned many of the tenants I offer housing to for many years are vulnerable, addicted to 

alcohol or drugs etc and requires housing benefit for assistance. The running of the tenancy requires excessive 
amount of time, patience and outlays. 

12. There are multiple challenges in dealing with this type of tenants contrary to the executive tenants with a 
job as tenants on housing benefit will typically require a higher level of assistance with their tenancy including 
attending  to  and  administering  their  housing  benefit  issues,  higher  cost  of  repairs  and  maintenance  of  the 
property, social issues and higher than usual rent arrears etc.

13.  In order  to continue  to  support all  those vulnerable  families most with children, a healthy cashflow  is 
essential. 

conclusion

14. As discussed the new proposal is effectively taxing on landlords expenses which, in principle, throughout 
the world is not practiced regardless of sector. 

15.  If  this  flawed  taxation  is  not  reversed,  the  affected  housing  providers will  be  adversely  affected with 
cashflow and will compromise the standard of housing being offered as well as the repairs and maintenance of 
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the properties will be undermined. Through time the only way forward would be to raise rent in an attempt to 
create needed cashflow to carry out the already mentioned. 

16. For the worse affected landlords, this measure could be taxing them on their running loss and forcing 
bankruptcy. The banks will repossess those properties forcing tenant families homeless going on to homeless 
accommodation which cost twice as much of what PRV rental are. This will put a huge burden on the country 
as a result. Morally, through this flawed tax treatement, we have abandoned vulnerable families with children 
instead of looking after the underprivileged in society as a end result. 

17. I urge the committee to take action to reverse this bill as the negative impact and hardship on countless 
families with children is imminent if the taxation on mortgage interest is to proceed which is a step backwards 
for us all as a civilized and fair society. This bill is clearly not just or fair but in time can only bring misery to 
so many.

September 2015

Written evidence submitted by Rev. Dr. Peter Thomas Sanlon and Mrs. Susanna Sanlon (FB 17)

1. summary

1.1 This submission relates to the proposed addition of ‘272A Restricting deductions for finance costs 
related to residential property’ and how this will effectively hinder many people from to purchase their own 
homes on a mortgage, whilst living in tied accommodation associated with their (or their spouse’s) employment. 

1.2 This submission makes the request that the Committee make an exception clause for this new restriction, 
so that it will not relate to the nominated Principle Private Residence (PPR) of any persons living in tied 
accommodation associated with their, or their spouse’s, employment. 

2. oBjEction to ProPosEd s.272a

2.1 This submission relates entirely to S.272A and how it will hinder many employees (and their spouses), 
who are required to live in tied accommodation, from being able to purchase their own properties. The 
government will be aware that individuals required to live at their place of work are members of the clergy, 
members of HM armed forces and other ‘service’ related professions. 

2.2 It is understood that the very admirable aim of this clause is to reduce the overall power of the buy-to-let 
mar2ket and to encourage home ownership for all. However, by taking a ‘broad brush’ approach to the removal 
of tax relief on mortgages, the government will actually make it almost impossible for hard working service 
men and women, and clergy families like ourselves, to ever be able to own a home of their own. We consider 
this to be a serious oversight, which needs to be addressed. 

Tied Accommodation and Provision for Retirement
2.3 It is not always understood that clergy families live in houses provided for us to use to serve our parish. 

Wh3en we leave the job due to retirement or ill health etc. we are effectively homeless. Consequently prudent 
clergy have for many years worked hard to save and use spousal income to get a mortgage on a house. The 
ideal goal is to have the mortgage paid off via rental income, by the time retirement arrives. This is a real 
challenge, but it can usually just about be managed if the property is rented out and are not sufficient to pay off 
a mortgage without a rental income. 

2.4 Of sixteen clergy I surveyed locally, ten own a property which they rent out with the hope of owning 
a home by retirement. They were all concerned about the changes impacting them. Hardly any of them could 
manage to keep ownership without letting; several pointed out that younger clergy with less equity will find it 
even tougher than they did. This is certainly the case for us, being in the early stages of ministry and with only 
one year paid off on our property. 

2.5 It would be a normal model, therefore, for clergy families to have a property which is being repaid on a 
normal repayment mortgage, but with tenants living in that property to cover the costs and the mortgage interest. 
Without the tax relief continuing for people in our position of living in tied accommodation, it will be entirely 
impossible for us to purchase a property for our retirement, as those who do not live in tied accommodation are 
able to do. 

Tied Accommodation and The position of Spouses
2.6 In addition to considering the member of a household, whose job provides the tied accommodation, 

consideration also ought to be given to the position of spouses. In our situation, the proposed rules are a 
deterrent to the non-clergy spouse returning to full-time employment. In our case, if the rental income were to 
be counted as taxable income (without our substantial mortgage interest off-setting the tax liability) it would 
push her into the upper tax bracket, making us liable to pay tax on the whole rental income, when our monthly 
‘profit’  is  actually  only  negligible.  It  is  very  frustrating  to  have  employment  opportunity  set  in  opposition 
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against home ownership – surely not the intention of this legislation. Our situation is a reminder that any 
solution needs to be applied to a clergy family as a whole unit.

The goal of ‘Home Ownership for all’
2.7 Whilst we understand that tackling the unscrupulous and absentee landlords is an important part of this 

proposed amendment, we would ask that some allowance is made to continue to allow clergy, military and 
other people in tied accommodation to purchase their own properties in an affordable way. For clergy such as 
myself (and HM Forces) property ownership and rental income is borne out of absolute necessity and is not a 
business in the same sense as investors. Clearly, the planned removal of tax relief from the substantial mortgage 
interest on our properties could seriously affect the ability to buy a home for retirement for these types of 
employees: Many will be forced to sell the only home that they actually own.

3. amEndmEnt to ProPosEd s.272a
3.1 In view of the case set out at Section 2 of this submission, we request that S.272A be reconsidered 

altogether, or at the very least that a special exception is made for any nominated PPR (Principle Private 
Residence) owned by any persons living in tied accommodation. 

Principle Private Residence and continued tax relief on residential loans
3.2 As the Committee will be aware, tax relief already exists for capital gains tax purposes in respect of PPR 

relief for persons in our position. As such, HMRC has effectively acknowledged the need for exemptions to be 
made for people who are not able to live in their PPR, and this has been allowed in respect of other taxes, in a 
workable way. 

3.3 It seems, therefore, that the easy solution to the issue we raise would be to continue to allow mortgage 
interest to be off-set against tax liabilities for all rental properties which are designated by somebody as their 
nominated Principal Private Residence (PPR). This would seem fair and would be similar in rationale to the 
relief that already exists for capital gains tax purposes in respect of PPR relief. Some lenders permit clergy 
to take out a repayment mortgage (with residential interest rates) on a PPR property that is rented out – in 
recognition of our unique circumstances. It would seem just and fair for HMRC to also acknowledge our unique 
position by continuing to allow for our mortgage interest to be off-set against our tax liability on properties 
being purchased for personal use at the end of our employment. 

4. summary

4.1 Whilst we support your vision to encourage home ownership for all, we hope that this aim can be 
extended to those in tied accommodation. We trust that the Committee can ensure that clergy and HM Forces 
are  not  put  in  the  situation where  they  find  home  ownership  an  even more  difficult  goal  than most,  due  to 
their  need  to  live  in  tied  accommodation.  Since  the  definition  and  use  of  PPRs  is  well  defined  in  tax  law 
and has proven workable in respect of capital gains tax exemptions, we hope the Committee can reconsider 
proposed S.272A as currently drafted. Specifically, we would be grateful  if  the Committee will  agree  to add 
in an exemption for all persons living in tied accommodation with a separate nominated PPR, so that tax 
relief on mortgage interest may continue to be granted. 

September 2015

Written evidence submitted by the Chartered Institute of Taxation (FB 18)

FINANCE BILL 2015–16

clausE 32 — intangiBlE fixEd assEts: goodwill Etc

summary

1. This clause will prevent corporation tax deductions, such as amortisation30 and impairment31 debits, in 
respect of goodwill and certain other intangible assets linked to customers and customer relationships. The 
change will apply in respect of goodwill purchased (usually as part of a business acquisition) after 8 July 2015 
(Summer Budget Day). It follows a similar change, being the removal of the corporation tax deduction for 
goodwill acquired by a company on the incorporation of a business, which was introduced by Finance Act 2015 
and took effect from 3 December 2014. 
30 Amortisation refers to the expensing of intangible capital assets (intellectual property including goodwill) in order to show their 

decrease in value as a result of use or passage of time. This could be because of consumption, expiration or obsolescence, for 
example. A corresponding concept for tangible assets is known as depreciation. The idea of amortisation is to spread the cost of 
an asset over the period of its ‘useful life’.

31 The accounting rules relating to Impairment of Assets seek to ensure that an entity’s assets are not carried at more than their 
proper value. Thus if a company’s asset such as goodwill is worth less on the market than the value listed on the company’s 
balance sheet, there will be a write-down of that asset in the balance sheet to the market price and a debit will be taken through 
the profit and loss account.
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2. We do not agree with the stated rationale for this change,32 in that we do not agree that the relief currently 
distorts commercial practices (for the reasons set out below), nor that it leads to manipulation and avoidance. 

3. We consider this to be a missed opportunity for consultation in an area where there is scope for 
reform and improvement. Further the change will introduce further complexity to the tax system and, 
if the government is minded to remove the relief, there are other possible approaches which would offer 
greater simplicity and coherence within the tax system. 

Background

4. Currently a deduction (relief) is allowed for corporation tax purposes in respect of capital expenditure 
incurred on acquired goodwill either in accordance with amounts amortised in the accounts or, if an election is 
made, at a fixed rate of 4% deduction per annum. This relief was introduced in 2002 when the corporation tax 
regime for intangible fixed assets was introduced. 

5. We understand that, generally, taxpayers make the election to take the relief as a 4% pa deduction. This is 
because purchased goodwill is not amortised for accounting purposes under IFRS, although it may be impaired. 
However, as buyers do not acquire assets with the intent of them being impaired the 4% pa election is made to 
secure a tax deduction.

6. Thus, the practical effect of the proposed change will be, in nearly all cases, to prevent a company which 
acquires goodwill as part of a business acquisition from claiming the 4% pa deduction in respect of the purchase 
price attributable to the goodwill. 

rationalE for thE changE

7. The Background note in the Explanatory Notes to the Finance Bill states that this measure supports “the 
government’s objective to have a fair tax system for all”. It continues that the measure “removes this artificial 
incentive to buy assets rather than shares”. 

8. Whilst we agree that the availability of the existing relief in respect of purchased goodwill provides, 
from a buyer’s perspective, some advantage in being able to do an asset acquisition (as compared to a share 
acquisition) as the 4% write-off for goodwill is available, our experience is that sellers rarely entertain an asset 
disposal where a significant amount of goodwill is involved. 

9. This is because sellers invariably want to sell the shares in a company, either to take advantage of the 
substantial shareholdings exemption (SSE) available to corporates or to be able to claim a lower rate of capital 
gains tax available to individuals (business asset taper relief or entrepreneur’s relief). A sale of assets would 
result in the goodwill disposal being taxed, or taxed at a higher rate, whether it is pre or post 2002 goodwill. 

10. Whereas the seller can achieve an immediate lower tax bill in respect of a sale of shares, a buyer can 
only write off the cost of the goodwill acquired over 25 years, so an overall bias in the tax system in favour 
of share sales rather than asset sales already exists in most cases. Thus the existing relief does not in fact 
currently distort commercial practices. Indeed, rather than removing an artificial incentive to buy assets rather 
than shares, the proposed change increases the bias towards share transactions by removing any tax relief in the 
buyer’s hands for goodwill.

11. We also note that the measure announced in December 2014, preventing the use of goodwill after 
incorporation, is expected to save around £155m per year from 2019/20 and the complete abolition of the 
goodwill amortisation deductions is expected to save around £300m from 2020 onwards. Thus the measure is 
expected to be revenue raising.

12. Raising revenue is a straightforward rationale for a proposed measure and we recognise that measures 
will be introduced for that reason from time to time.

13. That said, we are surprised at the expected scale of the revenue increases, given the fact that share 
sales  are  so much more  common  than  asset  sales.  Following  the  2002  changes  which  created  a  significant 
difference in the tax treatment of pre-2002 and post-2002 goodwill, we are aware that some taxpayers adopted 
tax planning approaches to exploit this distinction. This may have contributed to a perception that this is an 
area of significant risk to the exchequer. However our belief is that these planning ideas have been successively 
defeated or closed down. If the revenue projections are based in part on this perception they may be outdated. 
Further, the proposal will introduce new distinctions between pre – and post-2015 goodwill, as well as between 
post-2015 good will and other intellectual property assets, some of which ae close economic substitutes. 
Historically this is the sort of change has been an invitation to further tax planning by some taxpayers. 

simPlicity

14. We think it is unfortunate that this change to the rules has been suggested without any prior consultation. 
We recognise and respect the Government’s right not to consult over rate rises and similar changes. However 
32 The government note says: This measure removes the tax relief that is available when structuring a business acquisition as a 

business and asset purchase so that goodwill can be recognised. This advantage is not generally available to companies who 
purchase  the shares of  the  target company. The current rules allow corporation tax profits  to be reduced following a merger or 
acquisition of business assets and can distort commercial practices and lead to manipulation and avoidance.
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we suggest that this is a structural change to an area of declared policy where we would have welcomed the 
opportunity to participate in a consultation.

15. The effect of the change appears to be the creation of ‘post July 2015 acquired goodwill’ which will 
now sit in a category of its own, in terms of whether its treatment is income or capital, or follows the accounts 
or not. Goodwill will now be treated differently in the hands of a seller (where it will continue to be income) 
than for a buyer and also will be treated differently from any other asset in an asset sale situations, even other 
forms of intellectual property. A business may now have three types of goodwill related to a trade; pre – 2002 
goodwill it has generated itself (which includes any goodwill it has generated itself after 1 April 2002 in that 
trade) which remains a capital asset; goodwill purchased into the trade between 1 April 2002 and 7 July 2015 
which is within the intangible asset regime and can be amortised; and goodwill purchased on or after 8 July 
2015 which is within the intangible asset regime but is not amortisable.

16. As mentioned above, purchased goodwill is not amortised for accounting purposes under IFRS, although 
it may be impaired. The proposal to remove the corporation tax relief (usually claimed as a 4% deduction for 
tax purposes with no corresponding amortisation appearing in the accounts) eliminates the difference between 
accounting and tax initially on the acquisition, but also denies any tax relief for any goodwill impairment which 
is subsequently recognised in the accounts.

17.  An alternative approach would have been to simply remove the right to adopt a fixed 4% amortisation 
allowance and to have the tax treatment follow the accounts, thus permitting tax relief for impairment. This 
would have simplified the system and increased alignment with the accounts and would be expected to have a 
similar revenue raising effect to the measure enacted, given that goodwill is not acquired with an expectation 
of a write-down. 

18. A further approach would be to return all goodwill (pre and post 2002) to capital treatment. This would, 
we assume, also have raised revenue, although this would still prevent any tax relief on an impairment.

19. The route chosen is a new tax rule which is more complex than the other possible approaches mentioned 
above and is not obviously superior to any of them. This leaves stakeholders very unclear about the reasons for 
the change. 

furthEr rEform

20.  In  addition,  in  terms  of  overall  structure  of  the  tax  system,  it  is  difficult  to  understand  the  rationale 
behind making this change in isolation. There are a number of aspects of the intangible assets regime that 
could, and we suggest should, be considered for reform. These include:

20.1 Abolishing the distinction between pre-2002 and post-2002 intangibles for all future transactions. The 
distinction between pre-2002 and post 2002 intangibles arose on the introduction of the intangible asset regime 
in FA 2002. Currently pre-2002 intangibles continue to be treated as capital assets and disposals of them are 
taxed under the rules dealing with corporation tax on capital gains. Disposals of post-2002 intangibles fall 
within the intangible assets regime and thus any gains or losses are taken into account as income (or debits). 
We suggest that a welcome reform would be for the disposal of all intangibles going forward to come within 
the intangible assets regime. 

20.2 Extending the exemption from a de-grouping charge when an asset is sold inside a company and the 
corporate disposal qualifies  for SSE  to also apply  for  intangible assets. The general  rule  is  that  if an asset  is 
transferred from one group company to another group company, this occurs on a no gain/no loss basis for tax 
purposes and no charge to tax arises. However if the transferee company leaves the group within six years 
of the intra-group transfer, there is a deemed disposal and there is a charge to tax on any gain that arises (the 
de-grouping charge). In 2011 an exemption was introduced for capital assets within the charge to corporation 
tax on capital gains, but was not extended to intangible assets, which were subject to similar rules and a de-
grouping charge under the intangible assets regime. No specific reason was given at  the time, other than that 
the intangible assets regime and corporation tax on capital gains were dealt with by different departments in 
HMRC. We suggest that the two regimes should be aligned. 

20.3 The argument for alignment is strengthened by the issue being further complicated by the fact that 
goodwill accruing in a trade after 1 April 2002 is deemed to be a pre-2002 asset as long as the trade was carried 
on at 1 April 2002; the longer the elapse of time since this date, the more likely it is that uncertainty will arise 
as to whether the trade was being carried out at that point, or whether the trade has changed so much it must be 
regarded as a different trade.

21. This is a missed opportunity for consultation in an area where there is scope for reform and improvement. 

APPENDIX 
THE CHARTERED INSTITUTE OF TAXATION

The Chartered Institute of Taxation (CIOT) is the leading professional body in the United Kingdom concerned 
solely with taxation. The CIOT is an educational charity, promoting education and study of the administration 
and practice of taxation. One of our key aims is to work for a better, more efficient, tax system for all affected 
by it – taxpayers, their advisers and the authorities. The CIOT’s work covers all aspects of taxation, including 
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direct and indirect taxes and duties. Through our Low Incomes Tax Reform Group (LITRG), the CIOT has a 
particular focus on improving the tax system, including tax credits and benefits, for the unrepresented taxpayer.

The CIOT draws on our members’ experience in private practice, commerce and industry, government and 
academia to improve tax administration and propose and explain how tax policy objectives can most effectively 
be achieved. We also link to, and draw on, similar leading professional tax bodies in other countries. The 
CIOT’s comments and recommendations on tax issues are made in line with our charitable objectives: we are 
politically neutral in our work.

The CIOT’s 17,000 members have the practising title of ‘Chartered Tax Adviser’ and the designatory letters 
‘CTA’, to represent the leading tax qualification.

September 2015

Written evidence submitted by Mrs Angela Bryant (FB 19)

1. rEvErsE thE PlannEd tax rEliEf rEstriction on ‘individual’ landlords

2. Introduction 

3. Dear Sirs,

4. As landlords for the past twenty years, owning over 80 residential let properties that are owned in our 
personal names, my husband and I were horrified to hear the summer emergency budget announcement of the 
planned restriction to tax relief for individual landlords.

5. As a point of background, I have written a book The Complete Guide to Property Investing Success 
which has been widely acclaimed in property investing circles and is based on our experience and knowledge 
in buy to let. 

6. We have already begun selling properties as a result of the planned changes, which is very unfortunate 
since we rent mainly to vulnerable tenants in the southern areas of Crawley and Horsham, West Sussex, where 
we know that the local councils are under a lot of strain due to a shortage of accommodation being available in 
the private rented sector and particularly landlords willing to house tenants in receipt of benefits. 

7. We know from experience and our contacts at the councils that many tenants end up in – or indeed come 
to us from – hostels where families may live in one or two rooms for many months, sometimes years. They are 
often put in hostels out of area too, disrupting their children’s education.

8. Like many landlords, we have already begun selling some of our properties as a direct result of these 
planned tax changes, as we believe there is too big a risk when interest rates rise of our tax bill exceeding our 
actual income. Also we do not want to saturate the market with too many properties at once or leave it until 
more landlords decide to sell up, which may well lead to a property market crash and another recession. 

9. I believe that many more landlords have not yet woken up to how badly the newly proposed tax system 
will affect them, because to some extent letting agents and lenders alike are not making their clients aware out 
of their own perverse self-interest. In the case of lenders, I believe they do not want to alarm their shareholders 
but this will affect lenders badly as many mortgages will be redeemed and their future lending amounts will 
go down, especially for those lenders specialising in buy to let lending. I’m surprised the government does not 
care more for the consequences – although I suspect the consequences for lenders are unintended, as for other 
related groups and businesses, including as all the various trades that make a living through offering services to 
the private rented sector, including plumbers and a wide variety of property maintenance companies, as well as 
solicitors, accountants, mortgage and insurance brokers to name but a few.

10. If the idea is not reversed, when the tax kicks in, there will be a lot more landlords selling up. In 
particular, some landlords who are currently in the 20% tax bracket wrongly believe they will not be affected 
but for many even with only one or two properties, with their rental income no longer being able to claim 
mortgage interest as an expense together with their full-time job income, they will in fact be pushed into the 
40% tax bracket and may well find their properties making a loss thus not worth keeping.

11.  There are of course, some influential bodies encouraging landlords to be aware of the planned changes 
and sign the Petition which I am glad to see has over 27,200 signatures (at the time of writing this). Several 
articles have been and are being published by The Telegraph newspaper, who are joining the campaign against 
the changes as many of their readers (until now Tory voters) will be badly affected by what they have rightly in 
my view dubbed this “Alice in Wonderland” “absurd idea”. 

12. I have joined in with much discussion that has taken place in online landlord forums notably Property 
Tribes and Property118 where the proposed changes are being met with horror and anger by many ordinary 
landlords, and on social media likewise. Professional landlords associations, including the Residential 
Landlords Association (RLA) the National Landlords’ Association (NLA), are also campaigning on our behalf 
against the changes, as I am sure you must be aware. All of these bodies have given a variety of examples 
showing how landlords will be severely affected by the changes. 
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13. I believe that my husband and I are among the top percentile of private landlords in terms of our net 
income / profit from property – and we pay a lot of tax accordingly. BUT while we personally could ‘survive’ 
the new changes if all else stays equal (‘ceteris paribus’) – unlike many landlords, some of whom aren’t even 
yet aware – the changes dramatically change the RISKS to buy to let which COULD quite easily lead to us and 
MANY OTHER LANDLORDS becoming bankrupt. For example interest rates are likely to rise we are told 
and as already mentioned, when more landlords ‘wake up’ many more will also sell up, leading to a property 
price crash! Therefore, we are not prepared to wait and see how it goes but have started selling up as well as 
putting up rents substantially in the meantime, both measures essential but regrettable we believe in light of the 
planned tax changes.

14. It is too easy to point at landlords like us with large portfolios as being in the minority and mislead 
people to think we’re the only ones who will be affected by this. On the contrary, the 80/20 principle surely 
applies – the 20% of landlords who own 80% of properties in the PRS are most likely to be fully aware and 
already making plans to sell, leaving the PRS devastated and many tenants homeless, with rents spiralling 
upwards due to lack of supply.

15. It’s not relatively well off landlords like us that are most likely to suffer (as we can sell up) so much as 
tenants and smaller, less prepared landlords. 

16. There are also many landlords that own leveraged properties in less fortunate areas of the country who 
cannot even afford to sell their properties as the capital gains tax due would be more than the sum they would 
realise and therefore they have no hope of surviving the changes.

17. A few landlords plan to leave the country and become tax exiles – but with many having ageing parents, 
that is not a route most would choose; leaving some with no other option than certain bankruptcy. 

18. If the proposals go ahead, that will not only shrink the PRS so much it will hurt tenants; it will also 
devastate those already unfortunate areas where a glut of repossessed houses being sold will crash local markets 
and where there is not enough employment, many people could not afford to buy in spite of tumbling property 
prices.

19. I believe this will lead to another recession. The Conservatives will surely also lose a large number of 
voters, as many landlords assumed before the election that the Conservatives were pro-business including buy-
to-let but now feel betrayed.

20. Your guidelines state that submissions “could most usefully:

(a) suggest amendments to the Bill with explanation; and
(b) (when available) support or oppose amendments tabled or proposed to the Bill by others with 

explanation”.
21.  My first preference would be  that you amend the Bill to simply omit the planned tax changes that 

will adversely affect individual landlords. 

22. The changes are nonsensical because landlords could be charged more in tax than REAL net income 
available, leading directly to bankruptcy. This is likely to be a widespread and surely unintended consequence, 
if interest rates rise, which we are told they will.

23. It is also completely unfair to propose a tax which effectively all but seeks to tax landlords on turnover 
–  less  expenses  aside  from finance,  but  finance  IS  the  biggest  expense  for most  buy  to  let  landlords  in  the 
PRS, other than the super-rich who can afford to own rental properties without mortgages. The proposals are 
supposed to be fair, but it’s unfair that only the super-rich who can afford to own properties without finance will 
be unaffected.

24. It is unfair because the majority of landlords, including ourselves, could never have bought the number 
of properties we have without using the legitimate and allowable leverage of buy-to-let mortgages and now the 
rules are proposing to change in a way none of us could possibly have foreseen, since the changes go against 
the whole spirit of tax rules to date.

25. My second suggestion is that if you are not willing to omit the planned tax changes then amend the 
idea to only affect those properties bought after the date on which the new rules apply.

26. This would be fairer, as then at least people would enter into the ownership of buy to let properties 
taking the new rules into account, instead of being penalised and forced to either make many tenants homeless 
like ourselves to sell up, or forced into bankruptcy by the changes.

27. My third suggestion is that if you do not want individuals in future to be allowed to buy many 
properties, you could amend the bill to state a maximum number of mortgaged buy to let properties per 
individual and/or impose similar restrictions on mortgage lenders. 

28.  It should not be difficult to restrict the total number of (leveraged) rental properties that individuals own, 
either directly through the bill or indirectly by imposing such restrictions on lenders.
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29. My fourth suggestion is that you allow some kind of ‘amnesty’ on capital gains tax payments and 
SDLT that would allow landlords to either sell up without going bankrupt or move their currently owned 
properties into limited companies where they will be sheltered from the new tax rules.

30. As stated above, many landlords including ourselves, would prefer to move our properties into our 
limited companies but the capital gains tax and stamp duty land tax that would be due make it impossible to do 
so; leaving us no option other than to sell up causing tenant homelessness.

31. We have just three non-local properties we own that have low values and no capital gains, that it is 
feasible to move to the shelter of our limited company where they will not be subjected to the new tax system 
that only targets individually owned property, again most unfairly and discriminatorily. 

32. Another suggestion I have is to allow some capital gains taper relief to apply which again would 
help landlords to either sell or move properties into limited companies.

33. I believe this suggestion is quite self-evident.

34. Allow landlords to offer currently owned rented properties to tenants to buy, with again the 
incentive of CGT and SDLT relief. If tenants cannot or do not want to buy, the properties having been so 
offered, should be exempt from the new rules.

35.  I  believe  the  government’s  stance  is  to  say  that  they  want  a  fairer  system  that  encourages  first  time 
buyers but it’s not fair when many rented properties are let to people who are not in a position to buy anyway, 
and need to rent due to their current circumstances. The government claims to support the private rented sector, 
so please show us some support by reversing the planned tax changes, or at least take on board some of the 
suggested changes.

36. Thank you for reading this submission.

September 2015

Written evidence submitted by Nick Mansfield (FB 20)
Dear Sirs

I am a former Surrey County Councillor and a private landlord.

I have signed the petition asking the Chancellor to reconsider reversing the planned tax relief restriction on 
private landlords.

For example, with someone’s Buy to Let with 65% mortgage, tax would be due on full rental income of 
£20,000 pa less a tax credit equivalent to basic rate tax on the interest. This means paying 40% on £20,000 = 
£8,000 less the 20% credit on £13,000 pa interest = HMRC £5400 tax and £1600 net after tax and interest but 
before maintainance. 

This is insufficient to maintain the property and therefore means evicting the tenants and children and selling. 
This in turn puts pressure on the Council list. 

This is at a time of low interest rates so now consider what happens if the interest rate rises – you will have a 
situation where landlords are paying more in tax and interest than rent receipts thereby leading to a sell off and 
thus a housing crisis.

I would refer you to the last time this happened when Chancellor Healey introduced a landlords rental tax 
which had a similar result in the 1970’s – but it led to almost 500,000 rentals being dumped on the sales market 
in the landlords flight to reinvest in the stock market. 

Of  course  there  will  be  homebuyers  for  this  flood  of  property  but  what  will  happen  to  the  tenants?  Too 
many chasing fewer homes will lead to rent competition as well as evictions. They will turn to the already 
overburdened Public sector. Labour’s answer in the 1970’s was the Freedom from Eviction Act plus Fair Rent 
restrictions. Is the present Government going to be forced to follow suit as it took years to create a system 
where tenants can choose from a plentiful private sector?

September 2015

Written evidence submitted by Rich Mockett (FB 21)

1. I would like to submit my views for consideration to the House of Commons Public Bill Committee in 
relation  to  the proposed  amendment  concerning  restricting deductions  for finance  costs  related  to  residential 
property.

2. In particular, the following amendment is of contention:

24 Relief for finance costs related to residential property businesses 
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(1) ITTOIA 2005 is amended in accordance with subsections (2) to (6). 

(2) After section 272 insert— 

“272A Restricting deductions for finance costs related to residential property 

(1) 5 Where a deduction is allowed for costs of a dwelling-related loan in calculating the profits of 
a property business for the tax year 2017-18, the amount allowed to be deducted in respect of those 
costs in calculating those profits for income tax purposes is 75% of what would be allowed apart from 
this section. 

(2) 10 Where a deduction is allowed for costs of a dwelling-related loan in calculating the profits of 
a property business for the tax year 2018-19, the amount allowed to be deducted in respect of those 
costs in calculating those profits for income tax purposes is 50% of what would be allowed apart from 
this section. 

(3) 15 Where a deduction is allowed for costs of a dwelling-related loan in calculating the profits of 
a property business for the tax year 2019-20, the amount allowed to be deducted in respect of those 
costs in calculating those profits for income tax purposes is 25% of what would be allowed apart from 
this section. 

(4) 20 In calculating the profits of a property business for income tax purposes for the tax year 
2020-21 or any subsequent tax year, no deduction is allowed for costs of a dwelling-related loan.

3. As an expatriate landlord who now lets out a residential property after moving abroad with work, I 
find  it disgraceful  that  the Chancellor has decided  to stop  landlords’  future ability  to deduct  the cost of  their 
mortgage interest from their rental income. In an effort to target high earning property investors, Mr. Osborne 
has completely failed to consider the more general residential landlord. His naivety on the subject will penalise 
millions who choose to rent out their home because of a change of circumstance (eg. moving abroad) or who 
own a second property asset as an investment for later life and to pass down to family. 

4. His decision completely goes against the grain of conservative ethics. In effect, the Chancellor wants to 
tax landlords on their turnover rather than their profit, meaning that tax will be payable on non-existent income. 
Thus tax could in some instances exceed 100%: landlords will have to pay all of their profit in tax, and then 
pay more tax still. Even the basic-rate taxpayer (who the chancellor so feverishly defends) is at risk because 
the change will push them into the higher-rate bracket. In fact, contrary to Mr Osborne’s suggestion, the only 
buy-to-let investors who will not be hit are the very wealthy who buy property in cash and who don’t need a 
mortgage. 

5. To use my own case as an example:

My mortgage and service charge costs total £1700 per month, my rental income is £1,900. Under the 
Chancellor’s new proposal I will be taxed on the full £1,900 rather than just the £200 profit I make, giving me 
a new tax bill of £380 a month (on 20% tax rate – presuming I remain as an expatriate with no other earnings 
generated from the UK) or £760 (based on 40% tax rate). Thus as a landlord with a mortgage interest that is 
75% or more of my rental income, net of other expenses, I will see all of my returns wiped out by 2020.

6. Clearly the Chancellor doesn’t grasp the misery that he will cause the standard, hard working landlord – 
or he doesn’t care. As a long time conservative voter I am dismayed by this fact. 

7.  While  I  appreciate  that  pro-homeownership means  action  against  buy-to-let  portfolios,  I  firmly  believe 
that some credit should be given to your everyday landlord. Those with a single buy-to-let or sole secondary 
by-to-let should not be penalised in the same manner as large scale property investors. There needs to be a 
scaling. Please re-consider.

September 2015 

Written evidence submitted by Paul Frodsham (FB 22)

It took me 6 years and serious risk and investment of to get my property portfolio developed (to 8 properties) 
and to move into profit (ie i can finally take the equivalent of a partial wage). Buying in 2007 just before the 
unforeseen credit crunch nearly wiped my business out, and certainly created very uncomfortable additional 
risks for many years, as we suffered huge and worrying negative equity.

My plan was not to have to rely on the state but take care of myself and my family upon retirement, and after 
a lifetime of service in the insurance industry (20 years) and the recruitment/employment industry (8 years), I 
felt I was doing the responsible thing.

To now have these inequitable amendments to the method of calculation of my accounts now will radically 
alter my  capacity  to  generate  profit  (and  therefore  a wage)  and  as  a  consequence  I  am  planning  to  sell my 
properties which will mean evicting my tenants.

I was working on a 10 year minimum business plan and feel the rug has been pulled from under my feet.
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I run a proper professional business with some 40 tenants/clients, so why should my tax relief be made 
consistent with that of a private individual financing his/her house? Maybe if I ran a private ltd company that 
would be different, but I do not.

And incidentally my personal situation is already consistent with that of a normal regular householder in that 
I do not get tax relief from my personal domestic mortgage, in the same way they do not.

It is only when I branch out into “business” and start acquiring additional buy to let properties that the 
tax relief has applied. I have always felt I was adding value to the housing situation buy running a well run 
property business in a way that no private householder does....so why does it make sense that my tax position 
should be made consistent with theirs?

I am extremely disillusioned at this governments continued drive at both a local and national level to continue 
to squeeze professional landlords and think this is a big political and social mistake.

Professional  Landlords Businesses  come  in  all  shapes  and  sizes  and  a  “one  size  fits  all”  approach  by  the 
government to generating extra tax revenue is choking well run small businesses. Such businesses are often 
managed  by  individuals  like me,  attempting  to  retain  control  of  their  future  financially,  and  trying  to  avoid 
using the states diminishing resources as they retire and move into old age.

September 2015

Written evidence submitted by Paul Obernay – Residential Landlord, Director, Xarifa Holdings Ltd 
(FB 23)

REVERSE THE PLANNED TAX RELIEF RESTRICTION ON ‘INDIVIDUAL’ LANDLORDS
1. I operate as a small Limited Company providing residential accommodation to the private renting sector 

and incur considerable costs in the course of running my business when compared to the gross income that it 
accrued by the business. The planned restriction will unfairly target me by preventing me from offsetting costs 
in the same manner as other Limited Companies. I ask that the planned restriction be reconsidered as it has 
unfair and business damaging implications. It also present risk and detriment to the private residential renting 
population as it will mean a vast reduction in the quality of the housing available on the renting market.

2. I provide good quality, well maintained housing to the private residential renting sector here in Hull. 
A high percentage of Hull’s population cannot afford to purchase property of their own. For many it takes 
5-10 years for them just to be able to save the necessary deposit so as to be in a position to begin to look at 
being able to qualify for a mortgage so as to buy their own home. In the mean time, people such as this need 
somewhere to live whilst they save for a mortgage and start their or house their current family. 

3. It is very easy to be a slum landlord and supply poor quality, run down unmaintained residential 
accommodation and make profit. 

4. However, it is very expensive, time consuming and investment intensive to provide good quality residential 
accommodation to the private renting sector for ordinary working class members of society. There is virtually 
no difference in the rent charged for slum accommodation to that charged for the good quality accommodation 
that I and many other private residential landlords like myself provide. 

5.  It  is  only  just  financially  viable  to  provide  this  quality  of  service  providing  we  qualify  for  the  same 
business expenditure Tax relief that any other form of business qualifies for. 

6. When we purchase properties we have far more expenditure to pay for than what any private home owner 
will ever have. Furthermore, these cost are continuous for the lifetime of the company. They are not a one of 
payment. On top of that we are very heavily taxed as it is. 

7. On top of this when we have bad tenants, we can incur expenditure that can easily right of the entire 
gross income from 2 – 3 years worth of rent income. Nobody reimburses us for this. This a loss that we have to 
endure, not forgetting to mention the stress, trauma and sleepless nights that we endure. 

8. There is no difference between us and any other business. We provide facilities and services, in return we 
charge and are paid (but not always) our fees. 

9. Sometimes we are in a position to buy facilities out right with cash, other times we have to take out 
commercial mortgage loans secured against collateral assets in this case the property. 

10. Commercial property Landlords are allowed to offset the bank interest charged on the loan as are any 
other business purchases or asset acquisitions that are purchased with commercial loans that attract interest 
charges. 

11. When we purchase property for the domestic residential rental market, we are not competing against any 
other buyer, we are not presenting an unfair advantage at the point of purchase. We do not set the purchasing 
asking price. This is done by the seller. We are merely just another potential buyer on the free market. 
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12. In a high percentage of cases quality residential Landlords spend more money looking after their 
properties than the majority of private home owners. As such, this should be recognised and rewarded as 
opposed to dismissed and punished. 

13. May I suggest that instead of a blanket indiscriminate punitive taxation on private residential landlords 
that you implement a rewards system instead. 

14. For example:

(a) Where it is clear that you have a slum Landlord you remove the bank mortgage interest relief form 
that land lord regardless whether it is only one of their properties or all of their properties. 

(b) Also where properties do not meet basic structural and reasonable domestic comfort and aesthetic 
requirements that a nominal fine is levied against the land lord for each non conformance. 

15.  The result of this is that it would ultimately force Landlords to make upgrades to property befitting a 21st 
century Britain. 

16. This would ultimately result in a rising higher quality housing stock available in the UK. Thus increasing 
the quality of life for tenants in the UK.

17. In order for this to be readily accepted by the residential Landlord community, there has to be a balance 
in the law. One of the reasons why so many land lords become slum land lords is because the law does not 
protect them adequately enough against bad tenants.

18. The law needs to be changed so as to reduce Landlord costs, time and bureaucracy when having to deal 
with bad tenants with fines set by Government levied against the tenants and payable to the Landlords. 

19. If the Government continues to take punitive measurements against good Residential Landlords, it could 
result in companies terminating tenancies and sitting on empty properties treating them purely as long term 
investments with the intention of selling them off 10 – 20 years further on once the they have considerably 
increased in value. To then cash them in at that point just like an oil painting, precious metal or precious stone 
reserve investment.

20. This would then create a massive housing problem for the government on an increasingly strained 
housing market as it is as well as driving up house prices to an unprecedented level in the history of the UK. 

21. Residential land lords provide an extremely essential and necessary service to the UK population. Where 
is the logical in jeopardising this? Instead of this the Government should be taking steps to encourage this 
business sector and to assist Residential Landlords in raising the bar on the standards within this sector. 

22. I feel it is also pertinent to point out that it was this countries previous Government who promoted and 
encouraged people like me to make the entrepreneurial step to invest in and become a Residential Landlord to 
the private renting sector as a form of planning for our retirement as I have done. Regardless of the fact that it 
was a different political party who was in power, it was all the same MP’s that we have today that encouraged 
and promoted the business and investment model. 

By taking the punitive step to now financially punish Residential Landlords sends out the wrong signal to the 
population with regards taking charge of their own future and other business investors who will now exercise 
extreme caution and dubiety when it comes to investing and supporting any government presented business 
model or venture. 

I hope you will take my concerns and comments into constructive consideration.

September 2015

Written evidence submitted by Graham Chilvers. (Professional Landlord) (FB 24)

PROPOSED TAX RELIEF RESTRICTION ON PRIVATE LANDLORDS AND WHY IT NEEDS FOCUSING.
1. The Government has laudably said the purpose of the Tax Relief Restriction on Private Landlords, is to 

reduce the tax incentive from the “BTL” market and thus make it fairer for first-time buyers to compete with 
Landlords. I totally agree.

2. To not damage or restrict the entire rental market, this Tax Relief Restriction should logically only apply 
to the properties that first-time buyer’s want and can purchase, and not for example, blocks of studio apartments 
or Licensed HMO’s etc. 

3.  If it is targeted at first-time buyers’ properties, it doesn’t need to be phased in over four years. It could be 
brought into effect as soon as possible on future purchases. Instead allowing 20% tax relief, it could even be no 
Tax Relief , on small low cost properties. 

4.  When a first time buyer purchases a house or apartment, it has to have a unique Land Registry title to get 
a mortgage and generally has three or less bedrooms, and is in property band “C” or less, therefore this Tax 
relief restriction should only apply to properties that fit that description.
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5. The act could be included something like: Mortgage Tax Relief is limited to the basic rate on all residential 
property that is purchased after “1 January 2016” , has four habitual rooms or less and is in Council Tax “C” 
banding or lower.

6.  It  should  not  apply  to  loans  on  properties  that  are  not  and  never will  be  available  to first-time buyers. 
For example, by definition, a property that is a licensed HMO or a block of flats with a single Land Registry 
title. The reason is the UK needs professional working Landlords to convert redundant buildings into rental 
homes, to build new rental homes on brown field sites and to professionally maintain and manage these single 
Land Registry  titled multiple  home  properties  that  are  specifically  designed  for  the  needs  of  the UK  rental 
market. These properties will never be available to, or mortgageable by a first-time buyer. To include all types 
of properties in the Tax relief restrictions a fundamental error.

7.  If you consider the complete rental market, from rooms, bedsits, studios, flats to detached houses, only a 
relatively small proportion are potentially first-time buyer type homes that are owned by landlords. The bigger 
proportion consists of homes that are, by their nature for “Landlords only” type properties that can’t simply be 
broken up and sold off as individual units, to first-time buyers. 

8. If this law is implemented as proposed, the outcome will be that “hands off” property investors will place 
their money elsewhere, or invest inside a limited company. But also caught up in it will be the much needed, 
professional developer come Landlord, with the rewards for converting, renovated and running rental homes 
being penalised in an exclusive very high tax bracket. This will cause a seismic shift in the focus of money, 
time and enterprise away from the rental sector. Buildings will remain un-renovated. Brown Field sites will 
be  left.  HMO  low  cost  housing  and  blocks  of  flats  will  fall  into  disrepair  or  disappear  completely,  as  this 
endeavour is taxed out of existence. 

9 September 2015

Written evidence submitted by Jan Geertsema (FB 25)

The Petitions Committee wrote to me and suggested that I table my views on the above matter to the Public 
Bill Committee. I would appreciate if you could consider my comments below with care and give it a proper 
airing in debates on the new Finance Bill.

1. The referenced petition deals with a proposed reduction in permitted interest expense against an individual 
landlord’s property  income.  I believe  the proposal  is flawed and unfair as  there  is no  reasonable explanation 
for it under taxation principles and it would disadvantage an individual landlord’s portfolio compared to, for 
example, a corporate landlord’s portfolio. 

2. In this regard I’d like to reply to the government’s response to the petition, which I think requires a 
response given its inaccuracies and, in my view, deceptive statements: 

“Landlords are currently able to offset their mortgage interest and other finance costs against 
their property income, reducing their tax liability. This relief is not available for ordinary 
homebuyers” 

This is plainly incorrect. Ordinary homebuyers, which the vast majority of individual landlords are 
too, do not generate income from their main residence and are therefore not taxed on such income 
or able to set off interest against any such income. It is therefore incorrect to equate this to a second 
property investment which generates income and in relation which income tax is relevant. 

“and not available to those investing in other assets such as shares” 

This is again plainly incorrect. Where you acquire a share interest in a company the company is 
able  to  set  off  all  its  expenses  against  revenue  before  distributing  a  profit  in  relation  to which  the 
shareholder gets taxed. So that comparable relief is clearly available in relation to shares. 

“Currently the landlords with the largest incomes benefit the most, receiving relief at their 
marginal tax rates of 40% or 45%.” 

Another incorrect statement. Landlords at the higher rates of taxation benefit the least, because they 
pay tax at the relevant higher rate on the income generated by the investment property. 

“By restricting finance cost relief available to the basic rate of income tax (20%) all finance 
costs incurred by individual landlords will be treated the same by the tax system.” 

Another incorrect statement. Under the new proposal the finance cost of lower earning landlords can 
be fully set off against rental income but the higher rate taxpayers can only be partially set off. All 
individual landlords are therefore clearly not being treated the same.

“Less than 1 in 5 (18%) of individual landlords are expected to pay more tax as a result of this 
measure.” 
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I find it extremely disappointing that the government seeks to justify legislation based on the fact that 
it discriminates against a minority only. 

In all I find it surprising that someone in government with knowledge of the matter deemed the above 
nonsense to be an acceptable reply to the legitimate concerns of tens of thousands of petitioners.

3. As a general principle of income taxation, tax should be levied on income. The new proposal disregards 
certain significant expenses for the purpose of working out that income. This is inequitable and may cause a loss 
making property investment to be taxed. It also gives an unfair competitive advantage to landlords operating 
through a legal entity and landlords that happen to be on a lower marginal income tax rates. Individual landlords 
create opportunities for new housing and risk their money in this regard. Incomes from these investments are 
earmarked for education, retirement and other life needs. Individual landlords deserve to be treated equally 
with their corporate competitors. 

9 September 2015

Written submission by Maureen Treadwell Private Landlord (FB 26)

1. I am a private landlord with a small portfolio of properties in the South East of England. I am not 
personally affected by the taxation changes as my mortgage borrowing is very low having been a landlord 
for over 30 years. I agree that there are some adjustments to the PRS (private rental sector) needed in order to 
prevent unfairness to first time buyers and reduce financial risk. I believe there alternative innovative solutions 
involving capital gains tax that could be examined to achieve this end which would be popular and helpful to 
both tenants and landlords. My primary concern is that the Finance Bill has not sufficiently taken into account 
the impact the taxation changes will have on homelessness. 

2. Some new landlords have been actively encouraged by professional ‘consultants’ to rapidly grow their 
portfolios by regularly remortgaging, as property values increase, to enable them to put deposits on further 
properties. As a consequence, they have a large number of highly leveraged properties. They will be making 
very  little profit  at  the moment and when  the  legislation comes  into  force,  they will make a  loss. The value 
of the properties if sold, may be less than the value of the mortgages plus the capital gains tax due. As a 
consequence, some will face bankruptcy. Their properties are people’s homes and these tenants will be evicted. 
What is concerning is that whilst landlords in this position are a minority, their portfolios are large.

3. For landlords who are not excessively leveraged, it is likely that they may still choose to downsize their 
portfolios to avoid being pushed into the 40% tax bracket. We plan to sell one property in order to do this and 
we suspect that it is this trimming of portfolios which will have the largest effect overall on the reduction in 
the PRS. It will not be immediate but over a 3-5 year horizon, it will probably have a major impact on the 
ability of Local Authority Housing departments to meet their statutory obligations in respect of homelessness – 
particularly in the South East where demand is highest.

4. A simple solution would be to make the taxation prospective not retrospective. Thus the rules in the 
finance act will apply to all future buy to let properties but not existing ones. This would seem to achieve all 
the objectives of the tax changes and avoid all of the unintended consequences for tenants and landlords alike.

5. A further concern is the exclusion of interest payments as a deduction from income, effectively taxing 
turnover. This is a tax anomaly. I understand the Institute for Fiscal Studies has commented on it. Property 
letting is a business. There are constant repairs, refurbishments, tenant issues, deposit schemes and a plethora of 
legal requirements. Stockmarket shares do not phone you in the middle of the night to say they are locked out 
nor do bonds spring leaks. Professional property letting is a business not simply an investment.

6. There is, however, a genuine need for some adjustment to the PRS. The very heavy tightening of access 
to mortgages under the FSA mortgage market reforms has resulted in the absurd anomaly of first time buyers 
being refused mortgages where repayments are far below the rents that they are being forced to pay in the 
private sector. This is a disaster for the economy which needs home ownership to avoid a generation of future 
pensioners where are far higher proportion are claiming housing benefit.

7. There is a solution. Many landlords may wish to trim their buy to let portfolios but do not do so because 
of the punitive level of capital gains tax. Equally, there are tenants/ first time buyers (FTBs) who want to get 
their foot on the housing ladder but cannot do so because the high level of rents limits the amount they can 
save for a deposit. Herein lies an obvious solution. Instead of paying 28% of any gain to the government, the 
landlord agrees to cover an amount equivalent to 20% of any gain to any first time buyer as a deposit under a 
private option to buy scheme. A worked example is given below:

Existing systEm

Sale Price £150,000
Original Price+ costs £70,000
CGT (assuming HR taxpayer) at 28% £22,400
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Nett to landlord £127,600
Cost to tenant /FTB should they purchase £150,00

ProPosEd systEm

Sale price £150,000
Original price +costs £70,000
Discount offered to tenant of 20% gain £16000

Nett to landlord £134000
Cost to tenant/FTB if they purchase £134000

Clearly the detail of the scheme would need to be explored but providing 

summary

The rationale behind the tax changes for buy to let properties is understandable but will have unintended 
consequences. In particular, it will impact on homelessness at a time when Local Authorities are already under 
enormous pressure. It would be better to apply the new rules to buy to let properties purchased after a certain 
date rather than retrospectively as this will force some landlords to evict tenants and sell their properties. Novel 
schemes  are,  nonetheless,  required  to  address  this  imbalance  between  tenants  and  first  time  buyers.  I  have 
suggested enabling landlords to offer tenants a ‘right to buy’ discount in return for a reduction to Capital Gains 
Tax as one possible solution.

September 2015

Written evidence submitted by Christina Windley (FB 27)

I am a landlord in the Exeter area with personal experience and will be affected by the new tax changes. 

The premise of ‘making it a level playing field’ for everyone buying houses appears to be flawed. I decided 
to sell my house and put the money into a Buy To Let Business. At no point did I consider that I was removing 
housing stock from people looking for a house, as it is not a second home for me but a property available to 
those who do not or cannot buy a home of there own. To this end I have endeavoured to get each house up 
to the same standard I would wish if I lived in the property spending between £15,000 to £35,000 on each 
property. I put in cavity wall and loft insulation, new boilers, replaced windows, kitchens, bathrooms, flooring 
and decorated throughout. I considered it a good business practice to offer quality accommodation with a view 
to long-term rentals. 

My business plan was based on being able to off-set my expenses against my income. The new tax changes 
will mean renovating, and renting out houses is no longer a viable option. The new tax system taxes is based on 
taxing gross profit and not net profit. In affect the new bill suggests that my house purchases should be treated 
just like any other house a person might buy to live in themselves ie. getting no tax relief on mortgage interest. 
But this is personal it is a Business. I will still be required to pay Capital Gains Tax when I sell which I would 
not if it was ‘a level playing field’. 

The other major problem for me is that I now find myself in the Higher Tax bracket while actually not having 
the disposable income to cover the tax bill  that will ensue. There was modest yearly profit that I would have 
paid tax on year each but now I find that I cannot carry on as the tax bill could well mean I end up in debt.

I think the new Buy To Let tax implications are going to mean there are far fewer houses available to 
rent to people who cannot be housed by the council and those that are too young to buy their own home. This 
bill will  affect  a much wider  audience  than  ‘vilified  landlords’  I  know  I was  offering  a  good  service  to my 
tenants and would have continued to renovate and rent out good quality homes to local people at reasonable 
rents. The tax man would have gained more tax from me by leaving the existing system in place as I would 
have continued to purchase materials, pay stamp duty, pay tax on my income, and pay Capital Gains Tax 
when I eventually sold and I would have kept reinvesting and providing housing stock to those needing 
accommodation. 

Please reconsider.

September 2015
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Written evidence submitted by T.P. Properties (FB 28)

To Whom It May Concern,

We are a small Limited Partnership that specialises in providing accommodation for adults with disabilities, 
be this learning and/or physical and/or mental health needs. We currently support around 130 individuals 
throughout the North West of England. Our services are often bespoke and allow individual’s an alternative 
to Registered/Nursing Care and relieves pressure on hospitals. We fund ourselves through a combination of 
private monies and bank debt. The proposed changes currently being discussed in the Finance Bill with regards 
to changes to Interest Relief will have a profound impact on our organisation if Supported Accommodation is 
not excluded. This can be seen from the below:-

 — The tax liabilities and effective rate on ‘post interest profits’ arising under each new structure between 
2016/2017 and 2020/21 can be summarised as;

limitEd PartnErshiP

Effective Rate Company Tax 
2016/201 41 20%
2017/201 52 19%
2018/201 63 19%
2019/202 73 19%
2020/202 84 18%

We appreciate that the changes are happening as a way of rebalancing the market and removing the 
advantage that a Private Landlord has over an individual who buys their own home, but feel that an unintended 
consequence is that we will be caught in its reach and either be forced to sell up or convert our status to a 
Company. The impact of incorporation is costly, in that we have a number of contracts and leases that would 
need to be novated as well as the Bank’s taking the opportunity to renegotiate our lending. We would therefore 
request that you excluded supported accommodation from the changes that are being proposed.

The accommodation we provide is often leased to Registered Providers on long term leases. We are valued 
by our communities and wish to continue with our business strategy of growth and are deeply concerned about 
the proposed changes.

We thank you for taking the time to read this submission and should you have any queries please don’t 
hesitate to contact.

September 2015

Written evidence submitted by Phil Harmer (FB 29)

introduction

I’m very concerned about the Chancellor’s recent changes to the tax laws regarding buy to let property. As 
my long term career in the music for film and TV industry went down the tubes due to changes in technology 
and budgets, I found myself getting into the buy to let property world as a way of keeping occupied, staying 
afloat financially and also converting run down flats in the borough into lovely places to live. I never planned 
on doing it, but it has turned into a sustainable way of making a living. There are thousands of people like me 
who have decided to be self-sufficient rather than relying on the state to provide for them, and if the rules of the 
game keep being changed, it makes it impossible to plan for the long term. What about all those people relying 
on buy to let as a long-term pension plan? 

I’ve always tried to be self-sufficient and have never claimed any benefits. I even decided not to get married 
or have children when I was in my 20s and 30s because things were so up and down in my chosen industry 
that  it  seemed an  irresponsible  thing  to do.  I was barely able  to keep myself afloat financially,  let alone any 
dependents. Now I’m in my mid 40s things are finally starting to look up. Please don’t make these changes and 
throw everything up in the air yet again. 

If the changes go ahead, the end result will probably be that rents are increased, especially when interest 
rates eventually go up as they are bound to, and the supply of good quality properties in the rental sector will 
be reduced. Many people who are relying on the buy to let business to provide for their pensions, and been 
encouraged to do so, will find themselves relying on the government instead. 

1. This policy will only end up hurting the smaller landlords who have mortgages, and their tenants who 
will  either  have  their  rents  increased,  or  find  that  the  landlords  have  less  money  to  fund  improvements  or 
maintenance to the properties. This will not affect larger corporate landlords and wealthy individuals who have 
no mortgages.
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2.  The government claims that this will ‘level the playing field’ between homeowners and buy to let landlords. 
The  flawed  assumption  made  here  is  that  they  are  in  competition,  and  that  greedy  landlords  are  somehow 
scooping up all the properties that first time buyers would otherwise be able to afford. This is nonsense. Most 
of the smaller scale ‘cottage’ landlords will only buy properties that need extensive work or development, and 
they certainly won’t pay over the odds for them, as it simply doesn’t work financially. In my experience, it’s 
people who are buying a home who are more likely to up their offers and push the prices up. Landlords go into 
it with a business head on rather than looking for their perfect home, and often turn an uninhabitable property 
into a desirable home that can be added to the rental market. The real problem is a shortage in the supply of 
property, and also mortgage finance. 

3. The changes that Mr Osbourne has recently brought in mean that landlords are soon to be one of the only 
businesses taxed on turnover rather than actual income. This s plainly ridiculous and is explained very well in 
the article in this link. Mortgage interest is clearly a major cost in the business so why should it not be deducted 
from profits to work out the taxable income? 

http://www.telegraph.co.uk/finance/personalfinance/investing/buy-to-let/11816720/Death-of-buy-to-let-
landlords-wake-up-to-Osbornes-150pc-tax.html?fb_ref=Default

4. None of this was in the Conservative party manifesto, and if it had been I certainly wouldn’t have voted 
for them. This is a worked example taken from a Telegraph article on Sept 6th 2015 by Richard Dyson. 
This shows how the likely impact to a landlord who is in the 40% tax band. The link to the article is here  
http://www.telegraph.co.uk/finance/personalfinance/investing/buy-to-let/11844499/I-own-75-buy-to-let-
properties-but-I-havent-deprived-other-buyers.html

today: 
Your buy-to-let property earns £20,000 a year in rent and the interest-only mortgage costs £13,000 a year. 

Tax is due on the difference or profit. 

So you pay tax on £7,000, meaning £2,800 for HMRC and £4,200 for you. 

2020: 
Tax is now due on your full rental income of £20,000, less a tax credit equivalent to basic-rate tax on the 

interest. So you pay 40pc tax on £20,000 (ie £8,000), less the 20pc credit (20pc of £13,000 = £2,600), meaning 
£5,400 for HMRC and £1,600 for you. Your tax bill has therefore gone up by 93pc. 

Now, say Bank Rate – and in turn your mortgage rate – rises by a small fraction, lifting your mortgage cost to 
£15,000, while your rent remains at £20,000. 

You will have to pay £5,000 tax in this scenario, so you make no profit at all. 

4. If other businesses couldn’t claim tax relief on debt interest and had to pay tax on turnover rather than 
actual income, they would go bust. The government is meant to be business friendly. This suggests otherwise. 

5. Richard Dyson sums up the main arguments very well in comments made to The Property Tribe’s 
blog, which can be found here. http://www.propertytribes.com/landlord-tax-changes-join-share-our-action-
plan-t-127621827.html

He says, 

“There are three main reasons why this tax is objectionable.

The first is a matter of common sense. The tax as conceived will apply to turnover, not net income. 
The implication of this is little understood, but what it means is that a landlord, unable to deduct the 
full cost of his mortgage interest from his rental income, could easily be in the position of being taxed 
on zero net income or indeed on a net loss.

If such a tax were applied to any industry – not just buy-to-let – its effects would be ruinous. It would 
be the equivalent of taxing a cab driver on the basis of the passenger fares he received, and not 
permitting him to deduct the cost of petrol.

I can’t find any precedent for such a tax, which I suppose is not surprising: trying to raise tax 
from someone with zero net income is an absurd tax policy – if it can even be called a policy. 
It is, in effect, less of a tax than a backhanded way of the Government closing down a business or an 
industry.

The second objection is also unrelated to property per se. It is a general objection to successive 
governments’ tendency to alter the taxation backdrop in a way that prevents individuals and families 
from making long-term financial plans.

If people are to invest over decades to provide retirement income or to finance children’s education, 
etc, they need a stable tax backdrop in which to get on with it. Investors can undertake their own 
research and draw their own conclusions about risks relating to asset prices or interest rates, for 
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example – but what they can never make provision for are sudden changes to a tax regime. Such tax 
changes are destabilizing and damaging to all savers, because they introduce uncertainty.

The third objection relates explicitly to how this tax will affect landlords. The objection here is that 
this tax specifically – almost exclusively – attacks smaller, modest buy-to-let investors.

Very wealthy individuals or large landlords – those who can incorporate their properties and run them 
as a business – will effectively escape the tax. A growing breed of institutional landlords, including 
insurers, asset managers, pension funds and other vehicles, will also not be touched by the tax. In 
fact they will continue to enjoy the tax breaks which are being withdrawn from smaller, “cottage” 
landlords under these proposals.

In other words the people clobbered by this tax are the hundreds of thousands of small-scale investors 
who own one or two properties as part of their wider savings plan, or because they want to help 
house their children, or for a range of other reasons.

That seems unfair. The question I’d want to put to Government is: why should these less-wealthy 
property investors pay more tax than their wealthier counterparts?”

summary

The government is making a huge mistake by trying to change the tax rules applying to landlords of buy to 
let property. These changes won’t affect the really wealthy with no mortgages, or large corporations with huge 
portfolios, and will instead hurt the smaller landlords and ultimately their tenants. These are the very people 
the government should be supporting. They are generally people with a bit of get up and go who don’t look 
to anyone for handouts and have simply created a viable business or investment which has up until now been 
positively encouraged by successive governments. They shouldn’t be compared to homeowners who receive no 
tax relief on mortgage interest, because they are businesses. No other business pays tax on turnover rather than 
actual income after expenses. This sets a very dangerous precedent. 

It is also likely to lose the Tories a huge amount of votes because if the changes go ahead, they will kick in 
just about the time of the next general election. Well done George. 

September 2015

Written evidence submitted by Melvyn Alan Lees-Smith (FB 30)
Dear Sir

As usual, the government has thrown a ‘spanner in the works’ for people such as myself who are now retired. 
I have worked hard, saved hard, borrowed, and invested in property, based on the rules of current tax system. 

1. With no advance warning in the Conservative party’s manifesto, and retrospectively, the government now 
plans to tax me much further. I do not understand why these sorts of back-door tax hikes are always done 
retrospectively, and why they can’t apply to new buy-to-let purchases form the the current date. Of course that 
would reduce the exchequers income, but the government’s response to this is to be ‘fair’. I cannot see what is 
‘fair’ about people making future plans on a set of tax rules only to have them change every 5 minutes at the 
whim of the government in power, especially a Conservative one. (Not to mention the 7.5% hike in dividend 
tax which also wasn’t mentioned anywhere in the Conservatives manifesto). 

2. The government states in their own words that they want to “reduce the advantage landlords may have in 
the property market over ordinary homebuyers”. So what about the fact that ordinary homebuyers do not pay 
any capital gains tax on any profits on re-sale whereas small individual investors like me have to pay Capital 
Gains tax on nearly all of the profits. You can’t refer to one side of the tax argument and ignore the other.

3. As a 40% tax payer, which by no means makes me a rich person, the planned tax raid on the legitimate 
costs of running a business (i.e. cost of loans of buying assets), make the difference between making a yearly 
profit  and not,  and  so will  totally dissuade me  from  talking on any  further  risks  (for which  there  are many) 
within the property market. And l am quite sure that l am not the only person who will now be dissuaded from 
providing a home for someone who cannot afford the mortgage or deposit, whilst making an investment that 
isn’t on the roulette wheel of the stock market. 

4. This reason for this tax hike is really caused though the government’s inability to kick-start more house 
building. That’s the real reason. So instead of really focusing on that, the government has used this subject to 
further tax small individual property investors like myself who are an easy target. 

5.  There is also the possibility that this tax raid will increase the rents to bring back some of profit for the 
landlord. 

6. A typical loan interest for one of my 3 properties is £13,000. That would result in an extra £2600 of tax. 
On that size of property, the typical profit (after deductions) is around £3000. The government have got their 
figures wrong with this. 
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7. This tax raid on tax relief on borrowing costs is a bad and unfair proposal, and should be cancelled at the 
every earliest opportunity, before it starts.

September 2015

Written evidence submitted Zvi Abenson (FB 31)
Good afternoon

I am a landlord with an obvious interest in the proposed changes to the planned tax relief restriction on 
individual landlords.

I have spoken to many other landlords recently and would very briefly note the following three points that I 
believe that it would be in the interest of the Committee to consider.

1. The basis for this change is supposedly to make the system fairer as “Landlords are currently able to 
offset their mortgage interest and other finance costs against their property income, reducing their tax liability. 
This relief is not available for ordinary homebuyers and not available to those investing in other assets such as 
shares.”

You could  use  the  same  argument  to  stop  airlines  offsetting  the  costs  of financing  their  panes  as  they  are 
assets and homeowners don’t have that ability!

Comparing a landlord to a homeowner is not a fair comparison by any stretch of the imagination. 

Additionally, all companies and almost every industry can offset cost of finance in their business and these 
includes most assets as well. 

2. The way the changes have been set out, will impact far more than originally meets the eye as instead of 
saying that the maximum that can be claimed for mortgage interest will be 20%, instead they have said that 
they will completely ignore the interest payments and then at the end deduct 20% of these payments from final 
tax liability. This has the effect of lifting many thousands of people into the higher tax bracket then would have 
been had they not calculated this change with this new unbelievable method!

3. Landlords are being stretched from all ends and you should know that even if would be true that this 
would ‘only’ affect 18% of individual landlords – which is highly unlikely, as they will be forced to pass these 
costs onto the tenants, the other landlords in same areas will also then raise rent proportionally and ultimately 
this will affect the tenants, especially those on the bottom of the market and may even cost the government 
more in housing benefit then it will save!

I would be happy to give you more information on any specific point should you so wish or require.

September 2015

Written evidence submitted by Ray Williamson (FB 32)

1. I write in reference to the proposed amendment regarding tax on rental properties. I currently own 3 
properties, 1 residential and 2 rented out. I have previously lived in all of the properties but when moving 
opted to rent these properties out rather than sell them. I am still employed full time and at 35 years of age my 
buy to let properties are nowhere near offering me a living wage nor are they affording me a mansion. These 
properties very much represent a retirement plan for me.

2. The new bill would be grossly unfair to anyone who operates a similar scheme to myself as any sole 
trader or any business only pays  tax on  their profit whereas  this would  leave myself with either no profit or 
having to increase rent. This in turn would then create an issue with housing as people would not be able to 
afford  the  rent and would  therefore seek housing or housing benefits. The new bill would be  like a business 
paying tax on their turnover not their profit, most businesses would be bankrupt very quickly.

3. The government have previously stated that they wanted the country to be entrepreneurial but this bill is 
the exact opposite as it affects the people who are working and trying to make a better future for themselves. 
The tax should affect people with a vast amount of properties or people who do not need to work as they have 
made so much from their investments. I currently work 50 hours a week and am already in the 40% tax bracket 
with earnings of £55,000, I then make approximately a £500 profit per month from the property rental of which 
I would pay 40% tax. If I can carry this on for 10 years then I would be in a much more fortunate position and 
the government has previously said it wants people to work and aspire to be in that position. If you introduce 
the new bill then my profit would be wiped out completely and I would make a £50 profit per month and you 
would surely be punishing the very group of people who you should be encouraging?

4. If the Government are seeking to take more tax from Buy to let properties then surely it would make sense 
to target the very highest earners, ie people with more than 5 properties or people able to buy in cash with no 
need for mortgages.
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5. The likelihood is that the bill will make some Landlords push rental values up whilst others will no longer 
pursue Buy To Let as a good investment, overall it would mean the Government are unlikely to make more 
in tax as they will lose as much as they gain. Tenants will either have less property available or much more 
expensive prices or both which would make the housing situation even harder. Landlords are likely to be worse 
off but that will only create a feeling of injustice toward the Government. Mortgage brokers are likely to see 
a drop in Buy to Let applications and Estate agents likely to have less people looking to purchase all of which 
would have a negative impact on growth and then economy as a whole. It is hard to find a winner just many 
losers from the bill.

September 2015

Written evidence submitted by Jason McClean (FB 33)

my Background and financial illustration

Since 2000 I have invested in let property as an alternative to a traditional pension and to supply income 
on a monthly basis. As my business interests have declined for various reasons, the monthly income from my 
portfolio of seven properties has grown in importance to maintain my family and home. 

I am not a  tax expert but  I have spoken with HMRC and  taken some guidance on  the below figures  from 
them.

From April 2014 – April 2015 my seven properties grossed £51,480 in rental income. After deducting 
mortgage interest and other expenses, I earned £3100 in profit. I earned £20,000 in salary from my employment. 
Under current tax rules I will pay 20% tax on £23,100 less £11,000 allowance. That means I will pay £2,420 in 
tax and I took home £20,680 to support my family.

Under the Finance Bill 2015-16 using the same figures I will be liable to pay tax on £51,480 + my salary of 
£20,000 less £11,000 allowance = £60,480 taxable income.

20% on first £32,000 = £6400

40% on £28,480 = £11,392

Less 20% tax relief on mortgage interest of £24120 = – £4824.

Total tax to be paid = £12,968. 

That is an increase of 536%.

That means on same figures I will take home £8332 to support my family. That is a drop of £12,348 in my 
earnings directly as a result of the new tax law. Please note if interest rates increase then my actual costs will go 
up while the tax will remain the same, so I will lose even more money to costs. 

The Finance Bill 2015-16 threatens my ability to earn anything from my properties and I wish to make the 
following points for consideration and suggestions, which are noted in bold.

1. My Pension is totally undermined and I have few alternatives to substitute let property for any other 
reliable asset class. After being prudent to take care of my own pension arrangements via let property I now am 
left with a pension model that will cost me money rather than pay me a pension to live on. Without any other 
income from employment, using the above figures that currently deliver £3100 in profit per year, under the new 
tax laws I will face the below:

£51,480  revenue  less  £11,000  allowance =  £40,480  taxable  income. Taken  at  20%  for  the first  £32,000 = 
£6400 and 40% for 8480 = £3392. My tax bill will be £9792 against earnings of £3100. That means I face a 
real life loss of £6692. 

This is grossly unfair and destroys everything I have worked to achieve over the last 15-years. I am happy to 
be taxed on profit but being taxed on turnover, including mortgage interest expense, which is by far the largest 
expense, is counter to any normal or historical way of doing business. 

I suggest that mortgage costs should be allowed as costs/expenses and taxation is against profit, not 
turnover. 

2. The Finance Bill is retrospective and penalising me for decisions I made in the last 15-years that were 
reasonably prudent, responsible and entrepreneurial. I think it is unfair that I am being penalised for these 
decisions.

I suggest if the tax law is changed it should apply to new let property purchases and landlords from a 
certain date onwards and not penalise landlords like myself who have worked hard to build up pension 
pots for our futures. 

That will allow new landlords and investments to be made with full clarity of the situation and eyes wide 
open. I certainly would not invest in property under the new Finance Bill proposals and could not afford to do 
so.
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3.  If  the Government maintains the tax to ‘Level the playing field with home owners’, then I suggest you 
remove the Capital Gains tax from the sales of let properties. That means I can make a judgement on any 
capital gain or at least dispose of properties and invest the proceeds elsewhere.

4. I will need to increase rents to maintain my properties and pay the new tax. This will then move the 
financial  burden  to  the  tenant. Given  that  on  average  I will  need  to  increase  rents  by £142 per property per 
month by 2021 to cope with the new tax, I can see this pricing out any DSS tenants. That is a shame as 
currently I will and do let property to DSS tenants, but if they are unable to afford the new rates they will not 
have their tenancy renewed. My only suggestion here is to reverse this tax rise otherwise there will be a 
housing crisis for low-income families and those on benefits.

5. Landlords account for around 1 in 10/12 of all new properties purchased. I have bought two properties off 
plan in the last five years. I will no longer be buying any new property under the new tax laws. I suggest this 
will have a negative impact on the mortgage and construction industries and all the job losses that may 
entail.

6. This new tax leaves the wealthiest property owners completely insulated from paying any more costs 
while hitting hard working landlords like myself who have to borrow to remain in business with huge increases 
in  tax costs.  If  I  own a property outright  then  the  revenue  is much more profitable  and  I  accept  taxation on 
profit.  How  can  the  wealthy  classes  retain  taxation  on  profit  whilst  the  working  classes  are  now  taxed  on 
turnover? I suggest you level the playing field and tax only on profit, not turnover or loans.

September 2015

Written evidence submitted by Bluewater Properties (FB 34)

1. I am a landlord who owns two properties in Thanet, one in Ramsgate and one in Margate. They are both 
2 bedroom properties and both rented to tenants since 2007/8.

2. The properties were purchased as buy-to-let investments and are part of my pension funding. 

3. The properties are occupied by very happy tenants who receive rapid service should there be any issues 
with the properties. I have invested in various new items in both properties including a new kitchen, new 
wiring, outside lighting, shower unit, cooker and hob. Both tenants receive a friendly and efficient service in 
regard to maintaining the houses.

4. The letting of these properties is a business to assist in my personal finances in my semi-retirement. They 
are also planned as inheritance for my two daughters.

5. The  business  is  like  any  other  business.  In  its  simplest  form  the  benefit  is  derived  from  income  less 
expenses. The benefit (profit) is then taxed.

6. Both properties are mortgaged under interest only mortgages.

7. It seems outrageous that the private landlord is singled out as a special case whereupon the expenses that 
include mortgage interest are not considered as legitimate tax deductible expenses like any other business.

8. Should the government finance bill include this proposal whereupon the amount of tax relief on mortgage 
interest is reduced to the standard rate of tax over the four year term I will have no alternative but to raise rents 
to maintain my income.

9. If other landlords feel the need to follow this action, rents will add to the tenant’s monthly living costs. 
They will often need to earn more to pay this extra cost. This may not be possible. In addition a number of 
landlords may sell up thereby reducing the number of private rented properties available. This will put extra 
strain on the already over-strained housing situation in the UK.

10. I strongly oppose the government’s plan to reduce interest tax relief for private landlords. It is both 
unfair and irresponsible. 

September 2015

Written evidence submitted by Joyce Griffiths (FB 35)

RESTRICTION OF TAX RELIEF BY HMRC ON MORTGAGE INTEREST TO 20% BRACKET ALONE
Dear Sir,

I am writing to petition a reconsideration of this matter.

Many of us as landlords have no pension from employment and the basic DWP pension does not provide 
sufficient  income. We  do  not  however  qualify  for  any  Government  benefits  yet  can  do  very  little  work  to 
supplement our pension due to age. We foresaw this situation and invested in property as a means of providing 
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supplementary income. The mortgage companies realized the necessity of this and permit mortgages on rental 
property until the age of 95.

To be successful in this it is necessary to have a number of properties so that void periods and large expenses 
are covered. 

It  is already proving extremely difficult  for me to supply new white goods now that I can no longer claim 
this massive expense against profit. (In the last 6 months I have had to provide a new oven, fridge freezer and 
washer drier at a cost of nearly 1,000 GB sterling.) Thus our profit in a good year brings us into the Higher Tax 
Payer bracket.

If I am not permitted to claim my mortgage relief I will, like many others, have to sell up and use my capital. 
Not only will this mean less housing provided, when there is a crying need for MORE housing but it will also 
mean that my income will so reduce that I will be dependent on the Government funding residential Care in 
later years. Hence your proposal is detrimental not only to the housing market but also to local Councils, with 
ever restrictive budgets, to provide for me and others in similar circumstances.

This policy change has not been thoroughly thought through and so I ask that this submission NOT to alter 
the current relief system with HMRC will be heeded.

September 2015

Written evidence submitted by W.T. Morgan (FB 36)
Dear Sir/Madam,

1. My understanding of the new tax proposals for BTL mortgages is to increase the supply of properties to 
first time buyers. Has the Government considered that many tenants will never be able to buy their properties 
because they would not qualify for a mortgage.This is especially true for people on low income or with credit 
problems. There are also many professional tenants with good jobs and salaries that are not ready to buy a 
property and prefer to rent. I manage about 50 properties and most of my tenants could not or would not want 
to buy their homes.

2. As a result of your tax changes my profitability will seriously suffer and I am already taking steps to move 
away from housing benefit and cater for working professionals where the rents will be much higher. I will need 
this extra income to cover my extra tax costs.What do you think will happen to the poorest and most vulnerable 
people in our society when the supply of rented property to them decreases? How will the local Councils cope?

3. Also given that my profitability will drop dramatically, where will I get the money from to maintain and 
look after my properties or does the Government want tenants to live in slums and poor quality Houses in 
Multiple Occupation.

4. If you are a BTL landlord and manage 50 properties, it is a full time job and I often work 7 days a week. 
It is not the same as stocks and shares. It is very labor intensive. Given that I am running a business, I would 
expect that my expenses would be fully tax deductible. Instead of this I am now being taxed on the major 
part of my expense ie interest charges on mortgages. If you buy a property to live in, it is not a business and 
therefore there is no justification to treat mortgage costs as an expense. Home owners benefit from the rent a 
room scheme and do not have to pay CGT when they sell their home. A landlord does not get any of these tax 
perks.

5. I would also like to know why a landlord loses his personal tax allowance if his turnover exceeds 
£121,000. Is this away of the Government saying how dare you grow your business?

6. Why is it that limited companies are not affected by these tax changes but that sole traders have been 
singled out. It appears the small investors are being punished but the bigger investors in limited companies 
enjoy total exemption.

7. If the Government must introduce these tax changes it should not be introduced retrospectively. Why 
should somebody that has grown his business over 15 years and played by the rules suddenly have it destroyed 
over night. At the very least the new rules should apply to all future purchases only and should equally apply to 
limited companies as well as sole traders.

8. The real problem in all of this is a rising population and a lack of property supply.The Government needs 
to build more houses.

September 2015

Written evidence submitted by Peter Walsh (FB 37)

1. We have Buy to Let properties in central Oxford, these are either one bed or two bed flats. Our clients are 
either third year students at the Universities, Post Graduate students doing research, studying at the Business 
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Schools, or Professors at the Science Parks. These are foreign nationals from various countries, but all are 
bringing vital currency into the country.

2. Our properties are a business, we use  letting Agents  to find  the clients but after  that we do everything. 
On the change of clients, usually yearly, we install new bed linen, renew any damaged pots, pans, and kitchen 
equipment including any electrical items. Painting as required to ensure a good standard of accommodation. 
PAT test all the electrical appliances, and replace any part of the flat that is not up to standard. Our clients are 
wealthy and demanding and it is our business to ensure that they are satisfied.

3. To do that we do three to four thousand miles a year in and out of Oxford, running around getting parts 
and generally making sure that everything is correct. In addition we also have reliable electrical and plumbing 
contractors available for any problems.

4. But according to the people who drafted the Act, we have an Investment not a Business, similar to owning 
shares. Well  if  I  owned  shares  I would  not  have  to  paint  the  offices,  renew  the  canteen  equipment,  replace 
the damaged floors, and all the other work we have to do. In the rarified atmosphere of Westminster you may 
consider it to be an investment, but in the real world it is a business. Remember the old saying, if it looks like a 
duck,quacks like a duck,it is a duck. It is a Business not a Share Certificate.

5. Someone has decided that we have an advantage over the home owners in as much that we can claim our 
interest. Well the home owners do not, yet,pay capital gains tax, we do, you could even the field and remove 
that benefit, no interest no capital gains, no I thought not.

6. We are told we are stopping people from owning houses, not many people would want to own our small 
one  and  two bed flats,  the  only  likely  buyers would  be  foreigners  looking  for  a  pied  a  terre, we  have  them 
wanting that, we get asked all the time to sell.We may have to do just that if this Act is passed, but once it’s 
gone there will be no accommodation for our clients. If everyone does that people will go elsewhere, American, 
Europe, anywhere but the UK.

7. You want people to sell, ease the housing market you think, no, if the Buy to Let sell that property is gone, 
yet the rental market is in demand, we imported ,I think, 350,000 people last year, kill the Buy to Let and the 
Councils will have to provide for them.The whole idea is ripe for the Law of Unintentional Consequences.

September 2015

Written evidence submitted by Simon Shinerock (FB 38)

1. In Summary, I am against the removal of higher rate tax relief on mortgage interest for individual buy to 
let investors as proposed by the current finance bill. I believe the removal of higher rate tax relief from private 
individuals would be unfair, discriminatory and against the interests of our society. Furthermore it would do 
irreparable damage to the Lettings and estate agency industry and put thousands of jobs at risk as well as 
alienating millions of landlords who have invested or are planning to invest in the sector having been let down 
by other forms of investment. I believe that the real problem is an acute housing shortage and the solution 
is to address this problem positively, not to penalise private landlords in order to hand an unfair commercial 
advantage to institutional buy to let. 

2. My name is Simon Shinerock, by way of background, I am the Chairman of the Choices Group of 
Companies, an estate agency I founded in 1989, we are currently a major PRS landlord to over 1500 properties 
as well as acting as agent for over 2000. Since 2000 our investments division has been at the forefront of 
helping private individuals buy to let all around the country, providing them with a complete solution including 
sourcing and ongoing centralised asset management. I am also the majority shareholder in Angels Media the 
publishers of Estate Agent Today, Lettings Agent Today, and Landlord Today amongst other online industry 
titles. As such I have been vociferous on this issue for some time, having written on the subject several times. I 
have also made a personal submission to the committee considering change to the sector. I have also challenged 
Shelter in their attempts to introduce rent controls and long tenancies. I am active in social media; I currently 
occupy the number 1 position in the Zoopla top 100 estate agents in social media.

3. In the run up to the election as highlighted the threat to the sector if Labour was elected and I also 
highlighted the potential threat from a conservative government giving preferential treatment to institutions 
over individuals in an attempt to solve the housing shortage. That threat has now become a reality in the way 
I have foreseen in the shape of the proposed removal of higher rate tax relief from mortgage interest. We have 
also had an announcement from the housing minister confirming his preference for institutional build to let. In 
addition the Chancellor has already announced he intends to place further restrictions on individual buy to let 
by the end of the year in the form of restrictions on mortgages and the number of properties an individual may 
own. I will be giving a presentation on this issue at the the property investor show in London on October 9th.

4.  Before  I  started Choices  I  spent  several  years  in  the  financial  services  industry where  I was  a  prolific 
pension salesman, recruiter, trainer and manager. I left the industry because of what I saw as mis-guided 
regulation, regulations that have not improved the lot of the consumer and effectively wiped out a thriving 
industry. I now see the private rented sector facing a similar threat which could destroy the livelihoods of 
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thousands of agents as well as the dreams and aspirations of millions of private landlords and would be 
landlords.

5. As I am sure the committee is aware, there has already been an outcry against the proposal to remove 
higher rate tax relief from mortgage interest, the petition ‘say no to George’ has already gained enough support 
to force a response from the treasury and is gathering pace all the time. The treasuries response is worth noting, 
as it is both misleading and disingenuous. The treasury has maintained that buy to let investments get a more 
favourable tax treatment at present than other investments. This is not true. 

6. Private individuals who invest in stocks and shares are investing in businesses and if those businesses 
borrow money they receive tax relief on the interest as an expense. A buy to let investor is running a business 
for profit and is not living in the property so does not gain any personal use of the property. They just either 
make or lose money and therefore should be given full relief on legitimate expenses of which interest on loans 
is a major one but is in essence no different from any other expense. 

7.  It  is  therefore my  contention  that  the  decision  to  tax  private  individuals  on  turnover  rather  than  profit 
while leaving institutions alone is unfair, politically motivated, misguided and fundamentally flawed. I believe 
this change attacks the values of our society and undermines personal ambition and aspiration, an obvious irony 
coming from a Conservative Government supposedly committed to upholding these same values.

8. The real problem is an acute property shortage, which has come about over many years and has many 
causes outside the scope of this submission. The purpose of the proposed removal of higher rate tax relief is not 
to encourage first time buyers, or, as has been suggested to remove an advantage from landlords, the purpose is 
to remove private competition from the market and encourage mass build to let by profit motivated institutions. 

9. If this policy is allowed to play out our society will be changed forever and will become a society mist 
people don’t want and not the kind of society that they voted for. Institutional Build to let properties will be 
aimed purely at maximum returns, they will be small, expensive and unsuitable for owner occupation, thus 
removing from not adding to the percentage of homes in owner occupation. 

10. Private landlords have individual pride in their properties; they consider the potential for improvement 
and therefore capital growth. Their properties are often sold to owner-occupiers and therefore remain as part 
of the potential home ownership stock. If this change goes through and many private landlords exit the sector 
rents will go up as institutions have less competition. Those private landlords that hang on will be forced to 
put up their rents and when interest rates rise to exit the sector, probably at a very bad time to sell because the 
effect of removing higher rate tax relief is insidious in that it will become exponentially more expensive as 
interest rates rise.

11. It is unfair and discriminatory to single out a group like private landlords and give them worse treatment 
than another group like institutions. Financial hardship can be torture and discrimination is a human rights 
violation and is actionable when combined with torture, which is what this legislation would amount to for 
many people. Going further I think it is possible that this change could be challenged as a human rights 
violation. I have looked into the legal situation and found the following in relation to the European Convention 
on Human Rights.

12. Article 14 contains a prohibition of discrimination. This prohibition is broad in some ways, and narrow 
in others. It is broad in that it prohibits discrimination under a potentially unlimited number of grounds. While 
the article specifically prohibits discrimination based on “sex, race, colour, language, religion, political or other 
opinion, national or social origin, association with a national minority, property, birth or other status”, the last 
of  these allows  the court of human rights  to extend  to Article 14 protection  to other grounds not specifically 
mentioned such as has been done regarding discrimination based on a person’s sexual orientation.

13. At the same time the article’s protection is limited in that it only prohibits discrimination with respect 
to  rights under  the Convention. Thus,  an  applicant must prove discrimination  in  the  enjoyment of  a  specific 
right that is guaranteed elsewhere in the Convention (e.g. discrimination based on sex – Article 14 – in the 
enjoyment of the right to freedom of expression – Article 10). Protocol 12 extends this prohibition to cover 
discrimination in any legal right, even when that legal right is not protected under the Convention, so long as it 
is provided for in national law.

14. Article 3 prohibits torture, and “inhuman or degrading treatment or punishment”. There are no exceptions 
or limitations on this right. The Court have emphasized the fundamental nature of Article 3 in holding that 
the prohibition is made in “absolute terms”. The Court has also held that states cannot deport or extradite 
individuals who might be subjected to torture, inhuman or degrading treatment or punishment, in the recipient 
state.

15.  Initially the Court took a restrictive view on what consisted of torture, preferring to find that states had 
inflicted inhuman and degrading treatment. Since then the Court has appeared to be more open to finding states 
guilty of torture and has even ruled that since the Convention is a “living instrument”, treatment which it had 
previously characterized as inhuman or degrading treatment might in future be regarded as torture.

16. Based on this wider interpretation, I contend that giving preferential treatment to companies or 
institutions over individuals is discrimination and therefore per se a human rights violation under article14 of 
the convention and that taxing an individual on turnover and effectively appropriating their funds on the basis 
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of a loss making venture could in effect be torture (article 3). You can certainly envisage circumstances in 
which an individual may commit suicide because they therefore can’t pay their bills. 

17. As I have already said, the real problem the housing sector faces is an acute shortage, the solution is 
clearly to build more properties. However the current policy of penalising private landlords and favouring 
institutions will not work and it will alienate a large sector of society, lose the conservatives the next election 
and  if  pursued  ruin  a perfectly good Lettings  and  estate  agency  industry  as well  as  specifically harming  the 
interests of the doers of our society, the key supporters of this government. 

18. I therefore propose that this ill-considered change be shelved and that instead there is a process of open 
honest dialogue around the problem. This will give those who support the preferential treatment of institutions 
in the buy to let sector to have their say without hiding behind an obvious campaign of disinformation, that 
being to make it seem as if the private landlords are the problem when they are not. It will also enable other 
more creative and fairer solutions to be discussed. I personally believe that private individuals and institutions 
can work with government to solve this crisis, it does not have to be them or us, it can be us and us and if it is 
a better, longer lasting and more effective solution will be found.

September 2015

Written evidence submitted by the Association of Taxation Technicians (FB 39)

SUBJECT: CLAUSE 24 – RELIEF FOR FINANCE COSTS RELATED TO RESIDENTIAL PROPERTY 
BUSINESSES

1. ExEcutivE summary

1.1  The  proposed  legislation  is  designed  to  restrict  the  tax  relief  on  finance  costs  that  landlords  incur  in 
relation to residential property to the basic rate of income tax. It does this by first disallowing a deduction in 
respect of  the relevant finance costs  in  the calculation of a  taxpayer’s  taxable  income before  then allowing a 
reduction in their resulting tax liability by an amount equal to the basic rate of tax on those finance costs.

1.2 This has the potential to produce unintended consequences. These will be most dramatic where the 
landlord has only modest profits from that business as currently measured and relatively high borrowings and/
or an entitlement to a state benefit such as Child Benefit.

1.3 This is because, by increasing the amount of taxable income from the letting of residential properties, it 
means that:

 — the tax due on the property letting activity can exceed the actual profit arising, and that
 — a 40% taxpayer who is in receipt of a state benefit (such as Child Benefit) may have: 

 — a tax increase not of the expected 20% of their finance costs but of more than 50% of those costs 
and 

 — an effective rate of tax of over 300% on their actual property income.

1.4 This submission suggests the introduction of a transitional capping provision to limit the impact of 
the  restriction  of  tax  relief  on  finance  costs  so  that  the  legislation  achieves  the  expressed  objective without 
imposing penal rates of tax in the identified circumstances. 

2. Background and introduction

2.1 Paragraph 1 of the Explanatory Note to Clause 24 of the Finance Bill states:

The clause introduces a restriction on the deduction of finance costs related to let residential 
properties and instead provides for a tax reduction for such costs by reference to the basic rate of 
income tax. 

2.2 Paragraph 1.191 of the Red Book (HC 264) states:

The government will restrict the relief on finance costs that landlords of residential property can get 
to the basic rate of income tax. The restriction will be phased in over 4 years, starting from April 
2017. 

2.3 The above two references are wholly consistent with the Chancellor’s announcement in his Budget 
speech on 8 July 2015 when he said:

… we will retain mortgage interest relief on residential property, but we will now restrict it to the 
basic rate of income tax.

And to help people adjust, we will phase in the withdrawal of the higher rate reliefs over a four year 
period, and only start withdrawal in April 2017.

2.4  The consistent message from 2.1 to 2.3 above is that relief for finance costs (mortgage interest, etc) on 
let residential property is to be restricted to the basic rate of income tax. That same message is contained in 
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the HMRC policy paper published on 8 July 2015 – please see: https://www.gov.uk/government/publications/
restricting-finance-cost-relief-for-individual-landlords/restricting-finance-cost-relief-for-individual-landlords 

2.5 Section 3 below provides a brief outline of the mechanics of Clause 24.

2.6 Section 4 below illustrates how the Clause 24 provisions have the potential to produce consequences that 
are significantly more dramatic than a restriction of the tax relief on finance costs to the basic rate. 

2.7 Section 5 below outlines a potential solution. 

3. mEchanics of clausE 24
3.1  Briefly stated, Clause 24 works by: 

3.1.1  First  disallowing  the finance  costs  that would otherwise  (as  currently)  be  an  allowable deduction  in 
calculating the taxable profits of the residential property letting business and

3.1.2 Then allowing a deduction from the individual’s resulting total tax liability of the basic rate of tax on 
those disallowed finance costs. 

3.2 The provision will apply from April 2017 and (as indicated in 2.2 and 2.3 above) the disallowance will 
be phased in. That phasing-in will disallow 25% of the finance costs  in the tax year 2017/2018,  then 50% in 
2018/2019 and 75% in 2019/2020 before the whole amount is disallowed in the calculation of the taxable 
profits of the business.

3.3 Clause 24 also includes more complex provisions that apply in particular circumstances but in 
straightforward circumstances it is designed to substitute basic rate tax relief on the finance costs for relief on 
those costs at the individual’s marginal tax rate. 

4. unintEndEd consEquEncEs

4.1  By restricting the relief for finance costs (as summarised in section 3 above), the legislation is introducing 
an additional distinction between the measure of a taxpayer’s actual financial profit (“actual profit”) and their 
rental profit for tax purposes. 

4.2 The phasing-in of the disallowance (see 3.1.1 and 3.2 above) provides some smoothing of the transition 
from  the  current  basis  of  calculation  of  profits  to  the  new  basis  but  it  cannot  compensate  for  a  potentially 
dramatic increase in the effective rate of tax when measured against the actual profit. This is particularly likely 
to arise where the property income profits are modest and the finance costs are relatively high. An example may 
assist:

Example One (2017/2018)
Ella has annual taxable income (as currently measured) of £1,000 from a single residential property. That 

calculation includes a deduction of £5,000 of mortgage interest. She also has an annual salary of £49,000 so 
she is a higher rate taxpayer. 

The effective rate of tax on her £1,000 of property income is currently 40% – she pays £400 on her £1,000 
of profit.

In 2017/2018, the 25% restriction on her finance costs will increase her taxable profits by 25% of £5,000, 
namely £1,250. That increases her tax liability by £(1,250 @ 40% =) 500 before the deduction of £(1,250 @ 
20%=) 250 reduces her net increased liability to £250. So Ella’s net tax liability on her rental income becomes 
£650 (her original liability of £400 plus the additional £250 under Clause 24).

The additional tax liability of £250 initially looks sensible. It is the difference between 40% and 20% on the 
£1,250 disallowed element Ella’s mortgage interest.

In passing, it is worth noting that Ella’s actual profit of £1,000 has not increased so the real effect of Clause 
24 in 2017/2018 is to increase the effective rate of tax on those actual profits of £1,000 from the current rate 
40% to 65% (being £650 tax on a profit of £1,000).

4.3 Looking ahead to 2020/2021 when the full impact of the disallowance applies, the impact is rather more 
dramatic as shown by Example Two:

Example Two (2020/2021)
Ella’s actual property income and salary are the same in 2020/2021 as in Example One.

The 100% disallowance of her finance costs of £5,000 converts Ella’s actual profit of £1,000 into taxable 
profits of £6,000. This produces an additional tax liability of £(5,000 @ 40% =) 2,000 before the deduction 
of £(5,000 @ 20% =) 1,000 reduces her net additional tax liability to £1,000. Ella’s tax liability on her rental 
income is now £1,400 (being the original £400 plus the £1,000 due under Clause 24). 

Again, the additional liability of £1,000 initially looks sensible. It is the difference between 40% and 20% on 
Ella’s £5,000 of mortgage interest.
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However, as in Example One, Ella’s actual profit of £1,000 has not increased so the real effect of Clause 24 
in 2020/2021 is to increase the effective rate of tax on those actual profits of £1,000 from the current rate 40% 
to 140% (being £1,400 tax on a profit of £1,000). Ella has a tax liability greater than the actual profit from the 
activity on which the tax is due.

4.4  As Clause 24 involves redefining an individual’s taxable profit, that has implications for the interaction 
of the tax code with those state benefits which are related to taxable income. Example Three uses Child Benefit 
to illustrate the point. 

Example Three (2017/2018 with Child Benefit)

Jacob has exactly the same sources and amounts of income in 2017/2018 as Ella in Example One. The only 
difference in his situation is that he has a family and would be liable to the High Income Child Benefit Charge 
(HICBC) if his taxable income (before personal allowances) exceeded £50,000 – which it currently does not as 
his income is exactly £(49,000 + 1,000 =) 50,000.

The disallowance of £1,250 of Jacob’s mortgage interest in 2017/2018 increases his taxable income of 
£50,000 by that amount. By reference to the GOV.UK Child Benefit Tax Calculator, the HICBC for someone 
with taxable income (ignoring personal allowances) of £51,250 is as shown in the table below:

HICBC arising on Clause 24 recognition of additonal income
Number of Children Taxable Income of £51,250
One £131
Two £218
Three £305
Four £393

The impact on Jacob of Clause 24 in 2017/2018 will not therefore be the additional £250 shown in Example 
One for Ella but between £(250 + 131 =) 381 and £(250 + 393 =) 643 depending on whether he is liable 
to HICBC on between one and four children. Those figures equate to tax rates (rounded to exclude decimal 
points) of between 30% and 51% of the disallowed £1,250 rather than the expected 20%.

The effective tax rates (as a percentage of Jacob’s actual property letting profit) are £(400 +250+131) / 
£1,000 = 78% with one child and £(400 + 250+393) / £1,000 = 104% with four children. 

Note: If HICBC was due in respect of more than four children, the resulting percentages in both Examples 
Three and Four would be higher.

4.5  With the full disallowance of finance costs in 2020/2021, the impact of Clause 24 is maximised as shown 
in Example Four.

Example Four (2020/2021 with Child Benefit)

Jacob has exactly the same sources and amounts of income in 2020/2021 as in 2017/2018 and his family 
circumstances are unchanged. However, the full Clause 24 restriction increases his taxable income for HICBC 
purposes to £55,000. The HICBC for someone with taxable income of £55,000 (ignoring personal allowances) 
is as shown in the table below:

HICBC arising on Clause 24 recognition of additonal income
Number of Children Taxable Income of £55,000
One £548
Two £911
Three £1,274
Four £1,637

The impact on Jacob of Clause 24 in 2020/2021 will not therefore be the additional £1,000 shown in Example 
Two for Ella but between £(1,000 + 548 =) 1,548 and £(1,000 + 1,637 =) 2,637 depending on whether he is 
liable to HICBC on between one and four children. Those figures equate to tax rates of between 31% and 52% 
of the disallowed £5,000 (very similar to those in Example Three) rather than the expected 20%.

The effective tax rates (expressed as a percentage of Jacob’s actual profit) are £(400 +1,000+ 548) / £1,000 
= 195% with one child and £(400+1,000 + 1,637) / £1,000 = 304% with four children. 

5. commEntary

5.1 The four Examples above demonstrate that although the Clause 24 provisions achieve the objective of 
restricting the rate of tax relief on finance costs to the basic rate (see Example One), they can in the process:
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5.1.1  Create tax liabilities that exceed the amount of the actual profits from the residential letting income on 
which they are charged (see Examples Two and Four) – particularly where the borrowings are relatively high in 
comparison to the current measure of profitability; and

5.1.2 Create collateral tax liabilities because of the interaction with the HICBC such that:

5.1.2.1  The additional tax resulting from the Clause 24 provisions is not 20% of the disallowed finance costs 
but between 31% and 52% of those costs depending on the number of children in respect of whom a HICBC 
arises and 

5.1.2.2 The adjusted tax liability on the residential property letting income could (see Example Four) be as 
high as three times the actual profit from the activity. 

5.2  The  possibility  of  an  individual  having  a  tax  liability  that  is  greater  than  the  actual  profit  from  the 
activity on which the tax is being charged is of particular concern in the context of an activity like property 
investment. The borrowing  that gives  rise  to  the finance costs will have been undertaken by reference  to  the 
law as it existed when the loan was taken out – at a time when there was no reason to anticipate this divergence 
between the measure of profitability for commercial and taxation purposes. Borrowings in respect of property 
acquisitions are necessarily of a long-term nature. They cannot be readily repaid so the introduction of the 
proposed restriction has something of a retroactive quality to it. 

5.3 The prospect of upward movement in interest rates (not considered in the Examples) has the potential to 
increase the number of individuals who may be significantly impacted by the Clause 24 proposals.

5.4 It is reasonable to expect someone who is now (since 8 July 2015) contemplating the purchase of a 
residential investment property to take into account the restriction of tax relief on finance costs. However, there 
appears to be a strong case for some transitional provision over and above the phasing-in of the disallowance 
of finance costs so that individuals who had relevant borrowings before 8 July 2015 are not exposed to either:

5.4.1  An additional liability of significantly more than 20% of the disallowed finance costs; or

5.4.2  An effective rate of tax by reference to their actual profits approaching or indeed exceeding 100%.

5.5 The inclusion of such a transitional provision could assist residential landlords to assess their position, 
make necessary adjustments to their activities and if necessary withdraw from residential property investment 
in a structured and orderly way.

6. summary 

6.1  This  submission  identifies and demonstrates what appear  to be unintended or  incompletely considered 
consequences of the draft legislation. 

6.2 It suggests that there should be a transitional capping provision to limit the impact of the restriction of 
tax relief on finance costs so that the legislation achieves the expressed objective without imposing penal rates 
of tax in the identified circumstances. 

7. thE association of taxation tEchnicians 

The Association is a charity and the leading professional body for those providing UK tax compliance 
services. Our primary charitable objective is to promote education and the study of tax administration and 
practice.  One  of  our  key  aims  is  to  provide  an  appropriate  qualification  for  individuals  who  undertake  tax 
compliance work. Drawing on our members’ practical experience and knowledge, we contribute to consultations 
on the development of the UK tax system and seek to ensure that, for the general public, it is workable and as 
fair as possible.

The Association has over 7,700 members and Fellows together with over 5,600 students. 

September 2015 

Chartered Institute of Taxation (CIOT) (FB 40)

clausE 9: inhEritancE tax Provisions

introduction

1. This clause (and those introduced by it) amend the Inheritance Tax (IHT) regime by creating a Residence 
Nil-Rate Allowance (“RNRA”). After 6 April 2017 if an interest in a home is passed on death to a direct 
descendant of the deceased, that estate will have an RNRA of, initially, £100,000 (or the value of that 
interest, if a lower amount), rising to £175,000 by April 2020. The RNRA is added to the existing £325,000 
nil rate band to create the value of the estate which can be passed on free of IHT. 
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summary

2. This new allowance increases complexity, creates two tiers of inheritor and opens up a number of 
definitional issues. We do not comment on the Government’s specific policy objective but we do have concerns 
about the additional length of legislation and the burden this places upon HMRC, advisers and taxpayers. We 
also have some detailed comments on the definitions.

concErns of thE ciot

Complexity
3. This measure increases the complexity of the tax system. The consequence of raising the threshold only 

for a particular category of beneficiaries (direct descendants) and only for a particular constituent element of 
the deceased’s estate (the family home) is the addition of nine pages of dense legislation to the statute book.

4.  Further legislation will be needed. In response to concerns that this measure might artificially discourage 
downsizing the Government have committed to legislate in Finance Bill 2016 to provide “that where part of 
the main residence nil-rate band might be lost because the deceased had downsized to a less valuable residence 
or had ceased to own a residence on or after 8 July 2015, that part will still be available provided the deceased 
left that smaller residence, or assets of equivalent value, to direct descendants”. This is welcome. The concern 
that  the  legislation  might  have  discouraged  downsizing  was  justified.  However  this  further  legislation  will 
inevitably further complicate the tax system in this area and could potentially increase the revenue cost of the 
change, to the extent that people downsize who might have done so anyway, despite losing the relief, taking the 
practical result of the complexity closer to being equivalent to an increase in the threshold.

5.  We  acknowledge  that  the Government  have  been  clear  that  they  are  aiming  for  a  very  specific  policy 
objective with this measure: reducing the burden of IHT by making it easier to pass on the family home to 
direct descendants without a tax charge. Nevertheless the Government also have an objective of addressing 
complexity in the tax system and this change runs counter to that.

Scope of the measure (1): Beneficiaries 
6.  By benefiting only direct descendants of the deceased the new allowance sets a new precedent in the area 

of IHT. 

Step-children
7.  New  section  8K(3)  makes  clear  that  a  step-child  is  entitled  to  receive  the  benefit  of  the  RNRA. We 

welcome this. We are concerned, however, that the definition of ‘step-child’ is inadequate. 

8.  The Oxford English Dictionary definition (which is used in the absence of any more specific definition in 
the legislation) is ‘a child of one’s husband or wife by a previous marriage’. This definition appears to exclude 
the children of a husband or wife who was not married at the time of the child’s conception, or one who was 
married but the child is not a child of the person to whom he or she was married. 

9. We would encourage the Government to amend the legislation to make clear that the term ‘step-child’ 
includes any child of one’s husband or wife who is not also one’s own child. 

Scope of the measure (2): Defining a qualifying residence

10. The legislation is inadequate in that it sidesteps the problem of how it is to be established that a property 
has been a person’s residence. There are numerous definitions of residence throughout the tax system and greater 
clarity is necessary. This is a particularly glaring omission at a time when additional complication is being 
added into the CGT main residence rules. What evidence will HMRC require of the personal representatives?

Trustees

11. New section 8H deals with a situation where there are a number of possible qualifying residences. It 
gives the deceased’s personal representatives the right to nominate the property qualifying for the allowance. 
Where residential property passes under a qualifying trust, the trustees should be part of that process.

APPENDIX 
 THE CHARTERED INSTITUTE OF TAXATION

The Chartered Institute of Taxation (CIOT) is the leading professional body in the United Kingdom concerned 
solely with taxation. The CIOT is an educational charity, promoting education and study of the administration 
and practice of taxation. One of our key aims is to work for a better, more efficient, tax system for all affected 
by it – taxpayers, their advisers and the authorities. The CIOT’s work covers all aspects of taxation, including 
direct and indirect taxes and duties. Through our Low Incomes Tax Reform Group (LITRG), the CIOT has a 
particular focus on improving the tax system, including tax credits and benefits, for the unrepresented taxpayer.

The CIOT draws on our members’ experience in private practice, commerce and industry, government and 
academia to improve tax administration and propose and explain how tax policy objectives can most effectively 
be achieved. We also link to, and draw on, similar leading professional tax bodies in other countries. The 
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CIOT’s comments and recommendations on tax issues are made in line with our charitable objectives: we are 
politically neutral in our work.

The CIOT’s 17,000 members have the practising title of ‘Chartered Tax Adviser’ and the designatory letters 
‘CTA’, to represent the leading tax qualification.

September 2015

OBJECTION TO THE WITHDRAWAL OF TAX RELIEF ON BUY TO LET MORTGAGES
Me: Owner of one HMO (house of multiple occupation), and currently buying a second HMO.

why this Bill is flawEd:
1.  This bill has not taken into account that interest on buy to let mortgages is at a significantly higher rate 

than residential mortgages.

Some of the cheapest housing in the UK is HMO’s, I rent to students, mortgages for HMO’s are very limited 
in number and they tend to be at a high rate – I pay 5.45% over the base rate. 

2. This bill has not taken into account the fact that landlords already pay stamp duty tax.

The result of this bill will be to remove a huge amount of rented housing from the market as it will no longer 
be commercially viable, but the biggest loss will be in the private affordable housing sector. The only people 
who will be able to provide this will be those who have already paid off their mortgage/s.

Why? My new property will incur £30,000 mortgage interest per annum. This will rise soon when the interest 
rates go up. The rent will be £35,000 per annum. The management fee will be 10% of the rent (£3,500). If 
mortgage relief is taken away my profit will be £1,500 before all my other expenses (repairs and maintenance 
etc) are taken off. Clearly this is unviable as a business model.

I rent in central London, my rents are affordable to students, less than £150 per week including all bills. If 
this bill comes into law I won’t be able to continue practising in the Buy to Let market, I will have to sell up 
and withdraw. This will mean a loss of 11 affordable bed spaces from my two properties combined.

What do i suggest?: I think the absolute maximum the government should do is take tax relief away from the 
first 1.5% of BTL mortgage interest. That will level the playing field between Buy to Let buyers and residential 
buyers and fairly take account of the fact that landlords pay much higher mortgage fees as theirs is essentially 
business borrowing.

September 2015

Written evidence submitted by Charles Dowding (FB 42)

rEstricting financE cost rEliEf for individual landlords

1. I practise as an accountant and show below actual details of the Income tax liability for two taxpayers 
for 2014/15. The figures have been  rounded  for presentation: details of  the  taxpayers will  be provided upon 
request. 

Taxpayer 1 Taxpayer 2
Aged 61, married Aged 64, single
Current Budget Current Budget

Gross rents 75,100 75,100 197,500 197,500 
Expenses  (26,400) (26,400) (61,200) (61,200)
Finance costs (25,200) (75,900)

23,500 48,700 60,400 136,300 
Earned income 7,600 7,600 0 0 
Taxable income 31,100 56,300 60,400 136,300 

Tax payable (rounded):
Personal allowance 10,000 10,000 
20% 31,900 4,220 6,380 31,900 6,380 6,380 

Written evidence submitted by Anonymous (FB 41)
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40% 5,760 7,400 37,760 
Tax reduction:
Excess over P/Allce (21,100) (4,220) (50,400) (10,080)

4,220 7,920 13,780 34,060 

Percentage increase 88% 147%

2. The tax increases caused by the Budget proposals are not fair, reasonable or proportionate. 

3. Both taxpayers accept that those who can afford to do so should contribute an increased tax burden to 
continue the progress of the country towards a stable economy. However, they do not consider increases of 
88% and 147% form part of a “fair tax system”. (Gvt response to petition 104880.) 

4. The net income of Taxpayer 2 will reduce from £46,620 to £26,340, a drop of 44%. This cannot be 
considered fair under any reasonable definition. 

5. Both landlords have bought property to let as their provision for retirement. Unlike contributors to pension 
schemes, they have not received the benefit of tax relief on the equity used in the purchase and setting up of the 
properties. 

6.  The restriction of the basic rate tax deduction to the lowest of finance costs, property business profit and 
total income that exceeds the personal allowance is particularly harsh. Where a property business makes a loss, 
the landlord will be paying tax with no income to fund it. 

7. The proposal does not take into account capital repayment mortgages. In 2014/15, Taxpayer 1 made 
capital repayments of £17,200 from taxed income of less than £27,000. The taxpayer had adopted a prudent 
and cautious approach by taking out repayment mortgages. All such landlords will be unfairly prejudiced by the 
unreasonable increase in income tax resulting from the budget proposal.

8. The proposal will affect owners of smaller portfolios. Owners of large portfolios (landlords with the 
largest incomes – Gvt response to petition 104880) can incorporate (without SDLT and CGT) and avoid this 
tax increase. Owners of smaller numbers of properties cannot afford or justify the expense of doing so. This is 
another example of the unfairness of the proposal. 

9. The Government states that interest “relief is not available for ordinary homebuyers and not available 
to those investing in other assets such as shares.” This view overlooks investment in assets (premises, plant 
and machinery etc) available to every other unincorporated business in the country which attracts capital 
allowances and on which  those businesses enjoy  tax-deductibility of finance costs.  It  also overlooks  the  fact 
that many landlords operate their residential letting as a business to provide income during their working life 
and in retirement. Further important facts overlooked are that “ordinary homebuyers” do not pay Capital Gains 
Tax or Inheritance Tax (up to £1m), unlike landlords.

10. It may be that the Government should consider taxing residential lettings as a business under the same 
rules as holiday lets, with the same capital taxes reliefs. Also, the proposal could be applied fairly to new 
purchases. Individuals buying property to let would then know the rules applicable and be able to assess their 
investment accordingly. The proposal should not be amended to apply to all new borrowing because this would 
include remortgaging which would unfairly affect landlords if they have to remain with older, higher interest 
rate loans in order to avoid penal tax costs from switching to lower cost borrowings.

11. I would ask that the Committee remind Government of its stated commitment to a fair tax system; 
explain  that  this  proposal  does not  advance  that  aim, will  cause  significant  hardship  to many  landlords;  and 
recommend that it is abandoned.

September 2015 

Written evidence submitted by Dr. Simon Crutchley (FB 43)

I have a small number of properties, purchased with mortgages, which are rented out.

1. The chancellor’s proposals for increased taxes on those letting properties have broken the basic premise of 
taxation – that tax is levied on profits, not gross income. The proposals are ill thought out, difficult to calculate 
and have led to a large amount of confusion. In particular, calculating taxable income on gross profits unfairly 
pushes a class of individuals into higher tax brackets resulting in amplified taxes – in no other industry and no 
other democratic country does this happen.

2. All other businesses are allowed to deduct operating costs such as loan interest before tax calculation. 
Taxing landlords on gross income, which does not allow for offsetting the costs of running a business, is a 
fundamental change to taxation and if extended to other sectors would quickly destroy the economy.
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3. In responding to the petition a prepared treasury statement likened rented property to shares. This 
is a totally false comparison. A better one would be to the car rental industry, or indeed the banking sector. 
Companies borrow money to purchase cars and then rent them to end users, just like property. Interest on their 
borrowings is deducted from their gross income, along with other allowances, and tax paid on profits. Bankers 
borrow from the government at a BoE set rate of interest and rent out the money at a higher rate of interest. 
The basic rate is not included in their taxable income. Both these two industries are directly analogous to the 
property rental business.

4. Losses in one business are currently off settable against losses in another – if you make a loss from selling 
cars  and a profit  from selling cabbages,  the  two  income streams are effectively  regarded as one  for  taxation 
purposes. This is not so for the property industry, where losses in rental cannot be offset against anything else. 
This is discriminatory.

5. This anomalous taxation of rental property means that many tax payers will be charged over 100% of their 
income and some as much as 150% of their income in tax. Lower rates of super tax did not prove effective 
in the 1960 and are derided by this government who seek to lower the top rate of tax for high-earners. Rents 
would have to be increased 20% immediately to protect landlords from government enforced bankruptcy, 
which would have adverse effects on housing.

6. Wealthy landowners who do not have mortgages on their property will not be affected. This tax proposal 
disproportionately affects middle-income landlords and goes against stated governmental aims.

7. The treasury needs to recognise that property rental is a business, just like banking, where a commodity 
is  purchased  at  one  price  and  rented  out  at  a  profit. As  a  fundamental  principle  of  economics,  the  costs  of 
purchasing and maintaining a commodity are not taxed, profit is. This needs to remain so, otherwise a dangerous 
precedent would be set. The discriminatory taxation proposals could well be illegal under free-trade agreements 
currently being negotiated and result in punitive law suits against the government.

8. OECD fundamental principles of taxation state “Taxation should seek to be neutral and equitable between 
forms of business activities” this is the principle of horizontal equity. All other business can deduct business 
loan interest for purchase of raw materials from gross income, yet this proposal isolates one industry as not 
being able to do that and is discriminatory. 

9.  UK Treasury rules state that ‘profits’ are the basis for taxation, this is true of all democratic governments. 
All scholarly and governmental definitions of what should be taxed start from the principle of a tax on profits, 
not gross income. These tax proposals go against government policy, principles of equity, scholarly definition 
and international tax rules. They render examinations for GCSEs and economics degrees invalid. They go 
against the Government published Principles of Tax Policy 2011 which clearly states that tax is levied on 
profits, not gross income. 

summary and ProPosal

The taxation rules for property rental need to remain the same as for all other businesses. The full cost of 
interest on loans raised to provide raw materials for the operation of that business (ie mortgage interest on 
property purchases for rental) needs to remain tax deductible. Tax is never intended to be and should not ever 
be levied on gross income. 

September 2015

Written evidence submitted by Malcolm Smith (FB 44)

I am a landlord with 5 properties in London and I am very worried about the Government’s plans to restrict 
mortgage interest tax relief on individual landlords. I believe the Government is wrong in its thinking that 
this relief gives landlords an advantage over home owners and I further believe that it breaks a fundamental 
business rule that costs, such as mortgage interest, are a business cost and should be taken out of income. I 
think that implementation of this policy will pose a serious threat to the amount of rental property available to 
tenants which will have the knock-on effect of increasing rents.

Landlords are currently able to offset all their finance interest against their rental income, before calculating 
their rent profits and therefore their tax bill. This is quite normal in business as the general taxation principle is 
that tax is applied on profit and not revenue.

The Government proposes to break this normal taxation practice and require us to pay tax on part of our 
costs. This is a big change and I face having to pay a substantially larger tax bill even though my revenue has 
remained unchanged. 

No other business is taxed in this way. No other business is taxed on interest on loans taken out to buy assets 
that generate taxable income. I believe that individual landlords who provide valuable housing across the UK 
are being unfairly discriminated against by the Government.
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Points

1. Mortgage interest is a legitimate business cost and should be treated as any other business expense.

2.  This tax does not distinguish between revenue and profit. Mortgage interest is not income, it is a cost and 
so you should be allowed to deduct it from your revenue to find your taxable income. 

3. As interests rates rise this means taxable income will rise, however, total income will not rise. This is unfair 
on landlords and does not meet with the spirit of taxation which says that it should be fair and proportionate.

4. This policy will increase my costs substantially and I will have to increase my rents to cover the shortfall.

5.  The tax rate payable could rise above 100pc, meaning that more than all of my profit is paid in tax.

6.  This degree of tax could push landlords into loss, making their investment financially unviable and forcing 
them to increase rents sharply – or sell.

7. Home buyers are not at a tax disadvantage compared to landlords. When home buyers sell their properties 
they are not subject to capital gains tax unlike landlords. Also buying a home to live in is not business – I don’t 
expect to have any tax deduction in relation to the interest I pay for my own home.

8.  Landlords have filled a vacuum created by the lack of housing being built by the private and public sector. 
They have provided a valuable source of housing for the UK.

9. It is unfair to impose this change on landlords as when they decided to go into business and considered 
their financial situation, the mortgage interest was tax deductible.

September 2015

Written evidence submitted by Dr Araripe Garboggini (FB 45)

I am a landlord with properties in London and I am very worried about the Government’s plans to restrict 
mortgage interest tax relief on individual landlords. I believe the Government is wrong in its thinking that 
this relief gives landlords an advantage over home owners and I further believe that it breaks a fundamental 
business rule that costs, such as mortgage interest, are a business cost and should be taken out of income. I 
think that implementation of this policy will pose a serious threat to the amount of rental property available to 
tenants which will have the knock-on effect of increasing rents.

Landlords are currently able to offset all their finance interest against their rental income, before calculating 
their rent profits and therefore their tax bill. This is quite normal in business as the general taxation principle is 
that tax is applied on profit and not revenue.

The Government proposes to break this normal taxation practice and require us to pay tax on part of our 
costs. This is a big change and I face having to pay a substantially larger tax bill even though my revenue 
would remain unchanged (unless I increase the rents). 

No other business is taxed in this way. No other business is taxed on interest on loans taken out to buy assets 
that generate taxable income. I believe that individual landlords who provide valuable housing across the UK 
are being unfairly discriminated against by the Government.

Points

1. Mortgage interest is a legitimate business cost and should be treated as any other business expense.

2.  This tax does not distinguish between revenue and profit. Mortgage interest is not income, it is a cost and 
so you should be allowed to deduct it from your revenue to find your taxable income. 

3. As interests rates rise this means taxable income will rise, however, total income will not rise. This is unfair 
on landlords and does not meet with the spirit of taxation which says that it should be fair and proportionate.

4. This policy will increase my costs substantially and I will have to increase my rents to cover some of the 
shortfall.

5.  The tax rate payable could rise above 100pc, meaning that more than all of a landlord’s profit is paid in 
tax.

6.  This degree of tax could push landlords into loss, making their investment financially unviable and forcing 
them to increase rents sharply – or sell.

7. Home buyers are not at a tax disadvantage compared to landlords. When home buyers sell their properties 
they are not subject to capital gains tax unlike landlords. Also buying a home to live in is not business – I don’t 
expect to have any tax deduction in relation to the interest I pay for my own home.

8.  Landlords have filled a vacuum created by the lack of housing being built by the private and public sector. 
They have provided a valuable source of housing for the UK.
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9. It is unfair to impose this change on landlords as when they decided to go into business and considered 
their financial situation, the mortgage interest was tax deductible.

10. Thank you for considering the above.

September 2015

Written evidence submitted by Michael Fickling (FB 46)

SUBMISSION TO THE PUBLIC BILL COMMITTEE ON THE FINANCE BILL 2015-16, CLAUSE 24: 
RELIEF FOR FINANCE COSTS RELATED TO RESIDENTIAL PROPERTY BUSINESSES.

summary

1. This submission opposes Clause 24 of the Finance Bill 2015-16 (the Bill) on the following grounds:

(a) the clause is fundamentally unfair and discriminatory in its application – it leaves people paying tax 
far beyond their real world income from property; in some cases, even paying tax on a real world loss;

(b)  the clause is premised on fallacious advice such that it is flawed both in its conception and approach 
(to achieve a somewhat murky policy objective); and 

(c) implementation of the clause will lead to a perverse and indeed contrary outcome to that (apparently) 
intended by the Chancellor/Government. Rents will rise and fewer properties will be built as investors 
leave the market place.

chancEllor’s BomBshEll 2015 summEr BudgEt announcEmEnt on 8 july 2015
2.  On  8  July  2015,  in  announcing  the measure  to  restrict  finance  cost  relief  for  individual  landlords,  the 

Chancellor stated: Today, I will set out three important changes that will address unfairnesses in our taxation of 
property and put the security of home ownership first.

3. First, we will create a more level playing field between those buying a home to let and those buying a 
home to live in. Buy-to-let landlords have a huge advantage in the market as they can offset their mortgage 
interest payments against their income whereas homebuyers cannot, and the better off the landlord, the more 
tax relief they get. For the wealthiest, for every pound of mortgage interest costs they incur, they get 45p back 
from the taxpayer. All this has contributed to the rapid growth in buy-to-let properties, which now account 
for over 15% of new mortgages, something the Bank of England warned us last week could pose a risk to our 
financial stability.

4. So we will act, but we will act in a proportionate and gradual way, because I know that many hard-
working people who have saved and invested in property depend on the rental income they get. We will retain 
mortgage interest relief on residential property, but we will now restrict it to the basic rate of income tax. To 
help people to adjust, we will phase in the withdrawal of the higher rate reliefs over a four-year period, and 
only start withdrawal in April 2017.

flawEd aPProach that is factually incorrEct

5. What the Chancellor said is factually incorrect. It is not the case that for every pound of mortgage interest 
costs they [the wealthiest of landlords] incur, they get 45p back from the taxpayer. This will depend on the 
actual profit after losses have been deducted from the rental income.

6. In short, the proposed change does not actually do what the Chancellor has said it will do – in fact, the 
opposite. It takes a 100% allowable real world expense and treats it as non-existent, or at best 20% of the real 
world amount. 

7 While all higher-rate taxpayers who own buy-to-let properties on which there is a large mortgage will pay 
substantially more tax, a number of current basic-rate taxpayers will also be hard hit, because the change will 
push them into the higher-rate tax bracket.

8. The fact is that Clause 24 applies to every buy-to-let investor – not just top rate taxpayers.

9. Many small buy-to-let investors currently make a small loss or break even. They will now, under this 
policy, pay tax on a real world loss. This is fundamentally unfair and something never done before in any 
taxation sphere. To ignore a huge expense is something never before conceived in any westernised tax regime.

currEnt situation (rEfEr workEd ExamPlE BElow)
10.  Under  the  current  taxation  arrangements,  finance  costs  i.e.  mortgage  interest  and  associated  broker/

arrangement fees, bank charges etc., for a buy-to-let property are legitimate expenses that are fully tax-
deductible from the income derived from the property. In other words, 100% of these costs are able to be offset 
against the rent received for the property, prior to the balance i.e. the profits earned on the buy-to-let, being 
taxed. 
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ProPosEd situation undEr clausE 24 (rEfEr workEd ExamPlE BElow)
11. The proposed taxation arrangements under Clause 24 of the Bill will, over the four year phase-in period 

from 2017 to 2020, reduce the percentage of buy-to-let finance costs able to be offset in 25% increments from 
100% in 2016 to 0% from 2020 thereafter. 

12. There is a somewhat tokenistic tax credit offered of 20% at best of the finance costs not deducted from 
the income in the tax year. 

13. Note however, it is subject to the caveat that it is 20% of the lowest of three options (resulting in quite 
an elaborate calculation to undertake to ascertain the least amount to which the 20% tax credit can be applied).

14.  Most  significantly  though,  commencing  from  2017  (25%  offset  reduction)  and with  full  impact  from 
2020 (100% offset reduction i.e. nil offset), without the ability to deduct the finance costs from the rent earned 
prior  to  applying  taxation,  the  effective  outcome  is  not  taxation  on  a  profit  but  taxation  on  turnover  and  in 
many, if not the majority of instances, this will in fact result in taxation on a loss.

15. It has never been any government’s policy to tax any business on its turnover value rather than true 
profit. To do so is profoundly unjust. This policy does exactly that, and is therefore fundamentally unfair. 

workEd ExamPlE assuming thE landlord is taxEd at 40%
16. Currently – the buy-to-let earns £20,000 a year in rent and the interest-only mortgage costs £13,000 a 

year. Because tax is payable on the difference or profit, the landlord pays tax (at 40%) on £7,000 i.e. £2,800 is 
payable to HMRC.

17. 2020 – tax is now payable on the landlord’s full rental income of £20,000 less a tax credit equivalent to 
basic-rate tax (20%) on the interest. As such, the landlord pays tax (at 40%) on £20,000 (£8,000) less 20% of 
£13,000 (£2,600), i.e. £5,400 is payable to HMRC – an increase of 93% in the landlord’s tax bill! 

18.  In  this example,  the  landlord has made an overall profit of £1,600 (£20,000 rent,  less £13,000 finance 
costs, less £5,400 tax to HMRC).

19. However, what happens if the Bank Rate – and in turn, the landlord’s mortgage rate – rises by even a 
small fraction, lifting the mortgage costs to £15,000 but the rental income remains unchanged at £20,000?

20. Under this scenario, the landlord will be required to pay £8,000 – £3,000 (20% of £15,000) i.e. £5,000 
is payable in tax to HMRC. Thus the landlord will make an overall profit of Zero (£20,000 rent, less £15,000 
finance costs, less £5,000 tax to HMRC).

fundamEntally unfair

21.  It is submitted that Clause 24 is fundamentally unfair as it will tax turnover rather than profit.

22.  As  finance  costs  will  not  be  treated  as  genuinely  incurred  expenses  able  to  be  offset  against  rental 
income, this will artificially inflate the true value of the return on investment i.e. profit, and correspondingly, 
the tax liability.

discriminatory 
23. It is further submitted that Clause 24 is also discriminatory on two fronts. 

24. First, it discriminates against those investing in buy-to-let properties as opposed to any other business 
venture, where finance costs will remain fully deductible from business income before the balance is taxed cf. 
buy-to-let.

25. Second, it discriminates against buy-to-let investors who have greater exposure i.e. larger mortgages 
and  thus  higher  finance  costs,  than  those who  are wealthy  enough  to  either  not  have  a mortgage  or  have  a 
significantly  reduced mortgage  (with  commensurately  lower  finance  costs  and  a  greater  true  profit  from  the 
rental income generated).

fallacious Basis for ProPosEd Policy changE

26. The Chancellor appears to have based the decision for Clause 24 on a recent statement from the Bank of 
England and that buy-to-let properties, now account for over 15% of new mortgages, which could pose a risk 
to the country’s financial stability. 

27.  How exactly? It’s one thing to make such a pronouncement but where is  the reasoning and the figures 
behind the Bank of England’s statement, particularly when the Bank of International Settlements considers 
the bigger risk to be ultra low interest rates?! http://www.theguardian.com/business/2015/jun/28/interest-rates-
growth-warning-bank-for-international-settlements

28. Moreover, isn’t it a greater risk that if buy-to-let landlords leave the market en masse it will significantly 
weaken the market? This is the very situation that will occur should Clause 24 be passed.
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lEading to a PErvErsE Policy outcomE

29. When giving oral evidence on 21 July 2015, the Chancellor stated in response to Q234 (at p.28 of the 
transcript), “there are many people who save hard through their lives, buy a little property, rent it out, and those 
are people who we absolutely want to support and help.”

30. However, it is the ‘mom and pop’ investors who will be hardest hit, with increased tax bills despite these 
average buy-to-let landlords running their properties at a loss! 

31. What is becoming clear is that worst hit will be those modest, middle-class savers who have prudently 
chosen to invest in buy-to-let, often alongside pensions and Isas, as a means to supplement their income.

32. It has been calculated that for a buy-to-let property owned by a landlord paying 40% tax, if the mortgage 
interest payable on the property is equal to or greater than 75% of the rental income for that property, it will 
become a loss-making investment from 2020 solely on the Clause 24 change in taxation alone i.e. without 
factoring in other expenses!

33 This is a very common situation, especially for small buy-to-let investors. With that mind, Clause 24 is 
likel.y to see the end of buy-to-let for middle class income earners.

34. Conversely, it will have little effect on the very wealthy ‘evil’ landlords – the intended target group – 
because wealthy landlords who do not need mortgages are untouched. 

35. One foreseeable outcome is that there will be fewer but wealthier landlords in the buy-to-let market who 
will end up holding larger property portfolios, enabling them to manipulate rental prices. 

36. Those who are worst affected will see: the actual tax they pay on their investment rising twofold or 
more; the tax rate payable (on their rental income) rising above 100% meaning that more than all of their profit 
is  paid  in  tax;  a  degree  of  tax  that  pushes  them  into  loss, making  their  investment  financially  unviable  and 
forcing them to increase rents sharply – or sell. 

37. Many landlords are already serving notices on tenants to quit their properties, in preparation for selling.

38. In short, Clause 24 turns what was considered to be ‘good debt’ into ‘bad debt’. Potentially, this could 
lead to an exodus from the market by the very people the Chancellor says he supports to remain in the market 
– thus creating the exact effect that the Governor of the Bank of England claims to fear, i.e. that thousands of 
buy-to-let investors would quickly sell up.

39. It is submitted that this is not the outcome the Chancellor/Government, is seeking to achieve.

40.  It  is  worthwhile  noting  that  the  official  policy  paper  ‘Restricting  finance  cost  relief  for  individual 
landlords’ issued 8 July 2015 by HMRC states the following under Economic impact in its Summary of impacts: 

41.  ‘This measure could marginally reduce demand for housing but it  is not expected to have a significant 
impact on either house prices or rent levels due to the small overall proportion of the housing market affected 
and the offsetting impact of wider budget measures.’… 

42. ‘It is expected that 1 in 5 individual landlords will receive less relief as a result of this measure.’

43. And further under Equalities impacts: ‘It is likely that this measure will impact on those with above 
average incomes.’

44.  With  all  due  respect  to  the Treasury/HMRC Analysts  and Office  for Budget Responsibility which has 
certified the figures, it is submitted that they have miscalculated what the true impact of the proposed measure 
will be on individuals of average incomes, and the wider adverse impact it is likely to have on the economy 
generally. 

lack of consultation

45.  The  proposed  tax  change  has  come  completely  out  of  left  field  –  particularly  from  a  political  party 
proudly founded (allegedly) on principles of capitalism – with no consultation undertaken with affected 
stakeholders prior to being announced. 

46. This has resulted in what is patently obvious to be a colossal under-estimation of the widespread 
deleterious impact this tax will have on ‘ordinary, hard-working people’ – the very people the Chancellor has 
stated he wants to help. 

lEssons lEarnEd from othEr jurisdictions

47. The history of governments seeking to interfere with market economics by effectively placing sanctions 
on landlords is not good. For instance, in New Zealand, similar concerns about rental landlords led to 
restrictions being placed on rent levels. The results were a dire shortage of rental properties and eventually the 
government had to backflip.
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altErnativEs ProPosEd

48. As it is unclear what the Chancellor’s/Government’s actual policy objective is, no alternative is proposed 
other than outright removal of Clause 24 from the Bill.

49.  Retention of the current taxation arrangements for buy-to-let properties is sought, whereby finance costs 
are legitimate expenses 100% deductible from the profits earned from the property, prior to tax being applied – 
as they are for all other businesses. 

50. To do otherwise is to create a whole new tax paradigm based on a business’s turnover – for one discrete 
sector.

51. Furthermore, should any further changes to the taxation arrangements for buy-to-let properties (or 
indeed, generally) be proposed, it would be appreciated if this democratically elected Government undertook 
proper consultation with the affected sector, rather than announcing the changes as an expected fait accompli.

September 2015

Written evidence submitted by Andy Large (FB 47)

In reference to the proposed changes to tax reliefs available to landlords: I wish to complain in the 
strongest terms about this egregious use of our laws .

summary

The tax changes have the consequence that our property business will be taxed on turnover rather 
than profit after cost of finance, forcing it to close. This is a unique use of our tax laws and presents a 
moral hazard. The UK public will be deterred from founding businesses, only to have them unreasonably 
singled out for destruction by HMRC. 

1. With my wife I run a family business providing high quality accommodation to professionals in Stoke 
on Trent and Crewe. The accommodation is provided on a room by room basis and many of our clients have 
remarked that the quality we offer is the best available in the area. To offer such quality, our cost base is 
sizeable and although our business is profitable, we do not earn what anyone would consider to be huge sums 
of money. The business is very time consuming due to the heavy demands of tenants who often call us both 
night and day. Neither of us are currently higher rate tax payers. To buy the houses we had to raise mortgages 
and we are currently paying these off. But that will take about 20 years or so. 

2. The recent budget has set in place tax changes that will destroy our business. From 2017, tax will now 
be payable on our turnover before the cost of finance (i.e. interest payments on mortgages and loans) is taken 
account of I simply cannot understand how this can be deemed reasonable. I would like to know whether other 
business classes in the UK are taxed on turnover rather than profit?

3. I voted Conservative on the basis that the Tory party would protect the fair interests of business. This new 
tax law, introduced without consultation and without manifesto announcement makes a mockery of democracy 
and the natural laws of the UK. To pick on one class of business and raise a levy on turnover rather than 
net profit  is  sinister  in  the extreme and  is  the kind of politics  I would expect  in Russia or China, not a  long 
established democracy.

4.  Successive UK  governments  are  seeing  fit  to  alter  the  taxation  landscape  in  such  a way  that makes  it 
impossible for individuals and families to plan a family business or pension. Because our tax law structures 
keep changing, the easy decision is to make no provision for one’s own future and instead to rely on the state. 
I had previously expected the Conservatives to try to shy away from “surprise” or “stealth” types of taxation 
because of this effect. Clearly I was wrong in my expectation.

5. It is highly inaccurate for the Chancellor to describe current tax treatment of the interest I pay to mortgage 
companies for the properties I own as “tax relief”. It is the finance cost of running the business and this is no 
different for any other UK business, many of which also have loans secured on property. Equally, the targeting 
of sole traders for the removal of this so-called “relief” (and not Limited Companies) cannot be explained in 
any equitable way.

6. The result of the tax change will be that we will need to close our business. It will simply not be profitable 
anymore, because HMRC are taxing turnover and not net profit. This will mean that a source of high quality 
accommodation for workers in Crewe and Stoke on Trent is lost. I suspect this will have a knock-on effect on 
productivity in the area. Closing our business will reduce rental supply and will force rents upwards. For those 
who can find rental property, it is likely that properties will not be maintained adequately as this further reduces 
any profit. 

7. You can be assured that I would never feel able to support the Conservatives again after this change 
becomes law. I fought the 2010 Parliamentary seat of Stoke North for the Conservatives. I attained a very 
strong result but did not win. Looking back on this, I am relieved. I could not have explained, in any convincing 
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way, why the Conservatives have begun down a path of surprise, stealth taxation, targeting a group who they 
deem to be easy pickings. It is shocking in the extreme and will hurt both landlord and tenant in equal measure.

8. My  suggested  amendment  to  the Finance Bill would be  to  remove  the  section preventing finance  costs 
being deducted before tax is due on income from property. If more revenue is required for the UK Exchequer 
then I would be more comfortable to pay this as part of an increase in general taxation, in the traditional way.

September 2015

Written evidence submitted by John McKay (FB 48)

George Osborne has indicated that he intends to limit the interest on mortgage interest relief to 20%. These 
are some of the reasons why this is wrong:

1. It is completely wrong, as has been said by top economists from the Institute of Fiscal Studies, Policy 
Exchange and the Institute of Economic Affairs. Professor Phillip Booth from the IEA says that to tax a profit 
you first have to give relief on any borrowings needed to generate it.

2. Paul Johnson from the IFS has said “The Budget red book states that this means that “the current tax 
system supports landlords over and above ordinary homeowners” and that it “puts investing in a rental property 
at an advantage”. This line of argument is plain wrong. Rental property is taxed more heavily than owner 
occupied property. There is a big problem in the property market making it difficult for young people to buy, 
and pushing up rents. The problem is a lack of supply. This change will not solve that problem”. So you can see 
that top economists are against the change and it will not help housing supply.

3. It is a retrospective tax, and as such is completely unfair.

4.  It is a tax based on turnover, not net profit which is not only unfair but will be a tax when there is no profit 
or even when there is a loss. In some cases this will lead to landlord bankruptcies which are inescapable and 
not the fault in any way of the LL.

5. It is a tax that will not actually tax the ‘wealthiest’ LL’s which it is said to be aimed at.

6. It will undoubtedly force up rents and we really don’t want that. It will also lead to evictions and we 
don’t’ want that either.

7. It is completely at odds with the basic business principle of PROFIT = INCOME – COSTS. Therefore 
nobody can be sure what industry may be hit next with this absurd mechanism. That is very bad for the 
economy in general as you need a stable tax regime for people (businesses) to plan.

8. Mortgage interest is a cost of doing business and is therefore an expense. Pure and simple.

9. It will lead to lack of investment in the property market as was the case when rents and tenancies were so 
heavily controlled. This will not help the house builders.

10. The Conservative party got a huge amount of votes from LL’s which they would not have done had they 
declared this policy.

11. Over 55’s were given access to their pensions and 60,000 withdrew money to some extent or other and a 
total of £1.8bn was taken within the first 100 days. The Chancellor taxed it on the way out and he would have 
known that a great deal of that money would have gone into BTL property, yet he’s stuffed people with this 
new tax change, unannounced before the pension reforms. That is pension robbing and a despicable, deceitful 
and duplicitous crime.

12. One person holding a property will be subject to the tax, but if the same person had the same property in 
a company then he would not, and yes I am aware to the changes in company taxation.

13. There was no consultation with the industry, which is a very poor show. Had there been I believe we 
would have seen a very different format of penalty. Indeed I still think that we will but it’s a question of how 
much damage there is before we get to that stage.

14.  I believe the figure of 1 in 5 LL’s that the BoE say will be affected is extremely inaccurate and was based 
on a model they use. How have they made such a model?

15. Whilst they have ‘modelled’ 1 in 5 landlords being affected they have made no calculation for the 
number of properties that will be hit.

16. There are 64,610 families living in temporary accommodation in June 2015 and 2,570 families with 
dependent children in B&B as of March 2015 (up from 630 in March 2010). June showed the 15th consecutive 
quarter where there has been a rise in figures of families in temporary accommodation but the tax change will 
worsen the situation further. The cost of this accommodation also needs to be considered and offset against the 
extra tax revenue the Chancellor is grabbing from landlords.
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17.  This does not address  the  issue people  refer  to  in  terms of first  time buyers being  ‘pushed’ out of  the 
market. It does nothing to help them at all because rents will be driven up and they’ll have to save longer.

18. The real issue is due to a lack of real housing strategy by a series of our Governments coupled with 
almost unchecked immigration. That is not the fault of landlords, it is the fault of Government.

19. Because there has been no real build strategy Councils have had to rely on the PRS to supply housing 
to HB tenants, which frankly, brings enough problems as it is. This again is not the way to treat a sector that 
Government has relied upon to do something they couldn’t or wouldn’t do.

20.  This tax will weaken confidence for overseas investors in many areas. If they cannot trust the tax regime 
the UK may well be too risky for them.

21.  If  we’re  to  have  a  level  playing  field  between  landlords  and  owner  occupiers  then  let’s  have  CGT 
removed from BTL properties. Let’s also have the rent-a-room allowance on our first £4,250 of income, soon 
to be increased to £7,500.

22. Housing is not the passive investment that Government thinks it is. Like in any business there are good 
times and bad times but it can be very hard work.

23. Government likes to make the comparison of property investment being similar to buying shares. People 
buying shares through ISA’s or using spread betting as a secondary income are not subject to income tax. 
Property income is already taxed.

24. As a member of the EU, our tax policies should be in line with other members. We would be the only 
country to tax property investment in this manner in Europe and indeed in the group of G7 countries.

25. There is evidence from Australia and Ireland to suggest that rent rises will be inevitable if property 
investors are taxed higher.

26. Government says that it is acting in response to the Bank of England’s statement over concern of BTL 
when mortgage rates rise and this could cause instability in the market place. Lenders already take rate rises 
into their calculations when assessing suitability of a mortgage. This tax change is far more likely to cause the 
instability the Chancellor says he wants to avoid.

27. Government is under immense pressure to take a large amount of refugees. Where will these people be 
housed? How is it sensible to mount an attack on the PRS when it is going to be needed more than ever?

28. Government has stated that there is not likely to be any effect on other sectors of industry but is unable 
to prove their reasoning despite Freedom of Information requests.

29. By stealing people’s pensions through tax, Government is exacerbating the ticking pension time bomb 
and will amplify pensioner poverty in years to come. This will in turn put extra pressure on support services to 
help those people.

30. By taxing landlords more heavily, they will in many cases be unable to meet their duties towards 
maintenance of their properties, something which good landlords, local councils and charities have been 
working to resolve for many years.

31 Successive Governments have sold off council houses thus reducing the supply of rented housing for 
people  on  lower  income  and  benefits.  BTL  investors  have  filled  this  void  in  part.  BTL  investors  are  not  to 
blame for the housing crisis, it is the fault of Governments over many years.

32. It does not conform to the ten tenets laid down in the House of Commons Treasury Committee’s 
Principles of Tax Policy and specifically No’s 3,4,5,6,7 & 9.

September 2015

Written evidence submitted by Richard Hayward (FB 49)

RE: FINANCE BILL 2015: THE RESTRICTION OF MORTGAGE TAX RELIEF FOR INDIVIDUAL 
LANDLORDS

summary

This submission comprises:

Introduction explaining our business model – paragraphs 1 – 5
Proposed amendment – paragraph 6
A business or an investment – paragraphs 7 – 9
Do landlords keep buyers out of the market – paragraph 10
The impact in 2020/21 – paragraph 11
Conclusion – paragraph 12
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introduction

1. When I was made redundant in 2003 my wife and I decided to look at various business opportunities and 
to start a business of our own. Having always had an interest in property and people and having lived in some 
quite poor rented accommodation ourselves in the past we thought we could make a living out of providing 
decent, safe homes to people at the lower end of the market. People who do not always have the choice of a 
decent place to live.

2. We now provide HOMES for 34 families/individuals across Liverpool and retail premises for 5 businesses 
across a total of 33 properties. Many of our residential tenants have been in their homes for over 7 years and 
one family for 10 years. Some have moved from one of our properties to another as their needs change. Our 
tenants know they will be treated fairly and that repairs will be carried out when required. These people make 
our HOUSES their HOMES.

3. As we make our living from renting property, we also decided that a proportion of our properties should 
be rented to people with various issues which make it difficult for them to find long term accommodation. We 
have worked and still work with various charities including: a women’s refuge; the Prison Service; Shelter and 
a number of local drug, alcohol and mental health charities again providing decent, safe homes for vulnerable 
people. Three past habitual offenders have put the fact that they have not reoffended since being in our 
properties, in part, down to having a decent, secure place to call HOME.

4. For the past 5 years my wife and I have contributed almost £30,000 per annum to HM Treasury by way 
of income tax, but apparently this is no longer enough. I believe the restriction of mortgage tax relief for 
individual landlords will drive landlords out of the market and make me, my wife and potentially hundreds of 
thousands of people like us bankrupt. 

5.  Successive governments have all benefited from millions of pounds in SDLT and VAT receipts from the 
buy-to-let market and along with the banks and press have surreptitiously encouraged people to invest in the 
sector. Landlords carry out a role that cannot be provided by government – if it could there would not be a 
market to service – where would people be without the Private Rented Sector?

ProPosEd amEndmEnt

6.  If the removal of mortgage interest tax relief for individual landlords is to be restricted (although I firmly 
believe  the  whole  premise  is  deeply  flawed  )  then it should apply to properties purchased on or after 
6th April 2017 and should not be applied retrospectively. As a trade-off, why not let it apply to properties 
purchased after 6th April 2016? At least then I can plan long term and make a decision as to whether to invest 
further or not based on known factors. Property is not a liquid asset in the way that other investments are and in 
general cannot easily be disposed of.

a BusinEss or just an invEstmEnt?

7. For over 12 years I was under the impression we were running a business. A business that provided us 
with a living in return for providing other people with a HOME. It certainly feels like a business. I work 
60 hours a week, drive about 25,000 business miles a year and on average spend 2 days a week away from 
home and am available to our tenants by phone 7 days a week. I have also paid Class 2 NI contributions since 
2003. Yet now the Chancellor says I am not in business, I am just an investor. 

8. Business needs certainty to thrive. There has never been any indication that tax relief would be removed 
from individual landlords. The advice from the accounting and legal professions since we became involved in 
the sector has always been that unless you expect to exceed 50 properties in total, there was little to gain from 
incorporating, given the additional work involved for the benefit derived and that operating as a sole trader was 
sufficient as it is with any other business – and we do run a business. It appears that individual landlords are 
now to be taxed on turnover and not profit. How many businesses would survive that tax regime?

9.  Moving  our  portfolio  into  a  company  at  this  point  is  not  an  option.  The  refinancing  costs  would  be 
huge, interest rates would be higher and given that some of our properties are in negative equity at this time, 
remortgaging is not an option anyway.

do landlords comPEtE with ownEr occuPiErs?

10. In some areas they probably do, but restricting tax relief as proposed can only bring more property onto 
the market by causing a mass selloff of investment property which can surely only lead to another crisis in the 
market. I do not believe we have prevented anyone from buying their own home. Only two of our properties 
were mortgageable at the time of purchase. All the other properties we have bought have required either full 
or partial renovation before being habitable or mortgageable, thus improving the areas where we buy. Most of 
these properties had been empty for long periods before we bought them. There are properties for sale on most 
of the streets where we have houses, but people do not buy them for themselves mainly because they will never 
be in a position to do so, or in some cases because they have no desire to own. In 12 years we have only had 
2 tenants who moved out of our rented properties to move into their own home. 
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thE imPact in 2020/21
11.  Under the Chancellor’s proposals and based on a fictitious portfolio the tax implications are illustrated 

below :

2015 2020
Net rental income before finance costs 125,00 125,000
Interest and finance costs 50,000 50,000
Taxable income/profit 75,00 125,000
Total Tax 19,403 33,643*
Net income (take home) 55,597 41,357

This is bad enough, but if the base rate goes to 2.25% which would effectively double interest costs the 
impact is devastating:

2015 2020
Net rental income before finance costs 125,00 125,000
Interest and finance costs 100,000 100,000
Taxable income/profit 25,00 125,000
Total Tax 2,880 23,643*
Net income (take home) 22,120 1,357

conclusion

12. My belief is that if the restriction on mortgage tax relief for individual landlords is to be introduced from 
2017  that  it  should not be  applied  retrospectively,  but  should  apply  to properties purchased after  a  specified 
future date e.g. April 2017 or even April 2016. This will allow businesses and individuals to make decisions 
knowing in advance what the regulations will be. This may well reduce the number of new buy to let mortgages 
issued in the future ( I will certainly not be investing any further in the property market), but will not lead 
to large numbers of properties coming to the market all at once, risking yet another property crash. Granting 
capital gains exemptions when moving property from an individual to a company will not help people in my 
position as this is currently not a viable option due to negative equity.

I do hope you will take my submission into account.

September 2015

Written evidence submitted by Mark Brown (FB 50)

OBJECTION TO CLAUSE 24 OF THE FINANCE BILL 2015

Part 3 
24 – rEliEf for financE costs rElatEd to rEsidEntial ProPErty BusinEssEs.

rEfErEncE tErms and aBBrEviations

Relief for finance costs related to residential property businesses [“RFCR”]

The Rt Honorable David Gauke MP [“DG’]

Private rented sector [“PRS”]

Sole trader – Individual landlord [“IL’]

Incorporate/business Landlord [“BL”]

Capital Gains Tax [“CGT”]

Stamp Duty Land Tax [“SDLT”]

Buy-to-let [“BTL”]

National Landlords Association [“NLA”]

Residential Landlords Association [“RLA”]

Department for Communities and Local Government [“DCLG”]

I am a Guildford Based landlord with a medium sized property portfolio. I have 80+ tenants form all walks 
of life who pay their rent form already taxed income. I am, what is being classed by the Finance Bill as an 
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Individual Landlords which in all other scenarios is what you and the public know as a sole trader doing 
business.

I object to the proposed restriction of Finance Costs Relief at section 24 of the 2015 Finance Bill currently 
before the Public Bills Committee.

I refer the committee to Appendix 1.

 — The NLA’s document “Finance Bill 2015-16 – Impact of c.24 on Private Landlords” August 2015 
 — The  RLA’s  document  “Reducing  Landlords’  Tax  Relief  Will  Increase  Rents  and  Stifle  Housing 

Supply” September 2015 
1. The proposed Restriction of Finance Costs Relief “RFCR” is to be applied to sole trader or Individual 

landlords “IL’s” only. All other landlord types are explicitly exempt from RFCR. On its face, the proposal is 
unjustifiable, discriminatory and begs for human rights discrimination legal review.

2. I have no issues with the bill part 3 section 24 as it reads in terms of calculations. However I do 
wholeheartedly object to section 24 in its entirety on the grounds of 

(a) It is unfair, unjust, improper, discriminatory, anti small business, anti sole trader, anti housing 
taxation and so, is not in the national interest. 

(b) Landlords serve a vital role in the housing of the nation, People chose to rent or have to rent for 
a myriad of reasons and the PRS is vital to housing them. Landlords, like all other business, of 
any structure, should be allowed to offset their finance costs against their takings to arrive at a 
taxable profit. To seek to tax just one section of landlords differently to all other taxpayers and 
businesses, by taxing them on turnover and not profit is wrong.

(c) It is counter productive, will cause sales of much needed rented accommodation, will force 
landlord bankruptcies, wipe out pensions when “we are all in” is just starting. And, after 
landlords have incorporated or sold up or gone bankrupt, it will not collect anywhere near the 
suggested £665M target, but will cost more to collect that it raises. Any tax it raises will be taking 
monies form the PRS’s much need domestic residential maintenance and safety budget.

(d) It will increase rents by up to 35% across the board and bring massive misery to the UK’s 
many renters. Of course the obvious mortgage defaulting will increase poverty levels. Unpaid 
rent arrears disputes will impact the courts and increase evictions. 

(e) Taking monies away form the front end of the PRS to give it to the Exchequer when PRS housing 
standards need improving, not de-financing, is simply a stupid ignorant move. PRS landlords 
both incorporated and unincorporated, do the same thing – they provide housing, employ many 
trades and grease the wheels of the economy. RFCR will result in less trade with reliant business 
and suppliers, less well kept housing and possibly less safe housing also.

And so; I seek full removal from the finance bill of clause 24 RFCR – it should not become legislation.

I offer no serious alternatives to complete removal form the finance bill. Stupid not thought through 
proposed legislation should die not be rewarded with horse trading.

3. Housing is a very important part of society and a politically hot potato and yet I ask that all partisanship 
and whipping on the committee be put aside and the facts of the bill and the consequences be fully understood 
as they apply to tenants, landlords, the housing market and connected or reliant trades. Landlords buy properties 
as assets to do their trade and are subject to CGT on disposal like all business assets in all other trades.

4. Any increase in costs or taxation will result in a higher prices, or in the case of property, higher rents. Any 
tax due will have to be met by higher rents and the calculation I agree with, is that a 35% increase in rent is 
required to cover the additional tax liability as a result of RFCR. Some landlords have already started their rent 
increase and that has to be extremely bad for everyone.

5.  The headline sales pitch and the only justification from D Gauke, Chief Secretary to the Treasury, the MP 
with ministerial responsibility for the policy area is that RFCR;

(a)  Seeks to level a playing field.
(b) Will ensure the wealthiest and or highest income landlords no longer receive the most generous tax 

treatment.
(c) Will take away an advantage IL’s have in the property market.
(d) IL’s get a larger gain because they use mortgages to buy more expensive property than they would 

have done without a mortgage.
(e) The Government wants a fair tax system

6. Myth busting DG`s justification for RFCR:

(a)  The wealthiest landlords and the landlords with the highest incomes do not have mortgages or finance 
costs and so are completely unaffected by RFCR.
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(b)  IL’s  have  to  find  £46K  (25%  deposit)  to  buy  the  average  priced  house  (184K) where  as  a  private 
individual has to find only £9.2K (5% deposit) = the advantage is very much with the private buyer.

NB: in the Southeast the average 25% deposit is £100K+

(c) IL’s risk 25% of the purchase price as a minimum and have to pay CGT (28%) when they sell a 
property. Private owner occupiers risk 5% but pay no CGT when they sell = the advantage is again 
very much with the private buyer. 

(d) Private buyers are allowed Rent-a-Room allowance of £4,250 tax free income rising to £7,500 in 2016 
– IL’s get no Rent-a-room allowance. The advantage is again very much with the private buyer.

(e) Gains are only made on the sale of a property and gains are straight-line and are not exponential to 
the purchase price. CGT is payable by IL’s when they sell. Until it is a taxable gain, it is a notional 
gain but more importantly it is home for a tenant (s). Most landlords are long-term landlords running 
a small business either as a stand alone business or to supplement income/pension. And so, the gain is 
always notional, as selling is not on the cards for most IL’s but maintaining and improving is or rather 
was.

(f) What is fair about taxing completely differently two identical businesses that have the same loans and 
do exactly the same business and that provide homes to renters.

(g) IL’s are sole traders and so are personally responsible for their business losses. And so are good 
custodians of housing stock.

7. The RFCR proposal uses spurious research numbers and is slated by all leading economists and industry 
captains. I challenge the committee to find just 1 smart man who has objectively considered RFCR to have 1 
good thing to say about it.

8. It is stated by DG that only around 1 in 5 (18%) of individual landlords are expected to pay more tax as a 
result of RFCR. However, Tenants live in properties not in landlords! So, the important number is the number of 
properties and the even more important number is, the number of tenants affected, not number of landlords. As 
Tenants, are the ones to whom paying the new tax will fall. The NLA estimates the number of affected landlords 
to be 205,000. Therefore it is over 1,000,000 tenants! MP’s are sending standard replies stating there are 1.6m 
outstanding BTL mortgages. The accepted ratio is that 10% of landlords are incorporated, so with 1.6m BTL 
mortgages, the number of affected tenants is well over 1.3 million. HMRC, in freedom of information requests, 
admit that they have no idea how many tenants will be affected and or have no idea how many properties 
will be affected. DG, in a reply to Christopher Chope MP on June 9th 2015, said “The government has made 
no such assessment” when asked what the total annual contribution was from unincorporated landlords. The 
Government clearly has no idea of the scale of the PRS or the revenue RFCR will truly generate and no clue of 
the miserable impact it will have on tenants and landlords as the Government have failed to understand both the 
market and the dynamics.

9. In my case I am 1 Individual Landlord, but have 80+ tenants who will be affected. In the case of Fergus 
Wilson of Kent, he has 900 properties and maybe that is 3,700+ tenants that will be affected! Reliance on DG’s 
stated “only 1:5 will pay more tax” is a huge mistake and very very very dangerous as it gives no clue at all as 
to the havoc and misery that RFCR will reek on tenants.

10. The RFCR proposal is so daft that people have not woken up to it as yet because the electorate can’t or 
won’t believe that RFCR is as it seems. Who would have a tenant tax or tax turnover rather than profit? Anyone 
who has not scrutinised the proposal and considered the impacts can’t believe that the government would tax 
in the way RFCR proposes. The backlash when it comes into force and landlords default and fail and rents 
suddenly are hiked, will be huge. I urge the Committee as an urgent immediate measure to demand of lenders 
that they all send a single agreed standard statement/notice to all BTL borrowers and tenants advising of the 
tax and the impact it will have on their tax affairs. This is about housing the nation and should not be stealthily 
introduced. To the contrary, it should have the highest profile advertising campaign starting now.

11. If the 80:20 rule applies then RFCR will bring about a 35% rent hike to 80% of PRS tenants who rent 
from IL’s.

12. Landlords who are not affected by RFCR, include IL’s with no mortgages some 4 in 5 or (72%). These 
landlords do not currently have or offer lower rents simply because they offer rented properties that have no 
mortgages! These landlords make more profit from tenants than landlords with mortgages. Any rent increase as 
a result of RFCR will be across the board and forget 1 in 5 landlords, 100% of tenants will very quickly have 
significant rent increases. 

13. RFCR puts at risk the most basic business and taxation principles; RFCR is an affective tax on turnover 
and not taxation on profit as we all understand tax should be. Every sole trader business should stand up and 
fight against RFCR as they could and will be next to have their finance costs excluded as a deductible business 
expense – why not? 

14. Unlike BL’s IL’s are personally responsible for their losses and so are better guardians of housing stocks 
and tenants. From HMRC site https://www.gov.uk/business-legal-structures/sole-trader

(a) If you start working for yourself, you’re classed as a self-employed sole trader – even if you’ve not yet 
told HM Revenue and Customs (HMRC).
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(b) As a sole trader, you run your own business as an individual. You can keep all your business’s profits 
after you’ve paid tax on them.

(c) You can employ staff. ‘Sole trader’ means you’re responsible for the business, not that you have to 
work alone.

(d) You’re personally responsible for any losses your business makes.

15.  We  in  the UK,  tax  profit  not  turnover  or  gross  takings.  Profit  is  the  calculated  result  of  turnover  less 
costs. Finance costs fuel growth and every business uses gearing leverage and loans to grow their business and 
to buy assets to do their trade or run their business. Every business and every landlord is allowed to offset their 
finance costs against rents received EXCEPT under the proposed RFCR, IL’s! How is that creating a fair  tax 
system or a level playing field?

16. The impact of RFCR – Bankruptcy!

With rents of £360K (£30K per month) and mortgages of 270K (£23k per month) and other costs for 
maintenance, insurance etc of just £25K per year, a true taxable income or profit as it is known, is £59, 000 so I 
use that anount to calculate the effective tax rate under RFCR.

Net income Total tax paid Effective tax rate
2016/17 46,200 12,800 21.7%
2017/18 28,080 30,920 52.5%
2018/19 11,930 47,070 79.8%
2019/20 -5,320 64,320 109.0%
2020/21 -22,570 81,570 138.3%

17. In my model above; In order for a very hard working IL family to have the same net income of just 
£46,200 in 2020/21 as it has today, rents will need to increase by 35% to £40,500per month up from the current 
£30,000.

18. Rents are already set to rise to balance the removal of the landlords 10% wear and tear allowance in 
2016/17.

19. Rents will also rise with any change in the BOE base rate.

20. To incorporate?

BL’s are allowed full relief on their finance costs, now and in the future so why don’t IL’s just become BL’s 
and avoid the consequences of RFCR? The reason is fundamentally – choice. We are country of small business. 
Sole trades and Partnerships have been the backbone and powerhouse of the UK for many years. However even 
if I were willing to sell my sole to save my future I would need to have c£877k to be able to incorporate and 
become a BL. That £877k is just what I would need to pay CGT and SDLT and that assumes multiple dwelling 
relief so $877k is “best case”.

21. It is clear then that if IL are to incorporate, there needs to be full relief of CGT and SDLT available to 
IL’s who want to incorporate. Incorporation should be free and easy.

22. The choices for me and many IL’s are; go into bankruptcy, sell up, or increase rents by 35%. None of 
these options represent fair taxation, fair treatment of IL’s or tenants. Nor is it fair and reasonable governance to 
tax a trade into oblivion because of historical legitimate and sound business and binding financial choices they 
made 18 years ago.

23. Time to restructure

DG says RFCR will be introduces over 4 years. 4 years to restructure a mortgaged business that houses 
people and where financial contracts with time limits and penalties are involved is a nonsense.

24. Affording CGT if selling up

Selling up has its own issues as it assumes that IL’s will be able to get out of their tenancy contacts, can re-
house their tenants and can afford to pay the CGT that arises from the sale. Selling up and bankruptcy will in 
many cases, be the same thing if CGT can’t be paid.

25. Historical business – don’t retrospectively destroy it

Many IL’s, like myself, have built their property letting business over many many years with very personal 
blood, sweat and tears. We have taken great personal and business risks, put our own homes and savings on 
the line on many occasions and have done so in conjunction with mortgages in normal reasonable business 
modelling. RFCR is a retrospective kick in the teeth that seeks to tax just IL’s in to oblivion because of sound 
historical business financial decisions. If a BL had done the same as an IL they can carry on as they are, not 
affected by RFCR. There is nothing wrong with the way in which either IL’s or BL’s have built their business 
and financed them and to retrospectively punish just IL’s by taxing their turnover not their profit is plain wrong!
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26. Already taxed income

Tenants pay their rents from already taxed income. It is then the case that there is not tax lost at all. It is just 
not double taxation. Everyone and every tenant knows their rent covers the costs of the property. That includes 
buying – mortgage and interest, some wear and tear, they hope some monies for improvements and some profit 
for the landlord as income to make it worth his while to risk and worry where the tenant doesn’t want to or 
can’t – We are are all happy for that. The RFCR proposal would be a double taxation. But worse! It would be 
an affective TENANTS TAX that tenants have to pay for the right to rent a mortgaged property, – It is clear 
who will be paying the tax bill here – tenants in increased rents. The increases in rents will quickly be universal 
but HMRC will only get 18% of the increased revenue. 

27. Standards

The committee should be very slow to agree to the RFCR as it is clear it will increase rents. That alone 
should be enough for the committee to reject the RFCR part of the finance bill completely. However, there are 
further reaching consequences. RFCR will reduce standards and will stop or dissuade IL’s from investing in 
or improving or maintaining their properties. I know, I have myself, pulled back from some maintenance this 
season that I had hopped to do. I am scared of further government grabs and don’t want to sow what neither 
my tenants or I will be allowed reap. The prospect RFCR is sole destroying but it is also not good business or 
good governance and will, over time, reduce further the quality of PRS housing. Landlords simply can’t spend 
money they don’t have to maintain and improve their properties that are homes to their tenants.

28. Passive property investors and investments Vs active landlords

DG has suggested that property investment is advantaged by being allowed to deduct the mortgages and 
finance costs form property income for taxation as opposed to other investments like share dealing. This relief 
or allowance keeps rents low. I also believe housing is vital and so it is right that housing investment, either 
passive or active, should be treated differently from other selfish investments. Residential property investment 
should be encouraged as an investment route, to build the much needed new homes in the UK, not discouraged 
and slated. Only new homes will decrease demand and decrease rents, RFCR will do the opposite. According to 
DCLG, BTL has, in the past 25 years, been a huge proponent of new housing builds – 57%. The gall to attempt 
to compare, signals the Governments complete lack of understanding. The two investments, housing and shares, 
are completely different as is clear and do not bare comparison in any way. Housing needs continued investment 
to maintain, is unique as it gives people places to live and that is why mortgages are just for housing. That is 
of course, unless you are a private buyer in which case you can take advantage of equity release and so by way 
of increasing the amount borrowed through your low interest rate mortgage, private buyers fund holidays, cars, 
luxury goods and lifestyles and yes… guess what – fund their share dealing activities, these things landlords 
and tenants can not do. 

29. Suggestions as alternatives to RFCR I have heard of

(a) Make RFCR apply to just new mortgages from April 2017.
(b) Scrap it all together.
(c) Make incorporation free and easy.
(d) Deny all new BTL mortgages and make landlords with no mortgages reduce their rent by the average 

local 80th percentile mortgage charge so as to out downward pressure on rents.

September 2015

Written evidence submitted by Rachel Baker (FB 51)

1. I am making a submission in relation to the proposed changes to tax payable by residential landlords 
under the Finance Bill 2015-16.

2.  The changes proposed will artificially define many landlords as higher rate tax payers, resulting in them 
having to pay more tax than money received, forcing small landlords out of the market thereby bolstering larger 
properties and pushing rents up further. 

3. I, with my husband, am a residential landlord with nine properties in London. All of the properties were 
purchased with buy to let mortgages. Eight of the nine properties are let to families receiving housing benefit to 
pay all or part of their rent.

4. The rents we charge have never increased beyond the Local Housing Allowance for any of our tenants and 
for some it is less. In respect of all of these properties we are aware that we could evict our present tenants and 
gain higher rents in the private market. We decided not to do this on both moral grounds and also because our 
business works satisfactorily for us.

5. Presently our income is not high enough to take us into the higher rate tax bracket. However the effect of 
the proposed change will be to assess our income on the basis of the gross rent we receive (without deducting 
the nine interest only mortgages we pay) and we will then be taxed at the higher rate. No other business is 
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taxed on gross income rather than net. It is astonishing that this is being proposed and the effect will be that we 
would be paying more tax than money received.

6. If these changes occur we would be forced to sell our properties, as we cannot operate at a loss. Nine 
families would be evicted. We are only one of many landlords who will face the same problem as us.

7. I am certain that many landlords, like us, will have to sell, or increase rents. The option of allowing 
tenants to stay paying only the level of rent equivalent to the Local Housing Allowance cannot continue. This 
will put even more pressure on low income families and will drive them out of London.

8. The lack of housing in London is a huge problem. We let through Southwark, Lambeth, and Lewisham 
and I am very aware how in need these councils are for accommodation. It is very difficult seeing families so 
desperate to be housed when they come to view one of our properties, often having been for months in just one 
room in a hostel, and having to turn them down because we have so many applicants.

9. Small or buy-to-let landlords often take a more human view to letting and allow tenants to remain in 
properties without raising the rent. In fact many people in the private housing sector seek out private landlords 
rather than companies because they believe they provide a better service.

10. In contrast, property companies will still be able to deduct business expenses, such as loans, mortgages, 
before paying tax, These changes will bolster their share of the rental market as they will be able to step in 
when the smaller landlords are forced out. It also will reduce the tax received by the government as it is only 
payable at 18%. This seems absurd at a time when it claims money is at such short supply.

11. The changes proposed will have a devastating effect on the wrong people. It will not ‘level the playing 
field for first time buyers’ as suggested or solve the problem of rising rents or lack of affordable property. It will 
instead force reputable and fair landlords out of the market leaving the way open to companies to take over, 
increase rents, and erode housing provision for those on low incomes ever further.

12. I hope you will take on my concerns.

September 2015

Written evidence submitted by Ian Simpson (FB 52)

As a sole-trader landlord, the changes proposed in the Summer budget are not only grossly unfair, they are 
also illogical, misleading and counter the principles of fair taxation. I will explain further.

Traditionally,  tax  is  levied on profit, not  turnover,  for example, a builder  spends £80,000 on materials and 
labour to build a house, sells the house for £100,000 and pays tax at the appropriate rate on 100-80=20K : 40% 
of this (£8000 ) which is paid to the exchequer as tax and keeps £12,000 for his trouble.

Now take the example to a landlord property business.

Landlord has a portfolio worth £800,000 receives the usual 5.5% Rental income of £44,000.

He is lucky enough to have a mortgage interest rate of only 3% though this will likely rise soon, and he is 
75% geared, so 3% of £600,000 is £18,000 payable annually.

He also pays around £7,000 per annum on repairs, agents’ fees, cleaning, wages, council tax, utilities, 
replacing items taken or broken by tenants, and so on, and has void periods of rent, so loses another £2,000 to 
this. 

Here is the scenario now and in 2020, if the measure were to go through unchanged.

NOW 2020
Gross Rents 44,000 44,000
Costs 9,000 9,000
Interest 18,000 0
Real (actual) Profit 17,000 17,000
Taxable Profit 17,000 35,000
20% “relief” 0 3,600

Tax at 40% on Taxable Profit 6,800 12,560
Effective Tax Rate 40% 73.8%

The problem is that tax is effectively being calculated on turnover,  not  on  profit, against every known 
principal of economics and taxation. The example above is typical, and the tax rate effectively doubles. For 
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many landlords the tax will actually be much worse, and in many cases more than the real profit (the mortgage 
interest still has to be paid, regardless of whether it is tax deductible or not) so the effective tax rate will be over 
100% , or be a tax on losses. This cannot be right, and the IFS (Institute for Financial Studies) has said that this 
proposal is “Just Plain Wrong”.

Several submissions to local MPs have been met with the stock-standard letter from David Gauke to the 
effect  of  “levelling  the  playing  field” with  first  time  buyers. This  argument  is  completely incorrect too, for 
several reasons.

1.  Many first time buyers are not competing for the same properties as landlords : Landlords often take on 
dilapidated, broken down properties, which include flats and houses, and also ex hotels, pubs, nursing homes 
etc and re-juvenate them into dwellings. These type of properties are of no interest to FTBs.

2. When landlords sell, they have to pay Capital Gains Tax on any gain, FTBs do not.

3. Many if not most tenants have no intention to buy: they cannot afford the deposit, their work moves them 
around, they are just leaving a relationship, etc etc, the list is endless, but the message is the same.

If this measure were to go forward in its current form the effects would be as follows:

1.  Many low paid landlords (currently basic rate payers) would be pushed artificially into being higher rate 
payers by their taxable profit (not their real profit). This would have undesirable effects on their Child benefit, 
CSA payments, disability allowances, and any bonus payments received at work. There was an example in the 
paper recently of a teacher in Potsmouth, who will have to stop her teaching job as she will be paying more 
than her entire salary in tax should the measure go through, so there will be losses to the country of these types 
of jobs as well. (Just when we need more teachers, midwives, nurses etc.)

2. Tens of thousands of landlords’ businesses would suddenly become unworkable (operating at a loss – and 
still paying tax on that loss).

3. Massed sales of rental properties would ensue, causing the ending of thousands of tenancies with resultant 
evictions and homelessness.

4. Rents would rise between 15 and 25% just for landlords to pay the extra tax and survive, for those 
landlords and tenants who actually decided to stick it out.

5. Already over-burdened council housing departments would be forced to accommodate this new mass of 
humanity who had lost their homes as a direct result of the measure.

6. House prices would be depressed, resulting in a downturn to the building industry, and a reduction in the 
confidence  of  the  housebuilders  to  purchase  new  land  and make  submissions  for  new  housing,  as  they will 
expect massively reduced demand from landlords.

7. Masses of secondary trades which rely on the Private Rental Sector (PRS) will be affected too: plumbers, 
electricians, carpenters, cleaners, lawyers, estate agents, and so on. This would have an enormous economic 
impact. Far more , in fact, than the chancellor probably thought or planned.

Also, quite amazingly if Joe Bloggs, sole trader landlord is affected in this way with double taxation, and 
taxation on losses, Joe Bloggs Ltd, with EXACTLY THE SAME portfolio, mortgage, and rent levels, will be 
unaffected. This is grossly unfair, discriminatory and unlawful. 

suggEstEd amEndmEnts

1. Complete retraction of the idea.

2. If not 1. then the new measures to limit the interest relief are levied only on NEW purchases or new 
Borrowings from 2020 onwards, and existing mortgage finance costs are still allowable as a cost against rental 
income  going  forwards. This would  reduce  the  attractiveness  of  new flats/houses  to  landlords,  giving  FTBs 
more chance to compete in this market, (which is the attested aim of the measure) but at the same time would 
not penalise landlords for decisions made in the past, and would avoid the mass bankruptcies, huge rent rises, 
and homelessness as described above.

3. An amnesty on Stamp Duty and Capital Gains Tax for those landlords who wished to move their portfolios 
into a Ltd. Company structure. Perhaps a window of one year to allow this measure.

September 2015

Written evidence submitted by Irene McDonald (FB 53)

My husband and I have been private landlords for several years, providing reasonably priced, attractive and 
well managed properties for let in our local area. We are providing a valuable service to our community and 
also providing for our own future. The changes to tax relief proposed in the Finance Bill will have a detrimental 
effect on our business as ultimately we will be required to pay tax on income which does not exist.
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My submission to the Committee is to oppose the amendments tabled.

I assert that the proposed change is unfair. Letting properties is a business which requires active involvement 
and is not a passive investment. Landlords already bear financial burdens which homeowners do not. 

1.  The Chancellor states that he wishes to level the playing field between homeowners and private landlords, 
by reducing tax relief landlords can claim on mortgage payments. Buy to let mortgages have different terms 
and conditions from a homeowners mortgage and are not really comparable Homeowners do not receive any 
tax relief at all on mortgages, but they do receive other tax relief and allowances which landlords do not eg: 

(a) Homeowners do not pay capital gains tax on the sale of their property – landlords do.
(b) Homeowners can receive up to £7000 per annum in rent tax free from a lodger – no such allowance 

for landlords.
(c) Homeowners are allowed up to £1m of IHT on their property – doesn’t apply to landlords.

2. As Landlords are running a business they have legal responsibilities which homeowners do not, eg:

(a)  Landlords  have  to  obtain  annual  gas  safety  certificates  and  carry  out  safety  inspections.  (Soon  the 
requirement will be extended to electrical equipment too) Hard wired smoke alarms and carbon 
monoxide alarms are required. Homeowners can choose whether or not to take these precautions.

(b) Landlords are required to risk assess their properties for Legionnaires’ disease. Homeowners do not.
(c) Landlords have to enter a long, expensive legal process to evict tenants. Homeowners only have to 

give “reasonable” notice to their lodgers.
(d) Landlords have to obtain a licence for Houses of Multiple Occupation and make alterations to the 

property accordingly. A homeowner can have as many people living in his home as he wishes without 
applying for a licence.

(e) Landlords have to check that their tenants are legally entitled to live in this country. Homeowners do 
not have to make such checks on their guests.

(f) Landlords are required to protect their tenants’ deposits. Homeowners do not have to comply with this 
requirement for lodgers. 

3. I totally oppose the suggested restriction of tax relief and propose that this measure be abandoned. If it is 
not, the consequences for landlords will be that their businesses will not be viable. The worst scenario will be 
that properties will be repossessed and tenants evicted. 

4. If the government’s intention is to restrict and reduce the number of privately rented properties, then I 
would propose that the tax restriction only applies to new finance, and not to existing arrangements which have 
been made on a well-established business model.

summary

Letting property is a business and tax relief on finance should apply as it does to other businesses.

Homeowners have tax advantages which landlords do not and the proposed change will penalise landlords 
further.

Landlords have other legal obligations which incur costs. These do not apply to homeowners.

The proposed tax is unfair and should be abandoned or its application altered substantially.

September 2015

Written evidence submitted by Calvin Taylor (FB 54)

ProPosEd rEstriction on landlord ProPErty financE costs

1.  I am a private landlord and I am writing in relation to the proposed restriction on landlord property finance 
costs contained in the Finance Bill.

2. Private landlords provide an important source of capital that enables property to be built. We provide 
homes to those who either cannot get a mortgage or do not wish to purchase, for example those who work 
away from their main home. The finance costs that can currently be deducted for tax represent only the cost of 
financing the property, not reductions in capital from paying off a mortgage, and non-residential landlords are 
already required to pay taxes such as capital gains tax on sale of a property that owner-occupiers do not.

3. Particular concerns introduced by the proposed restriction are: 

 — The method of calculation means that landlords may be required to pay more in tax than they make in 
profits.

 — Despite mortgage interest remaining as a tax deduction, albeit restricted, the proposal means that it 
will not reduce in any way the taxable income associated with the rental property. Depending on a 
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landlord’s income level, this will have a negative impact on items calculated based on taxable income 
– potentially including benefits (eg child benefit), personal allowance or the pension annual allowance.

4. While it would be preferable for the reduction to not come into force, as it represents a fundamental 
change in generally accepted taxation principles, if it is to proceed I have the following suggested amendments 
which together enable the restriction to be achieved in a more equitable manner:

4.1  Taxable income should be calculated in the same manner as currently, with finance costs fully deductible, 
ensuring that benefits, personal allowance and the pension annual allowance are not impacted.

4.2 Income tax to be calculated on the taxable income calculated per step 4.1 above, however for non-basic 
rate  taxpayers an additional  tax of 20%  is  charged on  the finance costs  (ie  an  incremental  tax  is  charged on 
finance costs,  instead of  there being a basic  rate  reduction as proposed). The  transitional phasing percentage 
should be applied to this calculation.

4.3 A safeguard should be in place so that the total tax associated with rental income – ie the tax charged on 
taxable income from rental, at the taxpayers marginal rate, and the additional tax calculated in step 4.2 above – 
should not be greater than the total taxable income calculated in the step described in 4.1.

5.  The  proposal  outlined  in  paragraph  4  mitigates  the  significant  concerns  resulting  from  the  proposed 
restriction that were outlined in paragraph 3.

18 September 2015

Written evidence submitted by Steve Parsons (FB 55)

I am 32 and have worked extremely hard to get to a position where I rent out 3 properties in the north 
Somerset area. I pride myself on being a good landlord, providing good housing and for existing long term 
tenants below market rate rents. This is to provide myself with a pension which my current company pension 
has done so badly will likely only give me £3000 a year when I come to retire.

You asked for alternative proposals for the mortgage tax relief, it has not been made clear exactly what the 
aim of any change is intended to do, with many comments being made for the reasoning, I have provided 
some suggestions that I believe to be a much fairer and more effective and faster solution to the given intended 
outcomes.

1. Raise more tax – It seems the fairest way is to make a levy on rented residential properties as a percentage 
of the rental income aka a rental tax, this hits all landlords proportionally the same regardless of mortgage or 
not, ltd company or privately owned. This would of course still not be fair as it would target income rather than 
profit but at  least would  target equally all of  the PRS.  (This option could affect  the number of houses being 
built which is the most important factor in this current housing crisis.)

2.  A fairer playing field between FTB and BTL, the clearest unfairness is the availability of the credit, in this 
instance I think the best way is to withdraw all new and remortgaged (remortgaged phased in by 2020) interest 
only mortgages but keep the same criteria used by banks of 125% of rent but to mortgage cost not just interest. 
This in my opinion is the only way to level the playing field and address the real issue which is availability of 
credit.

3. BoE worried about over leveraging. Cap the LTV rate to say 70% for all new borrowing and do not allow 
and existing borrowing to extend the mortgage beyond 70%, this will mean if there is any crash it will be 
rightly landlords that take the hit and not the banks.

4. Too many people getting into the BTL market. Its a known fact that for most landlords its as an alternative 
to pensions because people don’t feel their money is safe with pensions, create more tax intensives to put 
money into pensions or other investments, alternatively do any of the above measures.

There may be multiples of the above objectives and that means one or more of these ideas could 
be implemented to get the desired result.

September 2015

Written evidence submitted by Chris Cooper (FB 56)

summary

The proposed changes to restrict tax relief on buy to let mortgages will not achieve the Government’s stated 
aims, and the reasons given for introducing the changes are misleading, incorrect and untrue.

PErsonal circumstancEs

As my pension was unlikely to pay enough in retirement without relying on State aid, I decided to take 
responsibility for my own future needs by starting a small property investment business. It has been hard work, 
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entailed risk and I have used a large portion of my savings. It is a business which must be viewed long term, 
and therefore when the goal posts are moved to an extent which makes the whole business unviable, how can 
that be fair?

All businesses are able to get tax relief on the interest paid on loans for stock/product wholly related to that 
business. My stock is a property, the loan for which (unless you are very wealthy) is wholly, and necessarily 
incurred in the purchase of that stock. How can it be fair to discriminate between my business and every other 
business based in the UK?

The Government, in justifying the move, has compared landlords to owner occupiers, and stated that 
restricting a tax relief that owner occupiers do not have makes the system fairer. However, owner occupiers do 
not have to pay Capital Gains Tax on the sale of their home, whilst landlords do. Therefore, if the Government 
is changing the “advantage” enjoyed by one group to more closely match the position of the other, it would be 
more equitable to change the whole position where perceived imbalance exists.

I have planned very carefully for my retirement, so as not to be a burden on anyone else including the 
Government. However, it seems that all that hard work may have been a waste of time and effort. I can only 
assume one of two things: either the rationale behind making such a decision, and the consequences of it 
were not fully understood (entirely possible considering that statements made by the Government and HMRC 
are completely inaccurate). Or they were fully understood, and the Government is determined to destroy the 
livelihoods and/or pension provisions of an important/vital sector of society, most of whom would have voted 
for them recently.

suBmission

1. Since a previous Conservative Government sold off the much of the Council housing stock, and since the 
workforce became more mobile, the shortfall in available rental properties has been provided by the private 
rental sector i.e. small landlords like myself. In fact most Councils have a scheme whereby landlords can lease 
the property  to  the Council  for five, or  so years  so  that  the Council has enough stock  to house  their  clients. 
One of the incentives to enter the business was that interest relief was to be treated like all other business 
borrowings. Bearing in mind that a long term view must be taken with such a business, I’m sure you can 
imagine the consequences of measures being introduced which leave the only realistic option for many to sell 
their properties, or raise rents.

 — Landlords will be forced to raise rents to offset the measures imposed. Clearly this will hurt tenants.
 — Less, or no, money will be available for repairs, leaving some tenants living in unsuitable 

circumstances.
 — If a  large number of  landlords are forced to sell  their properties, a  large number of  tenants will find 

themselves evicted, and as the rental stock will be diminishing rents will rise. I would need to sell all 
my properties, which will entail evicting fifteen tenants, some of whom have considered it their home 
for fourteen years.

 — Some have said that if landlords sell en masse, then house prices will fall. Whilst this could be 
considered a good thing, who will buy those properties? It is unlikely to be first time buyers, because 
they still need to find a huge deposit for an averagely priced property. It is more likely to be cash rich 
investors and wealthy foreign investors. Therefore, house prices won’t fall by much.

So, the only group that the new measures are likely to help is rich cash investors and/or foreign investors. 
The two groups to which the new measures will cause immeasurable harm are tenants and landlords. I would 
hazard a guess that the majority of landlords are middle aged, Middle England, middle income Conservative 
voters.

Why  would  the  Government  attack  the  very  people  who  would  have  made  a  significant  contribution  to 
ensuring that they were elected in the first place?

2. The new measures will not only affect the wealthiest landlords, as stated. The new measures will not 
affect wealthy landlords who either own their properties outright, free of any loan, and it will not affect large 
corporates who buy property, and arrange loans through a limited company. Statistics show that only one in 
three properties owned by landlords have a mortgage. It depends what the Government means by wealthy 
landlord, but wealth is usually determined by net worth; therefore it will not affect the wealthy landlords, who 
have no loan on their property. The group that it will affect massively is the small landlord who has necessarily 
borrowed at a higher loan to value to purchase the property.

3. Mark Carney is concerned about the level of indebtedness of landlords with buy to let mortgages, and 
their ability to afford them. So the Government proposes to introduce some measures which will ensure that 
those very landlords cannot afford their mortgages, and will have no option but to raise rents (if possible), 
run their business at a loss (clearly unsustainable) or sell their properties (and evict tenants) if possible. If it is 
not possible to sell, their property will repossessed resulting in more indebtedness and/or bankruptcy. Surely, 
it makes no sense to introduce measures that create the one scenario which the Bank of England has major 
concerns about?
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4.  The  Treasury  has  stated  this  measure  will  only  affect  one  in  five  landlords  –  a  pointless  illustration, 
because approximately 80% of rental property is owned by 20% of landlords. Therefore a more meaningful 
illustration would be that 80% of rental property would be affected, and therefore affect a large number of 
tenants.

5. The new measures will move many landlords from being a basic rate tax payer to becoming a higher rate 
tax payer. If an individual is paid the UK average wage of approximately £26,000 per annum, and they have 
property that has a gross rental income of £17,000 per annum, then they will become higher rate tax payers by 
default. Effectively being taxed on turnover will mean that some landlords’ tax liability will exceed their net 
income, after all running costs are calculated. How can that possibly be fair?

6. The measures are discriminatory. Landlords will be the only business sector unable to claim tax relief on 
borrowings wholly and necessarily incurred in purchasing stock. It does not bring parity between home owners 
and landlords. Although home owners do not receive tax relief on the interest they pay, they do not pay Capital 
Gains Tax when they sell – landlords do. Therefore, why has the Government not restricted the amount of CGT 
payable by landlords on sales?

September 2015

Written evidence from Mr P Cromie (FB 57)

I am writing to comment upon the Finance Bill 2015-16, and in particular the part relating to tax relief on 
mortgages for rental properties. I write as a landlord, managing a property business.

1. In most regards, the government wishes landlords to treat their lettings as a business. That being the case, 
it is unfair to remove tax relief. Other businesses are able to offset the costs of finance against their profits. I 
do not believe it is fair that one business type is singled out for exclusion. I urge the Committee to remove this 
from the Bill.

2. The viability of my business depends upon the tax regime in force at the time of making property 
purchases. Such a massive change will have a huge impact upon mine and many other landlords’ businesses. 
There are two likely outcomes: increased rents for tenants (undesirable), or an exit from the business.

3. If the changes are made, I hope that the Committee will consider whether they should only be introduced 
for purchases made after the Bill becomes law, because such changes massively affect the viability of running a 
lettings business, and crucially, property is illiquid. By that I mean it is very difficult for landlords to exit if the 
business is made unfeasible by such changes.

4. I urge the Committee to consider these points carefully, and hopefully, amend the Bill accordingly.

September 2015

Written evidence submitted by Connie Cheuk (FB 58)

1. My background: My name is Connie Cheuk. I am a landlord with 5 properties in West Sussex and 
Hampshire. I am also a full time Secondary School Teacher at Chichester High School for Girls. I have only 
been a Landlord for a year as it has taken me this long to save up in order to do so. My biggest concern is that the 
assessment of impact of the tax proposals on individual Landlords has not been considered thoroughly enough 
and I fear that the ramifications on myself, fellow Landlords and our tenants have not been acknowledged and 
substantiated with real research from relevant parties. Statements from Thinktank Advisors and Property and 
economic experts have also been ignored. 

2. Summary: This submission focuses on the HMRC assessment of the impacts of the measure to ‘restrict 
finance  cost  relief  for  individual  landlords.’  There  is  significant  evidence  that  the  impacts  have  not  been 
considered in any depth and some of the key assumptions made in the HMRC policy document are inaccurate. 
Below are the key assumptions (in italics), followed by evidence which contradicts these assumptions.

3.1 ‘Economic impact: This measure could marginally reduce demand for housing but it is not expected 
to  have  a  significant  impact  on  either  house  prices  or  rent  levels  due  to  the  small  overall  proportion  of  the 
housing market affected and the offsetting impact of wider budget measures. The costing includes a behavioural 
response from the impacted population having relief for finance costs restricted to the basic rate of Income Tax.’

3.2 Evidence which contradicts this statement: 
There is no explanation for the statement that it could marginally reduce demand for housing; it is rather 
demographic factors and household formation rates that determine the demand for housing. It is an 
acknowledged fact that there is a critical housing shortage in the UK and that between 200,000 to 250,000 
new homes need to be built each year to keep up with demand. (The ONS has stated that the UK population 
is projected to increase by 4.3 million from an estimated 63.7 million in mid-2012 to 68.0 million by mid-
2022 and to 73.3 million over the 25 year period to mid-2037.) It is not clear how the measure would reduce 
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this demand. In addition, the statement that only a small proportion of the housing market will be affected is 
incorrect, as will be seen below. There are some arguments suggesting that the lack of supply of housing at the 
moment  is  feeding house price  inflation;  and as many portfolio  landlords’ business models become obsolete 
as  a  result  of  the measure  and  a mass  exodus  of  landlords  from  the market  occurs,  house  price  inflation  is 
likely to be counteracted by this (see Annexe 1 for an example of how the portfolio landlords’ model, based 
on high-gearing – a model that has been sustainable for decades – will be rendered unviable). However, the 
picture is more complicated and also highly regionalised. There is likely to be a glut of empty houses in certain 
areas,  where  there  is  neither  first  time  buyer  interest  and  affordability  nor  the  interest  of  corporations.  The 
logical consequence will be homelessness coupled with empty houses. In such areas, there could be severe 
house price drops. This could lead to negative equity for owner-occupiers as well as landlords in these areas. 
There have also been at least three surveys since the Summer Budget all showing that a majority of landlords 
will increase rents as a direct consequence of the measure, so the impact statement above is also incorrect in 
this regard (according to the survey by the Residential Landlords Association, 65% of landlords will increase 
rents; according to the survey by Rentify, 56% will increase rents; and the National Landlord Association has 
estimated £70 per month will be added to rents). In terms of the behavioural response of those affected, the 
primary affected persons are landlords and tenants. The costings should include the impact of distressed and/
or forced selling up of rental properties and bankruptcies. In addition the concept of the ‘impacted population’ 
needs to be broadened to include other affected parties (see 10.2–10.6 below for a more comprehensive list).

4.1 Impact on individuals, households and families. It is expected that 1 in 5 individual landlords will receive 
less relief as a result of this measure. Administratively this measure will affect individuals (including partners 
in partnerships) with income from residential property that incur finance costs. It is also expected that both the 
one-off and on-going administrative burdens for these individuals will be negligible as the majority will still 
only need to complete one box for finance costs on the self-assessment return and the new tax calculation will 
be automated for those filing online. For those filing a paper return, we expect a tax calculator to be available. 
There will be an additional administrative burden for individuals with rental income from both commercial and 
residential properties as they will need to complete an additional box as a result of the measure.

4.2 The assessment that 20% (1 in 5) of individual landlords will be affected is an underestimate. Estimates 
of the number of private landlords in the UK range from 1.5 million to 2 million and recent research by the 
National Landlords Association suggests 66% of these landlords own mortgaged properties and that an average 
of 28% of their rental income goes on mortgage payments at the moment (set to rise massively if the decision 
is not reversed). A Freedom of Information question has been asked about how many properties (as opposed to 
landlords) would be affected; no answer has yet been received. Perhaps the Government has not yet established 
the actual figures. If this is the case, the decision has been made based on guesswork of properties likely to be 
affected. For the reasons given, I would suggest that the majority of landlords will be affected, as the majority 
rely  on  finance. The  impact will  be  greater  than  this  suggests  however  as  the moot  point  is  the  number  of 
houses and households it will affect, not the number of landlords; the evidence is that portfolio landlords will 
be the most affected, so the number of homes (and tenants) will be huge. To use words such as ‘negligible’ 
and mention  administrative  burdens  is  an  irrelevance  for  landlords  facing  financial  ruin  and  tenants  facing 
displacement and possible homelessness as a consequence of the measure.

5.1 The measure is not expected to impact on family formation, stability or breakdown. Equalities impacts: 
It is likely that this measure will impact on those with above average incomes. It is not anticipated that the 
measure will adversely impact on any particular protected characteristic group.

5.2  The  measure  will  redefine  many  lower-rate  tax  payers  as  higher-rate  tax  payers  through  no  longer 
allowing landlords to offset the finance costs of their business. For landlords running a business, the term ‘tax 
relief’ is a misnomer. This is based on comparing landlords who rent out property to tenants, providing them 
with an essential service, with owner-occupiers who simply reside in their own home. As many thousands 
of homes will have to be sold because of the measure, there will be massive social impacts, including on 
family formation, stability and breakdown. It will impact on the majority of landlords and not on a few wealthy 
landlords. Indeed the wealthiest landlords, who own their houses outright and are not reliant on finance, will be 
unaffected. Evidence of this is in the separate submission to the Public Committee of case studies. It will also 
have severe impacts on tenants who are given their notice and/or evicted; likely to include some of the poorest 
people in the UK. 

6.1 There are no other expected impacts on the equality of groups sharing protected characteristics.

6.2 It will not impact on groups on the grounds of gender, race, age etc. It is likely, however, to impact 
on many of the poorer members of society, who rent and are not in a position to buy. They will be adversely 
affected by increased rents, which will lead to a deterioration in their standard of living (adding to the 
effects of the cuts in tax credits and counteracting the effects of the ‘living wage’), and arrears, evictions and 
homelessness will be inevitable.

7.1 Impact on business including civil society organisations. The impact on individuals is explained above. 
There is no additional impact on business.

7.2 On the contrary, many businesses are likely to suffer, including letting and management agencies, 
plumbers  and  electricians who do work  specifically  related  to  industry  compliance  (such  as  issuing  gas  and 
electrical  safety  certificates).  The  knock-on  effects  for  the  wider  economy  are  not  yet  known.  Suppliers  of 
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furniture, decorating suppliers, carpet  suppliers and fitters, DIY stores and so on will all be hit,  as  furnished 
rented housing has to be more regularly maintained than owner-occupied homes.

8.1 This measure is expected to have no impact on civil society organisations.

8.2  Organisations such as local councils, charities such as Shelter and Crisis, will all find a massive increase 
in demand for housing services. Councils will face increased Bed and Breakfast bills, as tenants in certain areas 
are evicted and no homes are available for them to rent.

9.1 Operational impact (£m) (HM Revenue and Customs (HMRC) or other). The additional costs for HMRC 
for implementing this change are estimated to be in the region of £420,000 for the IT changes and £150,000 
for customer information and support. Compliance will be carried out in accordance with HMRC’s compliance 
strategy, with an indicative cost of around £500,000 – £1 million for resource, training and guidance.

9.2 These operational costs will be avoided if the measure is scrapped.

10.1  Other impacts: Other impacts have been considered and none have been identified. 

10.2 Landlords.
Some landlords will incorporate their businesses. This will do nothing to improve rented housing, and will be 
very expensive because of costs such as CGT and SDLT and other fees; it will mean these landlords have less 
money to invest in repairs, improvements and property development. For some, incorporation will not be an 
option as it is such an expensive procedure (which does nothing for landlords or tenants). So, housing stock 
will suffer in terms of quality and quantity. Landlords who have understood the measure have been stunned by 
it and have lost trust in the Government as a consequence. Many, who could afford to incorporate will therefore 
not do so as there is now no guarantee that limited companies won’t be targeted next to no longer be allowed 
to offset the costs of their businesses (indeed this notion has previously been mooted by the Chancellor). Many 
will exit the market via selling and/or bankruptcy. Large-scale bankruptcies will unsettle the economy. This 
may mean some currently tenanted houses end up in the hands of owner-occupiers. Where will the dispossessed 
tenants live? Some portfolio landlords will emigrate. This is the only option for large landlords facing certain 
bankruptcy. For example, for a landlord who currently pays out £500,000 in mortgage interest each year, it 
would be worth emigrating as then no CGT will be payable. This is a drastic yet highly cost-effective alternative 
to bankruptcy. It will lead to unspecified lost revenue for the Government. 

10.3 Tenants.
HMRC’s impact assessment assumes no effect for tenants; in fact, tenants are almost invisible in the impact 
assessment. This is an incredibly regrettable oversight. Initial surveys on landlord intentions (see above) show 
that one of the first remedies landlords will use will be to increase rents. This will result in lower standards of 
living for renters, arrears, court cases and evictions. Tenants will also be given their notice because landlords 
will want to have vacant possession to prepare their houses for sale. An increase in homelessness is an inevitable 
consequence. If the Government objective of increasing the rates of owner-occupiers is successful this merely 
means that tenants not in a position to buy – the unemployed, the low-paid and so on – will lose their homes. 
A redistribution of current homes adds nothing to the housing stock. The housing crisis needs to be addressed 
holistically and in a way that also protects the most vulnerable in society, who will disproportionately be 
tenants. David Gauke MP in response to a Parliamentary question stated that Private Rented Housing “supports 
the economy through improved labour market flexibility.”

10.4 The construction industry.
Private landlords often purchase new builds, which helps to make developments viable for house-builders. As 
mortgage interest will now be effectively transformed into ‘profit’ to be taxed (when it is clearly an outgoing), 
private  landlords dependent on finance are unlikely  to purchase new builds. This will  slow down  the  rate of 
new house building. It is important to realise the importance of private landlords to investment in new builds; 
57% of new builds between 1986 and 2012 were for private rented housing. The larger house builders are not in 
a position to take on the mammoth task of building that is needed. Bovis, for example, has a target of building 
6,000 new houses a year. This will not put much of a dent in the 200,000 – 250,000 new houses needed each 
year. The Government needs to incentivise private landlords to build new homes and also to renovate old ones 
(something landlords have considerable expertise in), rather than drive private landlords out of business.

10.5 The BTL mortgage industry.
Mortgage companies will lose business. There will also be bad debts as highly-geared landlords forced to sell 
may not have sufficient funds to repay the mortgage debt (or CGT). BTL mortgages already in progress will be 
aborted once the measure is fully understood.

10.6 Owner-occupiers or potential owner-occupiers:
No new housing will appear as a result of the decision. There will also be an obstacle for second time buyers 
who wish to purchase a new build as private landlords dependent on finance will not purchase these ‘movers’’ 
homes. It is of course possible that some potential owner-occupiers may get a foot on the ladder as more houses 
are freed up. The policy does not however miraculously furnish these potential buyers with large enough 
deposits and/or the increasingly strict credentials demanded by mortgage lenders. For some existing owner-
occupiers, in areas where landlords sell up, the drop in the local market may lead to an increase in negative 
equity.
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11. Conclusion: 
The impacts suggested by HMRC are therefore speculative and unfounded. Whole groups who will be 
adversely affected, such as tenants, have been ignored in the statement. False assumptions about landlords not 
increasing rents, for example, have been contradicted by subsequent surveys and, are indeed, counter-intuitive 
and illogical. Most importantly, the philosophical premises on which the proposal is based are erroneous and 
ill-thought out. I urge the Public Committee to take on board these observations and do their utmost to have this 
dangerous policy reversed.

Annex 1

ExamPlE 1: 
Stephen & Doris are married and together run a sizeable buy-to-let property business.  

Properties have been acquired over a period on nearly three decades and have always been purchased in their 
own names as opposed to a company based on advice from their accountants. Below is a comparison of their 
tax bills under the current tax system and under the proposed system:

2016/17 Tax year 2020/21 Tax year
Rental income £600,000 £600,000
Expenses £200,000 £200,000
Mortgage interest £350,000 £0
Net rental profit  £50,000 £400,000
Personal allowances £22,000 £0
Taxable income £28,000 £400,000
Basic rate tax (x2)  £5,600 £17,200
40% tax £0 £85,600
45% tax £0 £45,000
Less new 20% tax relief N/A £70,000
Net tax liability £5,600 £77,800
Tax increase £0 £72,200
Effective tax rate on “real profit”  11.2% 155.6%

Although Stephen and Doris spend 80 hours a week between them to run the business, their cash return is 
modest; that is because they have ploughed most of their returns into building and maintaining their properties 
and have taken risks to allow them to grow their business. They are a prudent couple and fixed their  interest 
rates for 10 years earlier in 2015.

The reality they face is that their current business model becomes unsustainable.

They are tied into long term fixed rate mortgages with high redemption penalties.

Moving their portfolio into a company structure is not feasible after considering early repayment charges on 
their mortgages, SDLT, CGT, valuation fees, legal fees and lenders/brokers fees.

August 2015

Written evidence submitted by Andrew Wilmot (FB 59)

We strongly oppose the introduction of the above for the following reasons: 

1. Background – my wife and I are in our mid 50’s and have spent the past 26 years building up a buy to let 
rental portfolio which  is our pension. We have significant borrowings which up until  the proposals we could 
comfortably afford. 

2. However if the provisions of the Bill are introduced on current very low interest rates our income will fall 
dramatically (poss 75%) and as and when interest rates rise our income will become negative due to paying the 
additional tax. 

3. We consider the provisions to be fundamentally unfair because of the way it hurts existing (as opposed to 
future) borrowers such as ourselves so badly:

 — “The rug is being pulled from under our feet” as the provisions effectively have retrospective effect 
– because the loans we have put into place have taken years to build up – under the current proposals 
these  loans will  cause  us  serious financial  problems  as we will  effectively  be  taxed  on  them –  had 
we known when we took them out we would not have done so – but we never thought that any 
Government would introduce anything so manifestly unfair.
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 — As interest rates rise the taxes we will pay almost certainly will result in our income becoming 
substantially negative – our tax rate will exceed 100%.

 — The provisions are effectively a tax on turnover as opposed to on profits – this goes against the basic 
principles of taxation and makes Hollande’s 75% tax rate look positively generous by comparison.

 — There was nothing to prevent first time buyers buying rental properties and getting the interest relief 
as a first rung on the ladder so they weren’t being discriminated against – their biggest problem was 
getting high LTV loans arising from stricter lending criteria due to Government intervention.

 — Future borrowers could buy in a company name – that option is not open to us without forcing us to 
sell everything we have built up over the years.

4. Likely other effects of the provisions:

 — As the provisions start to take effect (esp in 3-5 years time) lenders will be far less likely to lend to 
landlords such as us because of our worsening income tax position and could even pull the plug on 
loans which would result in our being forced sellers possibly in a falling market ie at exactly the 
wrong time – this could also trigger a housing crash esp when combined with rising interest rates – I 
anticipate this may well happen in 5 years time.

 — Some lenders who specialise in this business will exit this business either by choice or by going under; 
 — We like other landlords will try to exit the market – we have already stopped buying and will be forced 

to sell our existing stock – this is akin to a compulsory purchase order by the Government.
 — The supply of rental properties will fall dramatically due to landlords selling.
 — For those properties remaining we will increase rents to offset the increased taxes in order to survive.
 — Tenants on low rents will no longer be able to find accommodation due to increased rents and lack of 

supply and then it will fall upon the Government/taxpayer to house them – this will prove costly if bed 
and breakfast housing due to lack of supply.

 — The quality of rental accommodation will fall dramatically as there will be no incentive nor 
financial capability to renovate or maintain the existing supply – the consequences will be increased 
unemployment for all those involved in the property business eg plumbers, electricians, decorators, 
carpenters, mortgage brokers etc. It will particularly hit lower income earners such as tradespeople.

 — It  is  difficult  to  borrow  reasonable  levels  of  funding  via  a  company,  the  products  available  are  far 
less than to individuals and the rates are higher due to the additional risk – also that tax treatment of 
companies holding rental properties for the long term is not as favourable as in personal names – so 
that is an unattractive option for those thinking about entering the rental market.

 — In a nutshell this will go a long way to destroying the private rental market, causing unemployment, 
forcing landlords to leave the country which could split up families and for those landlords remaining 
a significant number will go under. The Government will lose out much tax revenues as a result and 
will throw a much greater burden on the Government to provide accommodation which previously 
was provided by the private sector – a VERY RETROGRADE STEP.

5. Recommendations

 — If the Government wishes to introduce such provisions then as a starting point it should not have 
retrospective effect ie it should for example only apply to new properties purchased and additional 
loans taken out – not to existing loans so that for those landlords such as ourselves we are not 
financially crippled by the rug being pulled from under us.

 — The method of taxation should not result in the effective tax rate being in excess of 100%.
 — Automatic CGT roll-over relief for properties to be transferred to a company – but lenders don’t offer 

favourable terms to landlords holding in companies.
 — Discounted CGT – say 20% as opposed to 28% for private landlords forced to sell their portfolio to 

reduce existing debt esp as homeowners pay no CGT on sales and the Government wants to treat them 
equally.

September 2015

Written evidence submitted by Mrs Hasmita Reardon (FB 60)

rEvErsE thE PlannEd tax rEliEf rEstriction on ‘individual’ landlords

I am a landlord and have invited to have my say on the planned tax relief restriction to ‘individual’ landlords. 

I have been a landlord for the past 18 years and own over 100 properties and run it purely as a business, it 
is completely run legally, I follow the heavy legislation imposed on the landlords by the government, pay my 
taxes, NI and other expenses same as any other business.
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My properties are all in the Swale area of Sittingbourne Kent. if this bill is passed than my business will not 
survive and unfortunately I will need to sell and this will result in a high number of tenants homeless. It will up 
to the local authority to re-home them. 

Swale is the 2nd most deprived area after Thanet, and as I am a social landlord, selling my portfolio will have 
a massive impact on this area and my business because:

1. I work very closely with the local authority, and offer temporary accommodation with support to the 
homeless who suffered from drug abuse, alcohol, self-harming, domestic abuse, mental health, bio-polar, 
human trafficking, the list is endless. 

2. I have a charity called New Leaf Support who helps with accommodation to victims of domestic abuse. 
This is one of my properties which I will have to sell, on the other hand the government has ploughed millions 
of pounds in trying to help abused people. 

3.  I also rent my properties to the people on benefits, which some landlord refuse to help.

4. We haven’t been given long enough to sort out the business. 

5. Most of my income will used to pay the tax.

6.  We  do  not  have more  benefits  than  the  residential  properties,  as  residential  properties  do  not  have  to 
follow the same legislation as a landlord.

7. Residential Properties can sell their properties tax free, a landlord has to pay capital gains tax.

8. Landlords provide a service to its tenants.

9. Why is it just the landlords who provide a service going to be taxed on their turnover, and not any other 
business?

10. The government are not planning to build any more affordable housing, if landlords decrease their 
portfolios than there is going to shortage of housing, I don’t necessarily think there will lots of properties for 
first time buyers, as overseas companies are buying them up, selling them on to people from own country and 
will rent the properties at a high rental yield.

11.  If the homeless figure increases than the government will be paying out more on housing benefit, other 
benefit and more temporary housing. 

12. My business will cease, and this will cause un-employment to my staff and other tradesmen I use. 

13.  I had plans to build 10 more affordable housing for young people and for people on benefits, I won’t be 
going ahead with this just to pay it in tax. 

14. Over the next 5 years I will have to evict at least 75% of my tenants. 

15. The tax restriction is a very unfair proposal.

16. Some of the tenants I rent to don’t even have enough money to buy their food, let along be able to 
purchase a property. 

17. The rents will increase as landlords sell, the demand increases, and tax factor will have to be added onto 
the rents.

18. Some housing will deteriorate as landlords won’t have enough money left after paying the mortgage and 
the tax to maintain their properties for the tenants, and the rouge landlords will return and corner the market for 
the vulnerable tenants. 

19.  The government has spent many years putting  in heavy  legislation  in place  to flush out bad  landlords. 
Now giving them a good chance to return.

20. If I want to keep my properties than I have been forced to pay a huge amount of tax, sell or place them in 
a limited company which will be costly and I would have to pay stamp duty, fees, solicitors costs all over again 
for the same property which was providing a family with a home. 

21. There isn’t even enough information provided for landlords to help organise their business. 

22. The mortgage payment is an expense not an income. 

23. The landlord is actually helping the country by providing homes which the government are not, so why 
punish them? 

24. Anyone providing a service to a member of the public, pay taxes on their income and belong to a 
recognised body should classed as a business. 

25. We now 20,000 refugees entering the country and it is expected of landlords to provide housing for 
them? 

26. Properties are vat exempt so any materials and labour cost is lost, unlike other businesses who are 
allowed claim back the vat, result more tax the landlord pays. 
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I realise that the government need to decrease the country’s debt, and landlords happen to be first port of call. 
However I think they really want discourage people from buying properties, allow more to people and cool the 
housing market than they should set other restrictions such as:

1. Anyone over a certain amount of properties would be effected by the tax relief.

2. Any new buy to let or second properties from a certain date would be effected. 

3. Any landlord with a certain number of properties is classed as business therefore treated like one. 

4. If the landlord can prove it is their main income they should get full tax relief same as other businesses. 

5. If the tax restriction has to be put into place than at least give the landlord more than 1 year to sort out 
their portfolio which has taken years to build up. Increase of 25% a year is still lot. 

6. The government hopefully has a robust plan so there is no further homelessness as a result of this tax 
restriction. 

We are good decent landlords who care about the tenants, and quite often become social workers. A lot of 
our tenants have been renting from us for 18 years, and some are now old people. We also rent affordable 
properties to young couple, single mums and people with special needs. Although I own smaller portfolio than 
most landlords, we make a lot of difference to many lives in a positive way within the community. 

The government many get lots of money in tax to pay off their debts however it does need to be strongly 
emphasised that there tenants with low income who can’t buy properties of their own because of debt problems, 
bad credit, low income etc that are going to be most affected and are real people with real problems. 

I trust you will pass on my letter to the correct department for their comments. 

September 2015

Written evidence submitted by Mr Colin Miller, landlord (FB 61)

1. introduction

1.1 My background is that I have been renting out properties for more than 10 years. I have a portfolio of 19 
properties.

1.2  The proposal to restrict finance cost relief for individual landlords will result in an effective tax rate on 
my  rental  profits  of  an  astonishing 85%. With  a modest  increase  in  interest  rates, my  effective  tax  rate will 
exceed 100% (ie. tax paid on my rental income will exceed the actual profit I make).

2. PurPosE of suBmission

2.1 This submission is intended to provide MPs with a summary of the comments made by landlord 
associations, the Council of Mortgage Lenders, the media and other key stakeholders with regard to this 
proposal.

3. thE national landlords association

3.1 Richard Lambert, the NLA Chief Executive said:

“The majority of landlords put their faith in the Conservative Party in May believing the Tories had 
a better understanding of private renting than the other parties. So when the Chancellor announced 
restrictions on the tax relief on buy-to-let mortgages, it came as a shock, with many feeling betrayed.”

3.2  The Government claims  the changes will  create a more “level playing field”  for  those buying a home 
to live in and those buying to let. However, the overlap where a landlord and a first time buyer are going for 
the same homes is minimal. They are looking for different things. For example, no first time buyer would be 
interested in – or be able to afford – the kind of multi-unit shared house which a landlord would see as a stellar 
investment.

The “level playing field” is a sharp piece of political rhetoric, but it’s not founded on facts and means that the 
Treasury can continue to pick and choose when it treats landlords as businesses and when as investors. 

3.3 Contrary to popular assumptions, buy-to-let doesn’t offer lucrative returns. On average, rental yields 
stay below six per cent, which is why these changes will have massive implications, especially for the 136,000 
who will be pushed into the higher tax bracket when their rents are added to their other income, so that they are 
effectively taxed on their turnover rather than profit.

3.4 Landlords are already doing the maths and considering their options. Some will set up limited companies, 
others will look to sell. No doubt the Chancellor expected that, but I doubt he realised the number of people 
who will find themselves losing their child benefit as well as most or all of their profits, or the impact on those 
who have built up property portfolios to replace collapsed pensions.
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3.5  Landlords should not be punished for running a business or making profits. With social housing in long-
term decline and mortgages still out of reach for many, the private rented sector plays an invaluable role in 
housing the growing population”. 

http://www.cityam.com/225185/buy-let-tax-change-why-business-friendly-george-osborne-punishing-
landlords-and-renting

3.6 9 out of 10 private landlords do not hold their properties in the form of a limited company.

3.7 The Chancellor’s Summer Budget may push more than 136,000 of private landlords with modest 
incomes into a higher Income Tax. 

https://nlauk.wordpress.com/2015/09/24/we-will-fight-them-on-the-beaches-addressing-the-unforeseen-
consequences-of-the-budget/

3.8 The NLA estimates that in 2020, the year that transitional protections end, the cost to landlords will be 
in the region of £858 million. It believes that the removal of almost £900 million from the PRS will endanger 
the viability of a great many landlords, reduce investment in both housing supply and maintenance while also 
increasing the likelihood of substantial rent increases as landlords seek to maintain their margins.

3.9 NLA estimates that around 106,000 properties would be released to the market (sold) as a result of the 
proposed tax change.

http://www.landlords.org.uk/sites/default/files/Finance%20Bill%202015-16%20-%20Briefing%20-%20
August%202015.pdf

4. rEsidEntial landlords association

4.1 The RLA has said:

Landlords paying the basic rate might feel they will be unaffected by the change; however, because tax will 
be applied  to  turnover,  rather  than profit, many are  likely  to find  themselves pushed  into  the higher  rates of 
income tax, despite their income not having increased. Over 60 per cent of private sector landlords face this 
prospect.

4.2 “With almost 90 per cent of landlords being individuals renting out just a handful of properties each, it is 
only by supporting this group that we will boost the supply of homes to rent. The Budget announcements risk 
undermining the potential for growth.

Even at this late stage we are calling on the government to pause and provide more time to assess the impact 
on the market.”

https://www.lettingagenttoday.co.uk/breaking-news/2015/9/buy-to-let-reforms-will-push-most-landlords-
into-high-rate-tax

4.3 The RLA policy director, David Smith, said:

“The findings of our survey are deeply concerning. Many landlords currently paying the basic rate of 
income tax face the prospect of a nasty surprise when they meet with their accountants.

Having felt that they were not affected by the Budget measures many will seriously consider whether 
it is worth continuing in the market when faced with this tax bombshell. It cannot be right that many 
landlords face seeing their income tax increase without an increase in their income.

All the evidence shows that we need more, not less, rented housing. With almost ninety per cent of 
landlords being individuals renting out just a handful of properties each, it is only by supporting this 
group that we will boost the supply of homes to rent. The Budget announcements risk undermining 
the potential for growth”.

4.4 Alan Ward, RLA Chairman, said:

“Based on our knowledge and experience of the private rented sector (PRS), the proposals will:

Lead to upward pressures on rents, particularly in areas of most demand for private rented properties.

Dissuade landlords from investing in purchasing properties to let which in turn will exacerbate 
difficulties for tenants in finding properties to rent.

Lead to significantly reduced investment in repair, renovation, and improvements to rental properties 
causing lower standards. As a result there will be less economic activity which in turn will adversely 
affect receipts for the Treasury.

The Government continues to peddle the line that letting out residential property is a passive 
investment, while piling on new regulations and responsibilities like immigration checks, minimum 
energy efficiency standards and licensing. It is a false comparison. The letting of residential property 
needs to be recognised as the trading business it is and be allowed to offset legitimate business costs, 
including mortgage interest.
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Equally bogus is the comparison with homeowners. As the Institute for Fiscal Studies has 
demonstrated, buy-to-let landlords are already taxed more heavily than homeowners. Unlike 
homeowners, landlords pay income tax on rental profits and capital gains tax when a property is sold. 
If the Government is going to make these sort of comparisons they should be honest and fair.

We are disappointed that the UK Government seems to have failed to understand the damaging affect 
this  could have on  the PRS across  the UK. Recent  surveys  confirm  that  over  half  of  landlords  are 
considering raising rents as a result of this policy, while others are considering selling properties, 
leaving tenants homeless. The supply of private rented housing will shrink, forcing rents up further 
and leave already-struggling local authorities unable to cope with housing demand.”

5. scottish association of landlords

5.1 The Scottish Association of Landlords Chief Executive, John Blackwood, agrees:

“The Government has failed to do its homework. It is clear that these changes will affect many more 
landlords than suggested, and more importantly, many more properties and therefore tenants. By 
taxing gross profit many small  landlords will be pulled  into a higher  tax bracket and others will be 
forced to pay tax on a trading loss.”

http://news.rla.org.uk/landlords-face-tax-bombshell/

6. council of mortgagE lEndErs

6.1 The Council of Mortgage Lenders is warning the Government not to interfere with the buy-to-let sector 
in such a way that it leads to “cumulative, unintended and damaging consequences.”

6.2 In a lengthy and detailed research document the CML says that over the last 15 years buy-to-let has 
made an important contribution to the expansion of the private rented sector and in “helping to reverse many 
decades of decline.” 

6.3 But it says that at the moment there is uncertainty over the impact of proposals concerning tax, regulation 
and mortgage availability for the private rented sector, adding:

“Lenders do, of course, accept that regulatory authorities must have the right tools to address any 
macro-prudential risks. But we urge the government and other authorities to consider the effects of 
uncertainty on the market and, in particular, the potential for a series of reforms to have cumulative, 
unintended and perhaps damaging consequences.”

6.4 Regarding the proposed tax relief restriction, the CML says: 

“The measures are likely to deter some landlords from expanding their portfolios, and may encourage 
others to reduce their property holdings. They could also lead landlords to seek to increase rents to 
cover some of their additional tax liabilities. Overall, the extent to which the measures may discourage 
future growth of buy to let and the private rented sector is unclear.”

https://www.lettingagenttoday.co.uk/breaking-news/2015/9/mortgage-chiefs-warns-against-lending-
restrictions-damaging-buy-to-let

6.5 The CML pointed out that while buy-to-let has boomed in recent years it still far lags its historic high in 
2006 and 2007.

6.6 It also pointed out that while total, outstanding buy-to-let mortgages were breaking new records, landlord 
lending as a proportion of total residential lending was relatively static.

http://www.telegraph.co.uk/finance/personalfinance/investing/buy-to-let/11881850/New-buy-to-let-tax-now-
the-banks-warn-against-it.html?fb_ref=Default

7. thE tElEgraPh’s covEragE of thE issuE

7.1 The Telegraph has launched a campaign to “Axe the Buy to Let Tax Grab”.

Below are extracts from various articles from their Personal Finance journalist Richard Dyson:

7.2 The Government is coming under increasing pressure to reverse draconian new taxes applying to buy-to-
let investors, announced in the July 8 Summer Budget.

7.3 Landlords argue that not only will the change force them to evict tenants and sell properties en masse, but 
that it will also prevent the building and development of new homes – hindering the Government’s objective to 
increase housing supply.

7.4 The proposed tax change will only hit those landlords with mortgages. Many landlords have calculated 
that they will have to pay more than 100pc of their profits in tax when the change is fully implemented.

7.5 Torquay landlord Graham Chilvers owns 75 properties. None of them, he says, could have been bought 
by first-time buyers – because in every case he either built or restored them himself. Under the Government’s 
proposed  tax  changes,  the financing of  such projects would no  longer  stack up, he  said. Potential properties 
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would remain derelict or would have to be developed by large commercial companies who are not impacted by 
the proposed new tax.

“The  Government  justifies  its  attack  on  buy-to-let  by  saying  landlords  have  an  unfair  advantage 
over people wanting to buy their own homes,” Mr Chilvers said. “But no homebuyer was competing 
with me on any of these properties. Not only will this tax prevent me from undertaking further 
development, but it poses real risks to my business just at a time that interest rates could rise,” said 
Mr Chilvers.

7.6 Cathy Colston, a retired Boots executive who became a full-time landlord in 2010, owns around 20 
properties in the western centres of Bath, Cardiff and Bristol.

“The real problem preventing people from buying their own homes is the lack of mortgage finance. 
The Government’s argument  that  this  tax change will make a  level playing field between  investors 
and ordinary homebuyers is flawed.”

7.7  Richard Dyson, finance journalist comments on the issues:

‘You can hate landlords and lament the rise of buy-to-let as a favoured investment of the middle 
classes. But even if you do, you must surely also condemn the action of a Chancellor who, out of 
nowhere, has announced the destruction of this asset class for all except the very rich.

The mega-wealthy speculators who buy up strings of London apartments to rent them out will not be 
halted by Mr Osborne’s tax.

They will not even be touched by it. They will not pay a penny more to HMRC.

On the contrary, it is the parents who decide to buy a property for their child at university who will be 
hit; as will the newly married couple who decide to keep one of their two properties as an investment; 
as will the families who inherit a property on the death of a parent and decide to keep and let it.

But it will soon be untenable. It won’t be among their investment choices. Mr Osborne has killed it.

This tax change, which was called for by cynical politicians and commentators hoping to strike a 
populist tone, sets a new benchmark of absurdity in Britain’s already ludicrously complex tax regime.

We now have a tax that is applied at a rate of more than 100pc on investors’ returns. We now have 
people paying tax on zero income. We now have a tax regime that appears not to be able to distinguish 
between revenue and profit.

It is a tax from Alice in Wonderland, a truly bonkers tax, a tax you’d laugh at – if it were being 
applied in a Third World country by a lunatic dictator.”

http://www.telegraph.co.uk/finance/personalfinance/investing/buy-to-let/11816733/Alice-in-Wonderland-
buy-to-let-tax-sets-a-new-benchmark-in-absurdity.html

http://www.telegraph.co.uk/finance/personalfinance/investing/buy-to-let/11816726/Buy-to-let-tax-My-five-
properties-were-my-pension-now-my-tax-bill-will-jump-38pc.html

7.8 In another article, Dyson said:

“Hundreds of thousands of landlords and their accountants are digesting the impact of George 
Osborne’s shock tax change.

The change was unexpected, and the new regime is highly complex, so investors and their tax 
advisers are only now fully grasping its effects. Many investors remain unaware of the change, or 
underestimate its severity.

All higher-rate taxpayers who own buy-to-let properties on which there is a large mortgage will pay 
substantially more tax. Some current basic-rate taxpayers will also be hit, because the change will 
push them into the higher-rate tax bracket. Those who are worst affected will see a degree of tax that 
pushes them into loss, making their investment financially unviable and forcing them to increase rents 
sharply – or sell.

What is also becoming clear is that worst hit will be those modest, middle-class savers who have 
prudently chosen to invest in buy-to-let, often alongside pensions and ISAs, as a means to supplement 
their income... [the]very wealthy landlords who do not need mortgages are untouched.”

http://www.telegraph.co.uk/finance/personalfinance/investing/buy-to-let/11816720/Death-of-buy-to-let-
landlords-wake-up-to-Osbornes-150pc-tax.html

8. thE guardian’s covEragE of thE issuE

8.1 Patrick Collinson of the Guardian has also written an article about rents in the private rented sector 
increasing as a result of the proposed tax change.
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8.2 Fergus Wilson, Britain’s most controversial buy-to-let landlord, is increasing rents across his 900 houses 
in Kent by up to 33% and filling his properties with eastern European migrants – while at the same time saying 
that Britain is heading for a “housing disaster”.

8.3 When asked why he has to increase rents, he says landlords have no choice in response to budget tax 
changes that will slash the amount of tax that can be offset against mortgage interest paid. “Many landlords are 
saying they simply will have to charge more rent. It is the distinct shortage of houses that is fuelling the rent 
increases. If the government wish to control rents, it must supply more houses, and quickly.”

http://www.theguardian.com/money/2015/sep/12/fergus-wilson-rent-rise-property-kent-maidstone? 
CMP=share_btn_fb

9. othEr stakEholdErs

9.1  One in five landlords are forecast to be out of business within the next two years, according to the annual 
Landlord Report from legal firm Access Legal.

9.2 Landlords are losing billions every year, the study suggests, as rent arrears, damages and repairs are 
costing close to £10bn annually.

9.3 Almost half of landlords surveyed had experience of tenants not paying rent, and unpaid rent costs some 
£900m a year. But damages and repairs are the biggest cost, as each costs landlords some £4.5bn a year.

http://www.cityam.com/225169/buy-let-boom-coming-end-one-five-landlords-going-out-business-hit-hard-
tax-break-cuts

9.4 Jon Sparkes, Chief Executive of Crisis said: “Homelessness rose by 5% between April and June 
compared to the same time last year. Nearly a third of these people became homeless following the ending of a 
private tenancy.

9.5 Gavin Smart, deputy chief executive of the Chartered Institute of Housing, said:

“The end of a private tenancy continues to be most common reason for homelessness”.

9.6 As landlords sell up or have properties repossessed as a result of the tax change, it is likely that 
homelessness will increase.

http://www.24dash.com/news/housing/2015-09-24-5-rise-in-homelessness-reveals-desperate-state-of-private-
renting-sector

9.7 A Mortgage Strategy poll of 192 mortgage professionals shows 58 per cent believe George Osborne 
should scrap plans to limit the tax relief landlords can claim on property finance.

http://www.mortgagestrategy.co.uk/news-and-features/sectors/buy-to-let/buy-to-let-news/most-brokers-want-
osborne-to-scrap-unfair-btl-tax-relief-cut/2023662.article

9.8 44 percent of UK landlords plan to increase the rent they charge to offset the losses incurred from tax 
changes announced at the Summer Budget, according to a survey by accommodation website EasyRoommate.

9.9  Karim  Goudiaby,  EasyRoommate’s  Chief  Executive  Officer,  said:  “I  believe  that  the  buy-to-let  tax 
changes will make investments a less appealing proposition for landlords and discourage investors. This 
increase in tax will drive landlords to recoup their losses, and what a better way of doing that other than by 
increasing rent.”

9.10 He also fears that the reforms “could drive some landlords out of the property market given it will no 
longer  be  the  profitable  business  it  once was. Many  landlords may now  see fit  to  sell  their  property  for  let, 
resulting in tenants evicted from their rented accommodation.”

http://www.lowtax.net/news/Impact-Of-UK-Landlord-Tax-Changes-Revealed-69173.html?utm_
campaign=shareaholic&utm_medium=facebook&utm_source=socialnetwork

9.11 The Chief Executive of Zoopla has thrown his weight behind opposition to the measure:

9.12 Alex Chesterman, in a question and answer session with readers of Letting Agent Today and Estate 
Agent Today, says the proposals announced by Chancellor George Osborne in July’s budget are “troubling.”

“The recent changes to tax breaks available to private landlords are not well thought out in my view 
and could have a negative effect on both the number of properties available in the private rented 
sector .... and on the rents that need to be charged to achieve the desired return on investment”

https://www.lettingagenttoday.co.uk/breaking-news/2015/9/zoopla-chief-joins-campaign-against-buy-to-let-
tax-changes

9.13  A firm of specialist solicitors claims that one in five landlords say they will be “out of business due to 
government tax break cuts” announced in the Budget by Chancellor George Osborne. 
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10. conclusion

10.1  Based on the above evidence, I urge that the proposal be scrapped or modified to reduce its impact on 
individual landlords and the private rented sector. 

September 2015

Written evidence submitted by Tony Hardacre (FB 62)

THE QUANTITATIVE EFFECTS OF THE GOVERNMENT PROPOSALS FOR TAXATION OF THE 
PRIVATE RENTED SECTOR

summary

This  paper  highlights  the  financial  impact  of  the  proposed  changes  in  tax  treatment  of mortgage  costs  in 
the private rented sector. It presents outline information, looks at the way the market might respond to the 
changes and how that would affect both landlords and tenants. Although it is not a comprehensive analysis of 
the complex market parameters,  it  seeks  to draw out  the very  significant negative  impact on  the market  that 
will result from the proposed changes. These will affect vulnerable tenants and have the effect of seriously 
impacting on the size of the private rented sector, now and in the future. The analysis relies upon summary 
numerical data and other information provided in recent correspondence with the Financial Secretary to the 
Treasury, in addition to detailed data from the DCLG Private Landlord Survey 2010. 

thE author 
The author is a portfolio landlord of twenty years standing, based in Somerset. He is a science graduate with 

a professional analytical background. He is an entrepreneur and has also been an active committee member of 
the  local branch of  the National Landlords Association. In addition he was a founding member of an official 
panel advising four local authorities in the west country on housing matters, as well as participating in other 
council advisory bodies. 

Analysis
1. A previous strategic review paper entitled ‘The Private Rented Sector and the Housing Market’ by the 

present author was circulated in August 2015. The current paper builds upon the issues set out in that paper and 
explores the quantitative results of the proposed Government changes in taxation of private landlords.

2. At the outset, it has to be stated that the Government budget proposals in this area were announced 
without having conducted a prior consultation. In such a situation there is a considerable risk that the proposed 
measures will be non-optimal and may actually cause harm. With any new legislation, there is always the risk 
that unexpected consequences will occur and this risk is much enhanced if prior consultation is not undertaken.

3. The effects of the new proposals will be felt by individual landlords, the private rented sector (PRS) 
as a whole and by  tenants. Each area will be examined  in  turn. The figures  from the Financial Secretary are 
considered in conjunction with data from the DCLG Private Landlord Survey 2010. Comments have also been 
recorded from a senior housing officer representing a major urban area.

The Effect upon Landlords 
4. The Financial Secretary to the Treasury has stated in a recent letter to Jacob Rees-Mogg MP, copied to the 

author:

(a) ‘the Government wants a fair system in that landlords with the largest incomes no longer receive the 
the most generous tax treatment’. This refers to the tax relief on mortgage costs at 40% or 45%, which 
would in future be restricted to basic rate relief.

(b) He goes on to say that ‘landlords will continue to get full relief on costs incurred in letting out a 
property, as others do on costs they incur in carrying out a trade’.

5. These statements are inconsistent in that the second statement strongly appears to acknowledge the point 
that hitherto seems to have eluded the Treasury, that landlords are in business, conducting a trade. Given that 
point, it is therefore a breach of principle to disallow some of the costs of conducting the said trade (namely 
mortgage costs), dependent merely upon the income tax status of the owner of that trade.

6. However one of the most damaging aspects of the proposed measures arises from the method employed to 
extract the increased tax contribution from the ‘richer’ landlords, namely by means of tax credits. This method 
has  the  effect  of  defining  the  level  of  taxable  income  as  that  before  allowance  for  mortgage  costs.  This  is 
creating an artificial  representation of  income, not  related  to  the reality of net  rental  income, when mortgage 
costs  are  allowed  for. This will  have  the  direct  result  of  inflating  the  nominal  income  of  landlords who  are 
currently  basic  rate  payers  and propelling  them  into  the  higher  rate  bands by  this  accumulation of  artificial, 
non-real income.
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7.  Therefore it is not just those currently within the higher income tax bands who will be affected. Significant 
numbers of basic rate tax payers will be wrongly classified as higher rate payers. It is difficult to conceive of 
a more unfair procedure. It is directly contrary to the above statement (4a) that the Government wants a fair 
system.

8. Looking to the future, there are additional implications of the tax credit system as base rates increase. 
In general, mortgage costs for landlords are by far the largest component of their trading costs. It could be 
typically 40 – 50% of income and, when base rates rise, the proportion might rise to more than 60%. The effect 
of  this will  be  to  further  increase  the  financial  stress  of  landlords  and  create  loss-making  properties. As  an 
example, we give the following.

9. Under the new rules, a landlord on the 40% tax band, possessing a house valued at near the national 
average, say £250k, with a mortgage of 65% loan to value, will make an annual loss if the interest rate rises 
above around 3.5%. At the same time an equivalent landlord paying basic rate tax will make a net profit, after 
tax of perhaps £ l,500, depending upon specific circumstances. Broadly similar results are obtained in a range 
of different scenarios regarding house value, and mortgage parameters of loan to value, rental levels, as interest 
rates rise. 

10. In summary, if the Government’s proposals are enacted, then many buy-to-let landlords with 
mortgages over a likely range of parameter values will be pushed into loss-making and many landlords 
currently paying only basic rate tax will also join them in that predicament, when interest rates return to 
historically ‘normal’ levels. 

11.  Given these indicative calculations, it is quite difficult to understand the Financial Secretary’s additional 
statement that the ‘Office for Budget Responsibility believe that the impact on the housing market will be 
small’. On the contrary, large numbers of landlords with mortgages will be faced with the choice of being put 
out of business or alternatively raising rents. The questions are how many such landlords are there and how will 
landlords react? 

12. The Financial Secretary states in his letter that there are 1.6 million buy to let mortgages in a total 
private rented sector of 4.4 million and total housing stock of 22.6 million. Only 18% of individual landlords 
will be expected to pay more tax. It is difficult to interpret or to verify the figure of 18% and we do not know 
whether it includes the additional effect of the measures on current basic rate tax payers. The origin of this key 
statistic is quite unclear and no explanation has been forthcoming. 

13. We need to derive a scoping value for the number of properties whose owners will be affected by the 
new rules. Assuming initially that  this figure of 18% is correct, we wish to derive an estimate of  the number 
of properties owned by those affected landlords. This is a complex problem and the DCLG Private Landlords 
Survey 2010 (PLS) is the most recent source of data available to the author. Unfortunately it is five years out of 
date and its results therefore can only be regarded as indicative.

14. Firstly, how many rented properties are there? PLS states that 89% of landlords are private individuals, 
owning 71% of all privately rented dwellings, amounting to 2.1m dwellings. This scales up to a total of 
2.96 m rented dwellings. The Financial Secretary quotes 4.4 m dwellings  for  the current position, five years 
later, a factor of 1.52 increase. Therefore an indicative figure for 2015 is 2.1m x 1.52 = 3.2m properties under 
the control of private individual landlords.

15.  Secondly, how many individual landlords are there? This is more problematic as widely varying figures 
appear in the press and PLS points out that there is no list available. But PLS uses a landlord weighted base of 
1.32m landlords for year 2010, which will be a considerable underestimate as it is five years out of date. The 
Guardian quotes figures for buy  to  let,  reportedly emanating from HMRC of 1.6m in February 2015 and  the 
Telegraph quotes 2m in September 2015. We have assumed a figure of 1.8m as an indication. 

16.  Finally  how  should  the  figure  of  18%  be  applied  to  the  landlord  base  to  determine  the  number  of 
potentially affected properties. Here PLS provides some clues. A total of 3% of individual landlords own 
five of more properties and account  for 22% of all dwellings  (0.7m properties). We might assume  that most 
of these might fall within the net, as an upper estimate. Separately, a total of 95% of landlords owning less 
than five dwellings account for 61% of the dwellings, amounting to 1.95m dwellings. Applying the Financial 
Seceretary’s 18% factor and combining these figures indicates a total of up to 1m dwellings potentially could 
be threatened by the proposed measures.

17.  Given the uncertain nature of the data, no firm reliance could possibly be placed upon such an estimate, 
but the analysis clearly indicates the misleading nature of an assertion that ‘only 18% of landlords might be 
affected’. Not only is it not clear whether the effect of dragging basic rate taxpayers into the net has been 
allowed for  in  the Secretary’s figure, but  the  important  issue  is actually how many properties might  fall  into 
loss, as a result of tax changes. Numbers anywhere near those given in our analysis are a major threat to the 
PRS and the growth of the sector in the future would be very severely curtailed.

18. All of the above does not take account of the fact that there is a fraction of landlords who currently own 
mortgaged properties which they cannot sell without making a considerable capital loss and, crucially, are 
currently also loss-making on rental. Tenants in such properties are receiving accommodation subsidised by the 
landlord. The effect of the new measures will be catastrophic for many landlords in that category. 
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19.  Another  closely  related  justification  offered  by  Government  for  the  proposed  new  measures  is  the 
reported media statements that the new measures are targeted at rich landlords. But in fact landlords without 
mortgage commitments, whether rich or otherwise, escape entirely. So again the stated justification of fairness 
is highly questionable.

The Effect upon the the Private Rented Sector 
20. We have tried to quantify the effect of the new measures upon individual landlords in the above analysis. 

The  effect  upon  the  PRS  as  a whole  should  also  be  summarised.  The  Financial  Secretary’s  figures  suggest 
a figure of 4.4 million/ 22.6 million = 19% (para 12), as  the present size of  the sector as a proportion of  the 
total housing stock. But if the sector responds entirely by withdrawing from the market in accordance with the 
foregoing analysis then the PRS will shrink from 19% to a level which conceivably could approach 15% over 
the next four years by reason of unfavourable tax treatment. This figure ignores any growth in the sector arising 
from landlords without mortgages, which would offset this movement. But it seems more likely that significant 
PRS growth tends to arise from mortgage leverage rather than outright unmortgaged purchase, so one cannot be 
optimistic at all about grounds for future expansion.

21.  A partial alternative to significant PRS market contraction would be increased rents for tenants to offset 
loss of landlord income. This may well occur to some degree. A trial calculation for a higher rate tax payer 
at interest rates of 4% indicates that rental increases of as much as 20% or more may be needed to restore 
the landlord’s lost income. This could well exceed the elasticity of the tenant rental market in many areas. 
Therefore it is likely that the response of the PRS as a whole will be some combination of contraction in size 
coupled with rent increases. Both effects are very likely to be significant and will result in the same effect for 
tenants. It  is also, at variance with the reported statement (para 11) from the Office of Budget Responsibility 
that the effects will be ‘small’. 

22. It is worth noting that the Parliamentary Communities and Local Government Committee recorded in 
2013 their view that the PRS should be encouraged to expand beyond its then level of 17% as befitted its status 
as a mainstream housing option. One would have expected that view to have been widespread throughout 
Government, particularly as the Financial Secretary’s recent letter also recorded the sentiment that the 
Government recognises the important role that the PRS plays in the housing market. 

23. It is therefore quite inexplicable that the Government should take such a large risk now, by proposing 
fiscal measures which will almost inevitably result in severe contraction of the PRS.

The Effect upon Tenants
24. If the above analysis represents anything like the way the market will be forced to react to the proposed 

tax measures, then tenants face a bleak prospect. This will entail either a reduction in supply or very significant 
rental increases. In a free market, both effects will converge as far as the tenant is concerned and the effect is 
very likely to be sharply increased rents. If a future Government were then to react by imposing some form of 
rent control, as some have already proposed, the PRS would be likely to stagnate or contract even further as it 
did in the post-war period, thereby producing a further downward spiral.

25. From the point of view of strategic housing policy, we have to note the factors mentioned in the 
aforementioned previous paper ‘The Private Rented Sector and the Housing Market’, (para 1) which emphasised 
the vital contribution of the PRS to housing supply, resulting from:

 — the demographic changes in family make-up, personal mobility and employment conditions;
 — the endemic national supply side failure to provide enough houses, which is the fundamental driver for 

rising prices;
 — the growth in the population;
 — the particular need to provide a substitute for the reduction in social housing.

The UK population has been widely predicted to continue to grow very strongly over a sustained period, 
as has been the case in recent years, resulting from immigration and the higher birth rate among immigrants. 
On the latter aspect, the 2011 census recorded that recent migrants were predominantly living in the PRS. 
Quite apart from those for whom renting is a positive choice the question is therefore where will migrants and 
recipients of housing benefit be housed? 

26. Given the increasingly urgent crisis in dealing with refugees, coupled with the shortage of public sector 
accommodation, it seems utterly inconceivable that now is the time to risk such lasting damage to the PRS, as 
would flow from anything like the results of the above analysis.

A Council Officer’s Viewpoint 
27. The author has served on an advisory panel to four west country local authorities and the opinion was 

sought of a senior officer in Bristol responsible for the private rented sector of the city’s housing policy. He has 
commented on impact of the proposed tax changes, as follows.

28. His view was that Bristol has 12,500 people currently on the housing waiting list and if the PRS 
contracted as a result of the tax changes, then this would impact on residents who are unable to buy their 
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own home, as the number of private rented units in the city would be reduced. It was acknowledged that any 
contraction of the PRS would result in transfer of properties to the owner occupier sector. But he pointed out 
that this was a negative factor because the population density in these houses would decrease, exacerbating the 
severe overcrowding problems that the local authority were having to manage. He referred to the forthcoming 
planned reductions in social housing rents over the coming four years, which cumulatively would impact 
severely upon the future supply of affordable housing. In this context any reduction in the number of rented 
homes in the city would contribute to an already severe housing shortage. 

conclusions 

29. In the very important topic of strategic housing supply, it is necessary to undertake a comprehensive 
analysis of the status of the PRS and its complex relationship with the housing market, before intervening in 
the market. This paper does not pretend to have undertaken such a study, but nevertheless attempts to draw out 
some of the threads that have strategic significance. 

30. What is not clear from Government statements and information, provided by way of announcements and 
other communications, is how much analysis has been done by Government itself? It appears, (para 2), that no 
consultation was undertaken by Government, which is essential in such a fast evolving market. This in itself 
suggests that the analysis underpinning the tax proposals must be limited and the case for tax change is weak. 
Therefore the risk of unintended consequences must be significantly higher.

31. Against this background our conclusions are:

 — The effect of the tax changes on landlords, tenants and the housing market as a whole over the next 
few years will be much larger than the Government appears to suggest.

 — The tax credit effect of the changes will hit modest landlords presently paying basic rate tax, 
by propelling them into the higher rate bands. This message may not have been received by the 
community, as the message from Government quite misleadingly refers only to ‘richer landlords 
paying higher rate tax’.

 — As interest rates return to more historically ‘normal’ levels, perhaps 3.5% and above, a large number 
of landlords will be driven into loss-making business, under the new proposals. This is destroying 
enterprise and investment. 

 — As a direct result of being driven into loss, simple representative analysis indicates that the PRS 
could  shrink  significantly  from 19%  to as  low a  level  as 15% of  the building  stock. This  is despite 
widespread calls for an increase in size of the PRS to meet strongly increasing demand from tenants 
and local authorities.

 — The process of tax credits is a heavy handed mechanism and a badly aimed fiscal instrument, which 
has track record of unintended consequences. It is strongly recommended as being inappropriate for 
the taxation of the PRS.

 — It  is  very  difficult  to  accept  the  proffered  rationale  of  fairness  for  the  proposed  changes.  This  is 
particularly the case when quite simple and reasonable analysis shows the major adverse and 
unbalanced effects on both landlords and tenants.

 — Landlords and others see the proposals as little more than ‘a buy-to-let tax grab’ (Daily Telegraph 
22 August 2015), likely to force the PRS into contraction. The overall effect could result in a period of 
stagnation in rented housing provision as serious as that during the period of rent control.

32.  The question of use of tax credits as a fiscal instrument deserves an additional comment. When the Labour 
administration introduced tax credits to deal with low pay, it was reportedly stated by the then government that 
it would cost the Exchequer only £1 billion per year. In fact it cost £30 billion per year when fully established. 
In addition, tax credits are notorious for the distorting effects that they have upon economic systems. Given this 
example and other  instances of official analysis,  it  is hardly surprising  that  there  is widespread scepticism of 
rationales and predictions emanating from government.

33. Finally, the Daily Telegraph described the tax proposals as ‘The Death of Buy-to-Let’ in their leading 
article on 22 August 2015. This is probably a reasonable summary of the likely pernicious effects of the 
proposals.

September 2015 
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Written evidence submitted by Craig Holmes, landlord and letting agent (FB 63)

1. introduction

1.1 My background is that I have been renting out properties since 2004. I have a portfolio of 20 properties. 

1.2 I am also a Director of a letting agency. The letting business has over 200 properties under management. 

2. thE ProPosal to rEstrict financE cost rEliEf for individual landlords

2.1 I object to the proposal for the following reasons:

2.2  The  proposal  is  unfair  as  landlords will  be  taxed  on  a  significant  part  of  their  turnover,  not  on  their 
profit. Restricting  the  tax  relief  is  contrary  to how all  other finance  costs  are  treated  for  sole  traders.  I  have 
calculated that the effective tax rate on the rental profits generated by my portfolio with the proposed measure 
fully implemented will be 60% if all other factors remain unchanged. This means that for every £100 profit my 
portfolio generates, £60 will be paid in tax leaving me with only £40. How can it be fair that I will be required 
to pay 60% tax on a modest profit when the highest paid footballer in the UK, Wayne Rooney, pays 45% tax 
on his £17,000,000 per annum earnings? If interest rates go up by 1.5%, I have calculated that I will make 
an operating  loss  but will  still  have  tax  to  pay on  the  ‘deemed’  profit  of my portfolio. No other  business  is 
expected to pay tax when they make a loss. The tax proposal is grossly unfair and will result in many landlords 
exiting the private rented sector. 

2.3 It is not appropriate for the Government to compare the tax treatment of landlords with ordinary 
homeowners. They are comparing apples with oranges. Landlords are buying income generating assets and 
providing a service to tenants who either choose to or need to live in private rented accommodation. Ordinary 
homebuyers are buying houses to live in, rather than buying houses to generate income. Landlords pay tax on 
their rental profits and pay capital gains tax. Ordinary homebuyers do not pay capital gains tax.

2.4 The HMRC impact assessment states that there will be no impact on business. I disagree. The proposal 
will have a significant impact on my letting business. Most of the properties under management by my company 
are owned by individual landlords. Many of these landlords are higher rate tax payers and will be affected by 
the proposal. Some of the landlords are currently basic rate tax payers but because of the way that the measure 
is to be implemented they will become higher rate tax payers and will be affected by the proposal. Since the 
Summer Budget announcement I have been contacted by many of my landlords, some are telling me they will 
sell all their properties whilst others are telling me they will be reducing the number of properties they own as 
buy to let will become too risky and will not be financially attractive. Some landlords intend to increase rents 
if the tax proposal is implemented in its current form. Landlords will onIy continue to own rental properties 
if  they are making a profit. My  letting business currently employs 4 staff.  If  the number of properties under 
management reduces significantly, and this is likely from the information I am receiving from my landlords, I 
will need to reduce the number of people employed by my business.

2.5 My main concern about the proposal is that it is being applied ‘retrospectively’ in that the restriction on 
financer cost relief will apply to long term borrowings taken out in advance of the tax change being introduced. 
I have borrowed substantially to build my portfolio. I do not have a pension so my portfolio is intended to 
provide me with an income when I retire. I made my decisions to buy rental properties based on the tax laws 
that existed at the time. I had no reason to anticipate that such a significant tax change could be introduced that 
would affect the viability of my business. Had I known that it would not be possible to offset all my finance 
costs against my rental income, my approach to borrowing would have been different. Buying property is a 
long term investment. Most of my mortgages are for 20-25 year terms. The mortgages cannot be repaid in a 
short space of time. Selling properties to reduce debt will create capital gains tax liabilities. Incorporating will 
also create capital gains tax liabilities. Adjusting to the proposed tax change for many, including myself, is 
difficult, so the fact that it is proposed that the tax change is phased in is no consolation.

3. ProPosEd amEndmEnt

3.1 To address the unfairness of the tax proposal, and to protect the viability of existing property companies 
and other businesses that are reliant on a healthy private rented sector, I wish to put forward a proposed 
amendment and would hope that an MP will formally table this as an amendment to the Finance Bill. The 
amendment is intended to avoid the tax being applied retrospectively. The amendment is as follows:

CLAUSE 24

At 272A, Delete subsections (1) to (6) and replace with

“272A Restricting deductions for finance costs related to residential property

(1)  in calculating the profits of a property business for  income tax purposes for  the tax year 2017-18 or 
any subsequent tax year, no deduction is allowed for costs of a dwelling-related loan where the loan 
was written after 5 April 2017.

(2) Subsection (1) does not apply in relation to a property business carried on by a company otherwise 
than in a fiduciary or representative capacity.
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(3) Subsection (1) does not apply to dwelling-related loans where a remortgage has been carried out 
after 5 April 2017 and the amount borrowed does not exceed the amount of the dwelling related loan 
outstanding before 6 April 2017.

(4) For the meaning of “costs of a dwelling-related loan” see section 272B.

3.2 This amendment, together with anticipated action from the Bank of England to control the growth of the 
buy to let market, will ensure that the housing market does not become unstable. If the tax proposal goes ahead 
in  its current  form,  there  is a  risk  that  landlords will flood  the market with houses  for sale,  thus creating  the 
unstable housing market the Bank of England warned about earlier this year. 

4. conclusion

4.1 This proposal will have a devastating impact on my property business and on my letting company. I urge 
the Government to scrap the measure or amend the Finance Bill as set out above. 

4.2 There is a housing crisis in the UK with not enough houses being built to cope with the demand for 
housing. The proposed tax change for landlords will result in investment in housing declining at a time when 
more houses are needed. This is entirely the wrong approach. What is needed is more investment in housing of 
all tenures. Not everyone wants to or can afford to own a house. There is not enough social housing because 
much of the stock has been sold under right to buy legislation and financial constraints have limited the scale 
of new affordable housing that is being built. Landlords will not be able to increase the rents of tenants who 
are in receipt of Housing Benefit and so will be forced to evict the poorest members of society. Local councils 
will  have  to find  them more expensive  temporary accommodation which will  increase both  the cost  and  the 
administrative burden.

4.3 The private rented sector has grown in recent years because there is demand for private rented housing. 
For this reason, the sector should be supported and there should be fair treatment for landlords.

September 2015

Written evidence submitted by Ben Hardaker (FB 64)

1. My name is Ben Hardaker and I am the owner of a portfolio of seven, Two and three bedroom properties 
currently being  let  to  tenants on social housing benefits  in  the Flintshire area of North Wales.  In response  to 
the proposed bill to cut tax relief to private landlords I am submitting evidence on how I think the new bill 
will affect both landlords and vulnerable tenants. I myself grew up as a child that was dependant on the benefit 
system as my father was disabled and unable to work. I personally feel that I have a sympathetic connection 
with my tenants and responsibility to help house the most vulnerable people in my community as I know all too 
well what it is like for people on low incomes particularly that live in deprived areas where industry is not as 
it should be. This is why that for almost four years I along with other landlords have been working with North 
East Wales Homes Ltd, A new council owned company designed to entice private landlords to house DSS 
tenants. All of my current tenants are receiving benefits from the DSS and I am not receiving direct payments. 
Although there is some rouge landlord’s I think it is unfair that the media and sometimes government has 
painted a picture of all private landlords to be a commercial predatory force within society. I left school at 
sixteen and joined the British Armies Parachute Regiment. I served nine years and completed operations in 
both Iraq and Afghanistan to then be employed within the Oil and Gas industry as a security advisor. I realised 
I have an opportunity to cement myself and my family a better future by making investments with the capital 
I earn before returning to the UK where I have no practical skills for employment other than minimum wage 
security guard jobs. Therefore my circumstances are a far cry from the picture painted today of millionaire 
landlords that pray on vulnerable low income tenants that they have no understanding or relation too. 

2. I foresee that the outcome of the proposed bill will have a detrimental effect to vulnerable DSS tenants as 
well as landlords due to simple economics, Supply and demand. As we know there is a housing crisis due to the 
limited amount of property and increasing population. Although Mr Osbourne has stated the reform will help 
first time buyers to get on the housing ladder before landlords buy all the affordable homes, I believe this is not 
completely true. In my opinion most landlords invest in areas where houses are not only cheap but there is also 
a higher demand for rent as this increases the yield percentage that will make their investment’s safe. I believe 
that the reason the property values are low whilst maintaining a high rental demand is because due to wages 
and job availability in these areas local people can’t afford the deposit required to attain a mortgage. Therefore 
if landlords didn’t buy these properties the middle class would move into these areas eventually forcing out the 
working class leaving them nowhere to go. Landlords achieve the returns they need by investing in the most 
run down sometimes un-inhabitable properties that are a lower value and then invest more money to bring 
them back to a decent standard thus turning what was a boarded up empty house in a lot of cases into a home. 
Mr Osbourne also stated that the current mortgage interest relief for landlords is unfair as it is not allowed for 
normal home owners. I believe that statement is a poorly researched point of view as obviously landlords are 
also people that require a house to live in and the residential mortgage interest on their personal residence is 
also not tax deductible just like everyone else’s. Interestingly the proposed changes do not affect the rich who 
buy their investment properties for cash, Maybe this should be looked at instead.
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3. In conclusion I foresee that landlords like myself are currently helping society during the housing crisis 
by providing housing for the most vulnerable low income people in the community with housing that would 
otherwise be left in disrepair. The government is not currently providing housing and this has been left to 
landlords and building companies working for profit  to fill  the gap that has been created by recent economic 
difficulties. If the new tax proposals are enforced simple supply and demand principles have shown us in the 
past that rents will go up to combat these changes to the free market, The result will be that already vulnerable 
tenants will have to make way for middle class tenants or struggle to make payments. Some landlords with 
lower yields to avoid bankruptcy will simply transfer their properties into a limited liability company entity 
to further protect their own homes and avoid the new changes and will then match their rents to the new 
inflated rental values caused by the bill. The proposed bill may help some middle class first time home buyers 
but only to the detriment of our poorest working class families. I believe the only way to avoid this outcome 
is to scrap the proposed bill and source taxes from other areas to build government owned social housing to 
relieve pressures on vulnerable tenants or relax planning laws to allow private builders to create more houses 
for the middle class to buy. Landlords like myself have stepped up to the mark to take over what was once the 
government responsibility to the working class whilst rightly taking a small return as any business does for 
their creation of a product or service.

September 2015

Written evidence submitted by Fiona Paulus (FB 65)

1. introduction

My name is Fiona Paulus. I am British, and a UK tax resident. I live in central London, am fully employed, 
and also own a small portfolio of rental properties in prime central London in my own name. I have acquired 
this portfolio gradually over the last 14 years. My typical buy for let flat has 2 bedrooms and 2 bathrooms, is c. 
1000 square feet, and currently valued at c. £2 mm. My tenants are typically foreigners coming to London to 
work on temporary assignment and where their employer will be picking up some of their relocation expenses. 
All these tenants need to rent as they only here temporarily and do not wish to own property. A flat of this size 
and value will rent for c. £1,000 per week on a fully furnished basis (i.e. a gross yield of 2.6%). This market 
segment is competitive and, given the type of the tenant, the turnover is high. Most tenancies last only 2 years. 
Every time there is a new tenancy, I incur turnover costs which equate to 30-35% of annual rental income 
and  comprise:  a)  fees  for  the  real  estate  agents  to find new  tenants  (c.  8% per  annum of  the  rent);  b)  agent 
management fees, typically 7% of the rent; c) costs in redecoration of the flat – so that the property is kept to 
a high standard to reduce vacancy periods; and d) loss of rental during the period the flat is vacant (typically 
6-8 weeks). Given the very low rental yield, after taking into account all the costs, including interest on any 
mortgages, my profit margin is very low, averaging 10% of the total rental revenue. The proposed removal of 
the  higher  rate  tax  relief  on  finance  for  individual  landlords  effectively  taxes  rental  revenues  and  not  rental 
profits. As a consequence, I will have an annual  loss on my rental activities which is clearly not sustainable. 
Therefore, I have no choice but to sell property. Judging from current market activity in central London, 
the buyer will most  likely be a company or a non resident both of which enjoy an enhanced, and significant 
competitive advantage over UK individuals in owning rental property.

2. summary

This tax is highly discriminatory against high tax paying individual landlords and unfairly targets a small 
group of owners in the UK housing market. The Chancellor and the Treasury have cited a number of reasons to 
justify this action – comparing real estate investors with home owners and investors in other assets. It should 
also be remembered that not everyone can or wants to own his/her own home. With rental yields falling, 
and finance more  challenging,  the  trend  to  rent  has been  rising,  especially  in London which has  the highest 
percentage of  foreign  residents. Curiously,  the Office of National Statistics  study  in 2013 which  shows 18% 
of the overall UK market is private rental does not provide any further breakdown of who actually makes up 
the private rental sector. In London, in particular, at least 50% of prime central property is sold to companies/
non residents. From my own experience then, the majority of the London private rental market, especially the 
high end market, is owned by companies and non residents – and probably non residents owning property via 
UK companies. It is not surprising, investors, especially foreign investors, have been attracted to UK property 
since  the  global  financial  crash  in  2008  given  the  prospects  of  decent  returns,  compared  to  almost  zero  on 
cash. Interestingly though, the level of institutional investment in residential property is low (understood to be 
1% compared to 13% in the USA), possibly because the average value of a residential property is too small 
compared to commercial property so it takes a lot of residential property to make up a typical investment. Since 
the 2008 crash, there has also been a large number of accidental private landlords who to rent their property 
because  they  bought  in  the  2006/7  boom and  have,  until  recently,  been  unable  to  sell  at  a  profit.  It  appears 
then, that the Government introduced this new tax on high tax rate individual landlords based on an incomplete 
understanding of the high end UK rental market. The position of individual landlords should be compared 
primarily with their main competitors, being companies and foreign owners. This paper analyses the rationale 
presented to justify this tax and shows how that rationale is flawed. 
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3. First, the comparison with homeowners is misleading. It is true homeowners do not get interest relief on 
their mortgages, however, unlike individual landlords, they also do not pay any capital gains tax on the sale 
of  their property. The homeowner does not  incur  the high specific annual operating costs of  running a  rental 
business.  Finally,  a  homeowner  can  typically  get mortgage  financing  on  far  better  terms.  Consequently,  the 
homeowner  is already at significant competitive advantage over  individual  landlords when buying residential 
property. 

4. Second, the comparison with investments in other asset classes is also flawed. Unlike all other assets, real 
estate investment incurs very high upfront taxes (stamp duties) as well as high annual expenses for owning 
real estate and running a rental business. An investor in traded securities has no stamp duty and very low 
holding costs for making this investment. A real estate investor consequently has to invest in a very illiquid 
asset for a very long time in the hope that total net return on this investment can justify the much higher 
investment risk. The removal of mortgage interest relief therefore makes an investment in real estate far less 
attractive. Thereby, this new tax provision would eliminate real estate as a rational investment choice for UK 
tax payers. This is particularly the case for higher rate tax payers who are more likely to be paying the punitive 
stamp duties on higher value property. The loss of such an important investment choice (given real estate is the 
single largest asset class) would truly be a dire legacy for this Government. The proposed new tax is a clear 
deviation from everything that the Conservative party is known to stand for (being free market, pro choice, & 
pro entrepreneur). 

5. Third, it is clear (under this proposed tax) that companies and foreign owners of UK real estate will 
have an even greater competitive advantage over UK tax residents in the property market. Companies have all 
sorts of tax and other commercial advantages versus individual landlords. Nor can private real estate investors 
continue holding their property investment by simply transferring ownership of their investment to a corporate 
structure. By so doing they incur a double stamp duties and also need to pay capital gains tax upon transfer. 
Without any cash proceeds from the transfer, the individual landlord typically does not have the financial means 
to meet the cost of these two taxes. Better then to make new property investment via a company structure. The 
Treasury would receive far less tax if investors started buying property via a company structure – which cannot 
be a desirable outcome for the Chancellor. However, for existing high tax rate individual landlords, facing 
recurring rental losses, the only choice is to sell out. The likely buyers will be companies and foreign owners. 
The discrimination against UK tax residents in favor of foreign owners of UK property is especially egregious. 

6. comParison of Buy for lEt ownErs with homE-ownErs

‘First, we will create a more level playing-field between those buying a home to let, and those who are buying 
a home to live in’, said the Chancellor, George Osborne. ‘Buy-to-let landlords have a huge advantage in the 
market as they can offset their mortgage interest payments against income, whereas homebuyers cannot. And 
the better-off the landlord, the more tax relief they get’. It is true home owners do not have any tax exemption 
on  the  interest  on  their  home mortgages. However,  they  do  enjoy  a  very  significant  benefit  as  they  are  not 
subject to capital gains tax (CGT) on any gain in value when they sell their home. By contrast, a buy for let 
owner is subject to capital gains tax. Furthermore, the CGT rate paid by the buy for let owner depends on their 
personal tax rate, which for the highest rate tax payers is 28%. 

7. The Government has also stated that by ‘restricting finance cost relief available to the basic rate of income 
tax (20%) all finance costs incurred by individual landlords will be treated the same by the tax system’ (quoted 
from the Government’s response to the Petition). Curiously, the Government has chosen not to equalize CGT 
rates for all individual landlords to the same level, being the basic rate of 18%. It is also noteworthy, companies 
are only subject to an 20% tax rate (which drops to 18% in 2020). Therefore the tax regime continues to treat 
higher tax rate individual landlords differently. 

8. Comparing homeowners to buy for let owners is a flawed comparison as the objectives and activities of 
both real estate owners are obviously different. The objective of the buy to let owner is to achieve some net 
overall return on the property investment. Whilst individual landlords earn a rental income, they also bear a lot 
of costs in owning property and running a rental operation. These include expenses such as property agents, 
management fees, vacancy costs, service charges, council taxes, maintenance costs, utilities, and mortgage 
costs. As  rental yields have been  falling since 2008 and costs have been  rising,  the net profit,  after all  these 
costs, is low. Of course, homeowners have many of these costs as well. However, homeowners do not bear 
any of the specific costs of operating a rental business. These specific costs are material and comprise at least 
30-35% of rental income annually (as explained in my introduction). The homeowner obviously doesn’t incur 
these additional costs as they are not running a rental business. The buy for let owner is running a rental 
business and so all the costs associated with running that business have been fully tax deductible to date (as 
is true for any other business). The new proposal, however, now seeks to limit the level of tax deductibility 
of mortgage interest to only 20% as it erroneously compares individual landlords with homeowners when the 
objectives, risks and activities of both real estate owners are clearly very different. The correct comparison 
to the individual landlord should not be the homeowner, but to companies who own and rent property for 
commercial gain, and where all such costs of doing so are legitimate fully tax deductible expenses. 

9. The Government is concerned to ‘reduce the advantage landlords may have in the property market over 
ordinary homebuyers” (Response to the Petition). As explained in the previous paragraph, homeowners avoid 
the specific costs of renting property which amount to 30-35% of rental income. They also benefit from having 



102 Finance Bill: Written evidence

a significantly lower cost of borrowing and the potential to borrow more on the same value property. Today, a 
buy for let individual landlord typically pays 3.5% over the base rate (all in of 4%) and can only get a mortgage 
for 50% of the value of the property. By comparison, a homeowner typically can get a mortgage of 70% of the 
property value and is paying a margin of 1.5% over base rate – being half the cost at an all in rate of 2%. It is 
important to note, following the recent tightening up of lending guidelines by the Bank of England, it is much 
harder for a private individual to get a buy for let mortgage. Mortgage costs are also much higher than they 
were 10 years ago. Consequently, for these reasons, the homeowner is in a far stronger competitive position 
when competing against an individual landlord for residential property. Of course, the parties which have the 
strongest competitive position are companies and foreign owners as they have the most favorable cost and tax 
positions. The Government is therefore focusing its efforts to level the playing field in the residential market on 
the wrong target. 

10. comParison of rEal EstatE invEstmEnts with invEstmEnts in othEr assEts

According to the Treasury, the new measure ‘will reduce the distorting effect the tax treatment of property 
has on investment’. Investors can invest in property, stocks, and bonds and other assets. Borrowings made by 
individuals to purchase all these assets are not tax deductible, except in the case of property. For this reason, 
the Treasury argues that property investment has been advantaged over other types of investments. Of course, 
the  comparison  between  investments  needs  to  consider  the  specifics  of  each  asset  class  and  particularly  to 
what taxes each asset class is subject. Some forms of securities are subject to a 0.5% stamp duty, however the 
Government recently reduced the classes of securities subject to this stamp duty. Only property is subject to 
high taxes, rising from 2% of asset value (at £125,000 and above) to 12% for properties bought for £1,500,000 
or more. Note the average UK house price is now £185,000. Stamp duty has risen a lot in the last 5 years. 
For a £2,000,000 flat, stamp duty is now £153,750 almost double the tax charge of £80,000 in 2010. No other 
asset class has such punitive acquisition taxes. Those individual landlords who pay the higher levels of stamp 
duty are also likely to be the same individuals who are higher rate tax payers (both income and CGT) and who 
are now  losing  full  tax  relief on  their  interest costs. Again,  the Government has specifically  targeted a  small 
segment of individual landlords and higher income tax payers. 

11. The combination of higher stamp duties and rising income taxes, means property investment has become 
very challenging. It is now likely that a property investor, like me, will incur a substantial annual income loss 
which means we cannot hope  to  recover  the stamp duty cost  through  rental profit. Clearly  then,  the  investor 
would need to hope any future capital gain can justify the higher entry and carrying costs of investing in 
property – and that is obviously a highly risky investment strategy. A simple worked example illustrates this 
point. 

Example: Property Value: £2,000,000. Rental Yield: 2.6%, = £52,000 pa. Stamp duty: £153,750. Mortgage: 
£1,000,000 at 4%, costing £40,000 pa. All other costs are assumed at zero. 

Current Proposed Comments
Income 52,000 52,000
Loan interest 40,000 Under the current tax 

regime, it takes over 
23 years of net profit 
to compensate for the 
stamp duty of £153,750 
(153,750/6,600 = 23.30). 

Under the proposed tax 
change, the investor has 
a net loss. The rental 
business can no longer 
compensate for the stamp 
duty. 

Taxable profits 12,000 52,000

Tax at 45% on taxable profits 5,400 23,400
Less interest relief at 20% 4,680
Total tax 5,400 18,720

Net Impact to Investor
Interest Cost 40,000 40,000
Tax Paid 5,400 18,720
Total Costs 45,400 58,720
Net Profit/(Loss) 6,600 (6,720)

Under the proposed tax change, an investor in prime London property now has a substantial annual loss and 
therefore has no hope of recovering the upfront cost of the stamp duties incurred when acquiring the property 
investment. 

12. Income on securities is taxed at your personal rate of tax. Instead of buying a property for £2,000,000, an 
investor could buy listed securities for the same value and also earn an income yield of 2.6% a year (as in my 
example for the property) earning £52,000 income. Then, the tax payable at the higher tax rate, is £23,400 and 
there is no interest mortgage relief of £4,680. Of course, this investment in securities is not subject to any flat 
asset purchase tax. In addition to paying income tax (albeit at a slightly lower rate of 36%), the higher tax rate 
investor in property also has to pay a further one off purchase tax of £153,750 – being the equivalent of almost 
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7 years of the income tax on an equivalent investment in securities (calc: 153,750/23,400). As you can see in 
my simple worked example,  the stamp duty already wipes out 23 years of net rental profit for  the  individual 
UK investor in central London real estate. By reducing the mortgage tax relief, the investor has a net loss and 
has therefore no means to earn back the sunk cost of the stamp duty. By comparison the investor in other assets 
of similar value & yield can make a net return straightaway. It is noteworthy the FTSE has risen 70% since its 
low in early 2009 to recent highs earlier this year. By comparison, during the same period, UK real estate has 
risen 33% (based on Office of National Statistics  Index  for UK all dwellings). The combination of high and 
rising stamp duties, a more restrictive borrowing environment, and worries about the future of interest rates (to 
which real estate, as an asset class, is more exposed), have dampened demand for prime real estate. In London, 
the market has actually fallen in the last 12 months. Clearly, if the government were to treat publically 
listed securities in the same way as real estate and apply the same level of stamp duties, then the market 
for stocks and bonds would collapse as such a high purchase tax would materially reduce the return 
potential and significantly raises the risks of investing in securities. 

13. Of  course,  as  I mentioned  before,  the  objective  of  the  property  investor  is  to make  profit  on  renting 
property. A real estate investor incurs high annual expenses for owning and managing a real estate investment 
compared to almost zero for an investor in publically traded securities. Typically c. 30% – 35% of total revenues 
are consumed by such expenses, before mortgage interest expense. Property investments are also illiquid, 
especially when compared to publically traded securities. Much higher holding costs and lower liquidity, taken 
together,  significantly  increase  the  risk  of  investing  in  property.  Reducing  the  tax  deductibility  of mortgage 
costs further increases that risk. Conversely, rental property remains an attractive investment for companies and 
foreign owners who have lower taxes and enjoy lower costs. The new tax proposal simply makes real estate an 
unattractive investment alternative, and especially so for higher rate tax payers. Is this the outcome the Treasury 
sought when it when it said the new measure ‘will reduce the distorting effect the tax treatment of property has 
on investment’? This action serves to reduce the range of investment options available to the private individual. 
This infringement of our investment freedoms is very disturbing. 

14. In summary, property investments are already uniquely subject to onerous asset purchase taxes, which no 
other asset classes suffer. Such high purchase taxes (ramped up in the last government) significantly reduce the 
attractiveness of property as an investment. The loss of higher rate tax deductibility on mortgage costs makes 
the returns for investing in real estate far less compelling, and the risks far greater. This new measure will 
therefore distort the rental market by forcing more property into the hands of companies and foreign owners 
who are more able to shield themselves from this new tax. In early August, the Prime Minister denounced 
offshore ownership of London property. Far from increasing individual investment choices, this proposed 
action would effectively remove real estate as a rational investment option for the private UK tax resident. At 
the same time, it will give companies, and certain non tax residents, an even greater competitive advantage in 
buying London property. Given David Cameron’s recent denouncement, why would his Chancellor propose a 
tax which clearly favors foreign owners of UK real estate over UK tax residents? Private Eye cited in its report 
‘Haven Sent’ on 7/8/15, a number of foreign owners/companies of London property as being major donors to 
the Conservative Party. I would hope the Conservative Government would seek to put the interests of UK tax 
residents ahead of these other buyers. The previous and current government has introduced a number of new 
CGT,  IHT, ATED  taxes  specifically  targeted  at  non  residents  who  own  UK  property  purely  for  investment 
purposes. It is possible these changes could, over time, reduce the current strong competitive position of these 
foreign buyers, as well as bring in tax revenue to the Treasury. I note, though, the CGT tax only taxes gains 
since April 2013 on properties sold for £2mm on more, so these changes may take some time to bite. 

15. comParison of thE PrivatE Buy for lEt invEstor with comPaniEs who invEst in ProPErty

Companies have many advantages over private landlords. These are: 

(a)  Mortgage interest is fully tax deductible. For individuals, this tax relief is being reduced significantly.
(b) Corporation income tax is 20% today (falling to 18% in 2020) compared to 25% for low income tax 

payers, and 45% for high tax payers. 
(c) CGT for companies is also going to be 18% by 2020. A basic rate tax payer will pay 18%, and a higher 

rate tax payer pays 28%. 
(d) A company also has the advantage of indexation allowance to reduce the chargeable gain. This 

advantage is not available to individuals. 
(e) Companies can claim VAT relief – individuals cannot. 
(f)  Companies can get trade discounts – so their costs are significantly lower.
(g) Companies typically can borrow more and at a lower interest rates then private individuals
(h) Company owners can hide behind the corporate veil. Private individuals have personal liability. 

16. Clearly, then, companies have a massive competitive advantage compared to individual landlords. 
The differentiated tax treatment on income tax for real estate investments gives companies a very material 
incremental return versus the private individual. Companies who own real estate can also deduct all the 
expenses of running a rental business including the cost of mortgage interest. Interest costs are a legitimate 
cost of any business. Under the proposed tax regime for individual landlords, interest costs will no longer be 
treated as a legitimate cost of running a business. It is therefore obvious that a top rate tax payer would earn 
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a much higher net profit by owning property through a company and taking a distribution of corporate profits 
(post tax) in the form of a dividend. Taking my earlier example, as you can see from the table below, under the 
proposed tax, the private investor could earn a significant net profit by owning the same rental property via a 
company structure, instead of taking a large loss by owning it directly. Of course, if the individual invested 
via a corporate structure, the Treasury would earn a lot less tax. In my example the total tax payable 
is £4,004 under a corporate structure. The Treasury earns more than 4 times as much, being £18,720, under 
the proposed tax regime for individual landlords. The corporate structure also pays less tax, £4,004, than the 
private individual does under todays tax regime, of £5,400 (see previous table). In all cases, the corporate has a 
much better tax position. 

Company Individual Comments
Income 52,000 52,000
Loan interest 40,000 The higher tax payer 

receives £7,996 after tax 
by owning real estate via 
a company compared 
to incurring a loss of 
£6,720 by owning the 
same property directly. 
The difference being 
£14,716.00.

Taxable profits 12,000 52,000

Tax on taxable profits 2,160 at 18% 23,400
Less interest at 20% 4,680
Total tax 2,160 18,720

Net Impact to Investor
Dividend distribution 9,840 40,000
Tax Paid (nb tax free dividend  
amount of £5,000)

1,844 (being 
9,840 – 5,000 = 
4,840 x 38.1%)

18,720

Net Profit/(Loss) 7,996 (6,720)

The private investor is clearly at a very large financial disadvantage running a rental business compared to a 
company. The current tax regime already favors companies versus private landlords. The proposed reduction in 
mortgage tax relief for individual landlords accentuates this favoritism. 

17. The comparative treatment for capital gains tax is complicated. A company has a CGT of 20% today and 
benefits from an indexation allowance too. A basic rate private investor pays 25% and a higher rate payer, pays 
28%. Again, the company has a significant tax advantage on this front. 

18. However, if an investor owns property via a company, the situation is more complex. When the 
company sells the property, the CGT applied (after the indexation allowance) is 20%. The company could 
then distribute the net gain after tax as a dividend, which would then be taxed at the personal tax rate of the 
investor, potentially leading to a much higher overall tax bill. For example, if the capital gain after 10 years of 
ownership was £1,000,000, a high rate tax payer owning the property investment in his own name would be 
taxed at 28% and pay tax of £280,00. The sale via a corporate structure would likely lead to a much higher tax 
of £490,515 being paid (calc: £1,000,000 x 18% [new company tax rate] + {£820,000 – 5,000} x 38.1% [being 
the top dividend tax rate]. This double taxation impact may have persuaded private UK tax residents to avoid 
investing in property via a corporate structure if their primary investment objective is capital gains rather than 
income. However, as explained in the previous sections, the sharp increase in stamp duty, falling rental yields 
and higher costs, including more income taxes, already reduces the potential to make any attractive return in 
property. 

19. For the long term individual landlord seeking an annual income from their real estate investment, there 
are,  in addition  to  tax benefits, many other commercial  advantages  for  investing via a corporate  structure as 
summarized in the bullets above. Certainly, I have considered owning my existing buy for let property through 
a company as my investment objective is to own the property for long term income generation. This sounds 
simple but is hard to realize as I explain below. 

20. Clearly, when an investor restructures his real estate ownership via a company, the purpose is to continue 
to own the underlying asset. The corporate holding structure is, therefore, another way to own the same asset. 
Consequently when the transfer is made, the property is not actually being sold for cash. It is, in effect, being 
transferred  from  direct  personal  ownership  to  a  corporate  ownership  for  the  beneficial  interest  of  the  same 
private investor. As a result, the investor does not actually receive any cash proceeds from the company upon 
the property transfer as both parties are ultimately one and the same. It is, however, not possible to transfer 
ownership of an existing asset to a company without triggering a capital gains tax on the disposal of that asset. 
Furthermore, the company buying the real estate asset would also need to pay stamp duty when purchasing the 
property, and so the investor would need to pay yet another stamp duty to continue to own the same asset. In 
summary then, the private investor does not receive any money for the transfer of the property to the company 
and yet needs to pay both the stamp duty and capital gains tax. These two taxes are likely to amount to very 
material amounts of money. With no cash generated by the transfer, most private individuals do not have the 
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financial means  to  pay  these  two  taxes. As  explained  earlier,  stamp  duties  are  already  punitive  and  already 
challenge the economics of owning real estate as an investment. Paying stamp duty twice then eliminates the 
economic rationale for owning property. This is especially the case for higher tax paying private investors 
in prime London property. In summary then, for a variety of tax reasons, the transfer of an existing property 
investment to a corporate ownership structure is simply not a viable commercial option for most individual 
landlords. 

21. conclusion

In conclusion, the proposed reduction of mortgage tax relief for individual landlords makes property 
investment commercially unattractive. Their competitive position is already weak compared to companies 
and foreign investors and this action would undermine it significantly. As a result, more and more UK rental 
property will end up in the hands of companies and non tax residents who pay less tax and are more able to 
shield themselves from UK tax. Private individuals lose the incentive to invest in property, thereby eliminating 
this, the largest asset class, from their investment choices – which is a significant loss of individual freedom. 
Rents are likely to rise too as companies are in a more powerful negotiating position than individuals. The 
Bank of England financial policy committee is already worried about the impact on property prices given the 
buy for let market is more sensitive to rising interest rates, (even though the level of leverage in the buy for 
let market is lower than for homeowners). That vulnerability is heightened by this proposed tax change. The 
Government should beware of the law of unintended consequences. This action is likely to reduce overall tax 
collected, cause rents to rise, cause house prices to fall, and eventually put more prime UK property under 
foreign ownership. 

22. rEcommEndations. i rEcommEnd thE govErnmEnt considEr thE following oPtions

22.1 Raise the income tax rate for all high tax payers from 45% to 46% rather than targeting a small sub set 
of this tax payers who chose to invest in real estate rather than other assets, such as securities. 

22.2 Retain interest relief on buy for let mortgages at the tax rate of the private landlord (ie. no change to the 
current tax regime). 

22.3 Bring down CGT on buy for let properties to 18% – being the basic rate of personal CGT for all 
individual landlords. 

22.4 Have separate stamp duty scales for: a) UK tax resident homeowners, b) buy for let UK tax residents, c) 
UK companies and d) foreign buyers (via companies/trusts/individuals). 

(a) UK tax resident homeowners scale should be a lot lower to increase affordability and increase activity 
for UK tax resident homeowners. 
(i) Recommend these starts at £500k at 1% rising progressively (as it does today) to 1.5% at £1mm, 

2% at £2mm, 3% at £5 mm, and 5% at £10 mm and 10% at £20 mm or more. 
(b) UK tax residents Buy for Let Owners scale is higher than UK homeowners but lower than companies 

and foreign buyers. Objective is to increase participation of UK tax owners in the rental market so that 
their current competitive disadvantage versus companies and foreign buyers is reduced. 
(i) Recommend these starts at £500k at 1.5% rising progressively (as it does today) to 2% at £1mm, 

3% at £2mm, 5% at £5 mm, and 7.5% at £10 mm and 15% at £20 mm or more.
(c) All companies and foreign buyers, the scale is the highest. 

(i) The scale proposed is also progressive as follows: Starts at £500k at 15% (as is the case today 
for foreign buyers only) rising progressively to 20% at £2 mm, and 25% at £5 mm and 30% at 
£10 mm or more. 
In addition, the CGT for foreign buyers to be based on the actual gain from date of purchase to 
date of sale – i.e. not rebased to April 2013. The CGT should apply to all properties over £500k – 
not just to those sold for £2mm or more. 

September 2015

Written evidence submitted by Councillor Geoffrey Hill (FB 66)

rEvErsE thE PlannEd tax rEliEf rEstriction on “individual” landlords

1. Forces landlords to sell forcing tenants onto the street or push rents up to cover costs. Bad for tenants and 
a mobile workforce. Less homes will be built, this negatively impact a mobile workforce making it harder for 
business to recruit staff.

2. Landlords have to dramatically increase rents to cover the tax burden.

3. It’s a legitimate business expense and we need a level playing field with other businesses. This has long 
been a real and legitimate need in the housing sector.
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4. We’re losing more capital allowances in the budget as well this make relief this makes the tax relief loss a 
real business breaking burden.

5. Rouge landlords won’t comply and won’t care, it’s the legitimate quality landlords that will get hurt and 
go out of business forcing more tenants into poor accommodation.

6. Business needs a stable legislative and tax environment to plan and grow in. When this is added to all the 
other housing legislation it appears that landlords are being unfairly singled out for harsh treatment when they 
provide a valuable service.

7. Most landlords make little or no money in revenue terms and this will force many businesses to the wall 
creating hardship all round.

8. Many landlords are looking at their properties to pay for their retirement, this will destroy these plans 
forcing more to be dependent on the state.

9. Buy-to-let mortgages are already very expensive compared to normal mortgages so the loss of tax relief 
is an unfair burden.

10. Rich foreign buyers using Ltd Companies will continue to buy forcing UK nationals out of the market 
leaving large chunks in foreign hands.

11. One of the reasons for these changes is the growth in BTL and the buoyant housing market. Markets 
are driven by supply and demand, this change will make little difference to prices as builders will build less 
as there will be less landlord buyers, home buyers will still bid ever higher. The only true way to change the 
market is for there to be less people chasing the same supply or for there to be more supply. With a growing 
population we need more supply and more successful landlords. This policy does neither accept cynically raise 
taxes from landlords and ultimately tenants.

September 2015

oBjEction to thE financE Bill 2015 – 16, rEmoval of mortgagE rEliEf for Buy to lEt landlords

1. Summary – this bill will remove all the unprofessional buy-to-let landlords from the rental market and this 
will end up with the government having to intervene in the rental market because the only landlords left will 
be big business, commercially driven landlords who care only about money and will be a lot tougher on their 
tenants. Renting will become a lot more difficult and unpleasant for tenants, resentment from will grow and it 
will end up with the government being forced to make some kind of intervention to improve things.

2. Dear, 

I wish to add something to my previous submission:

The people this new bill will hit (by taking away mortgage relief from buy to let landlords) are mainly non-
professional landlords, people who have one or two properties. These are one of the most important tiers of 
rental because as a group they are the most pleasant to rent from – generally decent people who aren’t out to 
squeeze every penny from their tenants. Small landlords want to make a profit but they want to be fair and have 
a good relationship with their tenants, they aren’t necessarily that business-focussed. 

3. If you remove these people from the renting market by removing mortgage relief (and you will, it’s 
inevitable) all you will be left with is mainly the very commercially driven ‘business’ landlords, many 
of them large companies. These are the types of landlord who care only about the profit and they are not the 
pleasantest people to rent from, they will charge tenants for absolutely every little thing, whereas your typical 
small-time buy to let landlord has more of a give-and–take attitude and wants to be fair and be on good terms 
with their tenants. I let my tenants off a lot of things if they are pleasant to deal with and generally nice and 
helpful, you won’t find company lets willing to do that.

4. The point is, renting for people at the bottom and middle earning tiers is going to be much more 
commercialised, less of a ‘people’ business and a lot harsher for renters. There is already a great deal 
of  resentment  from  renters  (much of  it  unjustified at present) but  this will  increase a great deal,  and will be 
justified, when all the ‘nice’ landlords are removed from the market. I think it will cause great difficulty for the 
government in the end because renters will be treated much worse and it will get to the stage where government 
really does have to intervene – simply because the renting experience will be too harsh without the option of 
small landlords to rent from. Small landlords are approachable, they negotiate over issues and are very fair, 
renters will have a much tougher time without them. Only landlords who have paid off their mortgages will be 
able to continue, inevitably most of those with a mortgage will be obliged to sell up.

September 2015

Further written evidence submitted by Anonymous (FB 41) 
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Written evidence submitted by Laura Hall (FB 68)

The proposal to restrict ‘deductions for finance costs related to residential property’ announced in the 
Summer Budget: A perspective from a small portfolio landlord who provides homes for the social sector.

1. introduction

I am a full time landlord, very hands on and dedicated, not only to the future of my business but also to my 
tenants who are my customers. My submission focuses on the impacts to my business, my tenants and my 
future if I am to be taxed without being able to deduct all my business expenses. 

My property letting business consists of multiple properties in SE England (expensive area to buy) and my 
current tenant list as of today is as follows:-

 — 3 young working individuals.
 — 1 stay at home mum.
 — 4 European migrant workers – all eligible to work in the UK.
 — 2  benefit  claimants  on  the  government  Enterprise  scheme,  both  of  whom  are  

making a good recovery from health issues.
 — 2 self employed.
 — 3 long term benefit claimants with long term health issues.
 — 1 jobseeker currently claiming benefit but working hard to find a job!

In the previous 24 months, I have personally helped 11 individuals who were registered as homeless. 4 of 
whom were long term hostel residents and 7 were sofa surfing or using the ‘crash’ facility at hostels. None of 
them were considered in priority need of housing, so they could not get a property of any kind from the housing 
team at the local authority.

2. BusinEss vs invEstmEnt

It is my belief that this is a most critical point, the bill has been created under the view that 
my property is an investment, not a business. I can assure you, it’s very much a business. 
It’s extremely hard work, challenging but ultimately rewarding when I’ve successfully 
helped  someone  into  housing  who  was  previously  sofa  surfing  or  in  hostel  accommodation.  
To compare it to a passive investment like purchasing stocks and shares is nonsense. I can assure 
you  that  owning  a  rental  portfolio  is  not  passive!  I’m  available  to  all  my  tenants  24/7.  I  respond 
fast  to  issues  that  arise,  I  help  them  complete  benefit  forms  to  get  them  started,  I  take  risks  by 
allowing  them  to  move  into  my  property  before  their  benefit  claims  are  assessed  (as  is  government 
requirement),  I  help  them  emotionally  where  I  can,  the  list  goes  on!  I  can  assure  you,  it’s  not  passive! 
Even those landlords who do not self-manage, they create employment for someone else who does.

3. thE concEPt of landlords having an advantagE

Budget extract: “First, we will create a more level playing-field between those buying a home to let, and 
those who are buying a home to live in”.

 — This is simply not the case, for the following reasons:
 — Buy to let lending is charged at a higher interest rate than residential mortgages.
 — Buy to let mortgages have larger set up fees than residential mortgages.
 — Landlord’s pay capital gains tax on disposal of the assets, homeowners do not.
 — Let’s not forget – Private landlords also have residential mortgages, I don’t expect to have any tax 

deduction in relation to the interest I pay for my own home.

4. a workEd ExamPlE

I went on the Nationwide and The Mortgage Works websites this afternoon to take the averages so that I 
may explain. I was very careful to compare exactly the same LTV (I used 75%). There were 13 residential 
mortgages and 12 Buy to let mortgages available

The average set up fee on a £200,000 purchase price with £150,000 loan amount was:

 — Residential mortgages £461.08
 — BTL mortgages £1704.1

The average interest rate based on the same loan:

 — Residential mortgage 2.56%
 — BTL mortgages 3.88
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So every year the residential homeowner will pay £3840 in interest and the Buy to let investor will pay 
£5820 which is 51% more interest and £1243.09 more in fees. 

The individuals who proposed this tax change talk of ‘a level playing field’. I can assure you the perceived 
advantages that the government are using as a basis for this change are not based on real world calculations or examples. 
My mortgages are a legitimate expense to my business, if I cannot continue to fully include it as an expense; 
my business will potentially no longer be viable. In fact the irony of the situation is, that as interest rates rise 
and my monthly profit reduces due to this, I will be actually be faced with an even bigger tax bill!

5. thE govErnmEnts commitmEnt to a fair tax systEm

No other business is taxed in this way. No other business is taxed on interest on loans taken out to buy assets 
that generate taxable income. I believe that individual landlords who provide valuable housing across the UK 
are being unfairly discriminated against by the Government.

This change selectively discriminates only those who borrow against property in their rental businesses. 
The wealthy landowners who do not have mortgages on their property will not be affected. This tax proposal 
disproportionately affects middle-income landlords and goes against stated governmental aims and fundamental 
principles of taxation.

“Taxation should seek to be neutral and equitable between forms of business activities” 

It also goes against the Government published Principles of Tax Policy 2011 which clearly states that “tax is 
levied on profits, not gross income”.

6. a PErsonal PErsPEctivE

I include myself in the most affected group for this tax change. I know a great number of landlords; we 
support each other to share best practice and learnings. 

Landlords who have accountability not only to tenants, but to mortgage lenders as well; keep themselves up 
to date and well educated in property laws, safety, benefits and place high importance on continued professional 
development.

This highly accountable group are the only affected group by this tax change. It would be an understatement 
to say it’s a shame to simply rip out this group from the industry. The media has not helped, the making 
of  TV  shows  showing  landlords  who  rent  filthy,  damp  and  overcrowded  properties.  There  is  no  way  these 
terrible landlords have mortgages against these properties! No mortgage lender would approve these buildings 
as suitable to lend or, nor would the lender lend without legal correct tenancy agreements.

So, this tax will remove the well-educated responsible landlords, but leave some of the worst landlords still 
in the business!

7. unintEndEd consEquEncEs

 — This ill thought through tax change will mean that in order to remain in business, the rents would need 
to be increased. The tenants will suffer.

 — Without profit,  the landlords will not have money to invest  in maintaining the properties to the high 
standards that you would wish to see.

 — It is estimated that 20% (or more) landlords will leave the industry due to this one tax change. This 
will reduce the supply of rental accommodation. As explained before, removing some of the best and 
most educated landlords.

 — A mass  influx of property will  temporarily  reduce prices. Which although might sound good at first 
thought, but all those residential purchasers who used the Help to Buy scheme and are 90 to 95% 
mortgaged, will now be in negative equity. 

 — When this is combined with the permanent loss of rental houses due to the next round of ‘Right to 
Buy’, there will be a huge shortage of rental property.

 — Potentially bankrupt landlords, who will then need government help to get back on their feet!
 — Previous governments and banks have encouraged people to buy property to ensure financially secure 

retirement years for ourselves and not rely on the state as we age. Now we have followed this advice, 
we are now being discriminated against!

 — This tax does not promote enterprise! Which business will be next; car rentals? Holiday rentals? 

8. my suggEstions:
The UK population is growing, the way we occupy houses is changing, less people in each household leading 

to more property being needed. We need to provide good quality accommodation and be respected as a rental 
business just as any other. So please give us landlords a chance to prove our business worth:

 — I believe every landlord should take part in accreditation schemes to ensure they understand and 
comply with legal and safety requirements. For example the NLA and RLA are both excellent 
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organisations providing education and support. Those of us making an honest income from property 
letting business’s will have nothing to fear from the requirement of accreditation.

 — I believe every landlord should be involved in Continuous professional development. This level of 
accreditation & CPD will remove the dis-interested landlords and also the landlords, who do not 
supply good quality accommodation. They will leave the sector of their own accord.

 — Create working groups with those of us running these businesses and yourselves in government. 
Work together to set standards for property & set standards for landlords. Working together to solve 
the housing crisis will be much more effective than making all middle income landlords bankrupt, 
flooding the market with properties, making thousands of tenants homeless and a crash in prices which 
will create a negative equity situation for our young home owners!

 — PS – I’ll join a working group if you wish to set one up!

If the government want us to be incorporated to show our intentions are business minded, we will need help 
from the government to do this:

 — Help us change the balance in the money lending markets as currently very few lenders will lend to 
companies at present. That’s why we aren’t companies now! Being sole traders does not make us ‘less 
business minded’ it’s purely a reflection on the very restricted type of lending available!

 — Once there are available lenders in the market; set a future date – for example 1st April 2018, allow us 
to move our properties into Ltd companies as a one off event without the stamp duty & capital gains 
tax. If you want us to behave like businesses, please help us to do this without becoming bankrupt.

Thank you for reading my submission. Owning rental property is a business which supports the housing 
market; it contributes directly to the economy in the form of the tax that landlords already pay on our real 
profits and provides housing for millions of people.

Please do not blame  landlords  for being  the barrier  to entry  for first  time buyers –  the greatest barriers  to 
entry are lenders affordability criteria & deposit size.

Please do not blame landlords for the increase in house prices – the UK’s highly restrictive planning 
permission framework & land banking by very large developers are the biggest culprits in my opinion. These 
two reasons contribute to the huge lack of new building by large developers but also small self build developers. 
If the government tackle the planning permission refusal reasons, then I am very confident that both small and 
large developers will start building at a faster rate! If  the market had these new properties in it,  the prices of 
property would find it’s own level without being artificially created.

September 2015

Written evidence submitted by Mr B Halls (FB 69)

FINANCE BILL 2015 CLAUSE 24 – RESTRICTION OF TAX RELIEF OF FINANCE COSTS FOR 
INDIVIDUAL LANDLORDS

to whom it may concErn

With reference to the above we write to advise of the detrimental impact Clause 24 of the Finance Bill 2015 
will have to our business and family.

We are based in Clackmannanshire, Scotland’s smallest county and are currently the largest residential 
landlord in this area. Clackmannanshire has the largest ratio of homeless and as such the main tenant sector is 
housing benefit.

We work closely with our local council to house vulnerable families and those on Housing Benefit. 

We provide good quality accommodation for our tenants and have a continuous maintenance program to 
keep the properties in good condition.

We run our portfolio as a business, we find our own tenants, manage our lettings and employ staff.

We are frugal people with a good work ethic and have never been a burden to the Government, however, 
should Clause 24 of the Finance Bill 2015 go ahead in its current form, it will, in one fell swoop bankrupt our 
family. 

We are currently in the 20% tax bracket, however due to the proposed changes we will automatically fall into 
the 40% tax bracket yet without any gain in profit to offset the tax liability.

Below is a close example of how we will be affected:

SCENARIO AS OF TODAY

Rental income: £300,000 per annum

Mortgage interest: £200,000
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Other legitimate expenses: £100,000 (e.g. insurance, letting, management, maintenance etc.)

Taxable income = zero.

SAME SCENARIO AS OF 2020

Rental income: £300,000 per annum

Legitimate expenses excluding interest: £100,000

Net taxable income = £200,000

Net cash flow is still zero but tax is payable on £200,000 less a tax credit of £40,000 due to the 20% relief on 
the £200,000 of mortgage interest.

Given that net cash flow is zero, how on earth are we expected to find the money to pay the extra tax from? 
When interest rates rise the position will worsen.

This  tax  does  not  create  a  ‘level  playing  field’,  quite  the  opposite  as  it  would  appear  to  be  prejudice  to 
individual landlords only, ethically this tax is unfair. 

As a homeowner we would not be expected to pay capital gains tax when we sell our property yet as a 
landlord we are as well as EPC, Gas Safety, Carbon Monoxide, Legionnaire’s etc

The costs involved to become a limited or incorporated company, by ‘selling’ our properties to the company, 
obtaining new mortgages (at not favourable rates as they currently have), paying capital gains tax and finding 
new deposits to cover LTV would also bankrupt us. 

If this mortgage interest relief goes ahead in its current form, we will be forced to sell our entire portfolio. A 
business that we have worked hard to build, maintain and pay taxes on. 

By doing so will  result  in over 100  families  requiring  to find alternative accommodation  in an area which 
already has a shortage of housing, some families have been making our properties their homes for over 20 
years.

We invested in properties over the last 20 years making decisions based on the current tax system, at that 
time, to now change the tax system retrospectively is so unfair.

We ask that you re assess this restriction on mortgage relief. There is no other business that is not allowed to 
offset the interest of borrowings as a legitimate business expense. 

October 2015

Written evidence submitted by Mr Sam Harrison, Landlord (FB 70)

RESTRICTING TAX RELIEF ON LANDLORD FINANCE COSTS TO BASIC RATE OF TAX: 
SUGGESTED AMENDMENT

1. The unintended consequence of the reducing Landlord tax relief will be to paradoxically push over 60% of 
basic rate (hard working) tax payers into the higher rate tax band through the creation of additional imaginary 
income (as opposed to actual cash received).

2. As the proposed changes will class finance costs as income (previously it was classed as an expense) the 
majority of basic rate tax payers will be classed as receiving large amounts of additional imaginary income 
moving them into the higher rate tax bracket. A recent survey by the Residential Landlord Association reported 
this to be over 60% of buy to let landlords. 

3. The higher rate tax on this imaginary income will wipe out any real income they would have received.

4. This seems  to be contradictory  to  the policy objective of  leveling  the playing field for higher  taxpayers 
and instead has the most damaging effect on individuals who are lower rate taxpayers and rely on property 
income to live on and do not have a salary.

5. I would be grateful if you could consider the following suggested amendment as part of your discussions:

suggEstEd amEndmEnt

 — Maintaining Interest Relief as a deductible expense up to the point where the property owners cash 
profit reaches the upper rate limit. After this the current changes could apply.

October 2015
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Written evidence submitted by David Rumford (FB 71)

To whom it may concern,

I have been a landlord now for over 6 years. I have bought a number of properties using mortgage 
debt and refinancing. I have given up my old day job to do this full time, as I enjoy renovating properties 
and providing homes for people.

Whilst not setting up a Ltd company, this is in effect my full time job, and I own the properties 
personally.

I make a modest income, once the large mortgage payments have been made, but always stress tested 
my purchases against rising interest rates, so to take a sensible approach.

I am greatly concerned however that now owning 19 properties, that I will be taxed on turn over 
rather than profit!

By my calculations my tax bill will outstrip my means to actually pay it!

Retrospective changes on what is in effect a business is ridiculous. I will have little option but to evict 
my tenants, who simply can’t afford to even save modest deposits. I will then have to fire sell the majority 
of the portfolio. The further issue is the tax on even taking this option!

Please could we adapt a more common sense approach, and set this for new purchases. This has always 
been a stable financial country to make sound business and investment decisions. Please don’t destroy 
such with a flick of a pen!

I would like to give you an example of why this tax on turnover is going to be so disastrous to Britain’s 
tenants and in particular the poorest members of society who will not be able to manage a rent increase. If we 
take the example of Jim who is a high rate taxpayer with only one let property worth £200k we can see what 
happens. 

If Jim has a 75% mortgage at 4% and a monthly rental turnover of £833 we can look at Column 1 to see that 
the annual rent received is £10k. Costs, other than mortgage interest amount to £2k and the annual mortgage 
amount comes to £6k. This results in a taxable profit of £2k of which HMRC get £800 and Jim gets £1200.

When the tax change is fully implemented, but with no other changes, the picture changes greatly. Jim now 
sees the Government tax him on the money he pays as mortgage interest so after the 20% interest relief his tax 
increases to £2k wiping out his profit and he has a net income of zero.

Column 3 shows what happens after the tax change and a 1% interest rate rise to 5%. Now instead of making 
£1.2k a year from his property, Jim has to find the same amount to pay his tax meaning a negative net change 
of £2.4k! Jim is not a happy man.

Many landlords, even accidental ones, or ones that have moved for their job but let out their old home, 
are going to be adversely affected. If we now say that Jim is actually a lower rate payer earning £29,785 of 
taxable income from his job then the £2k profit from his rental property takes him just to the threshold of the 
higher rate tax band under current rules. He would therefore still pay lower rate tax on his salary and his rental 
income. After the tax change HMRC see his taxable income as £37,785 and he will pay higher rate tax on £6k 
even though he’s not earning it.

Now Post Tax Change
Post Tax & 1% 

Interest Rate Rise
Rental Turnover 10,000 10,000 10,000
Expenses 2,000 2,000 2,000
Mortgage Interest 6,000 6,000 7,500
Profit 2,000 2,000 500
Taxable Profit 2,000 8,000 8,000
Tax 800 3,200 3,200
Tax Relief (20%) -1,200 -1,500
Net Tax Burden 800 2,000 1,700
Net Income 1,200 0 -1,200

So what can Jim do? I believe he has 3 choices:

suBsidisE thE ProPErty from anothEr sourcE of incomE

Why would he do that? And suppose he has 2 properties, or 10, or 50 or 100? Or maybe he’s one of those 
older people that took their pension money to give themselves a living right now. His letting business is just not 
sustainable and substituting the tenant’s living costs is not an option for him.
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incrEasE rEnts

As I’ve already said this will be happening because it has to. Of course Jim will have to pay tax on the 
increased rent too, so in order to break even in the example above he has to put the rent up by exactly 20%. 
That doesn’t give him a profit,  it’s  just  to get his net cashflow to zero. But Jim has  invested money into  this 
property and needs to see a return so rents need to increase even more than 20%, probably more like 30% and/
or Jim will scale back on maintaining the property. Now it may be that the mortgage is smaller but to break 
even it would need to be 60% of the £200k value. However there would still be no return on the investment. So 
why would he not increase rents?

sEll thE ProPErty

There’s going to be loads of people doing this. The Government says that the tax on turnover will only affect 
around 1 in 5 landlords but this has been proved as wildly inaccurate by various landlord groups. It is believed 
to be closer to 60%!

The same groups believe that around 20% (1 in 5) will actually quit the market altogether and as there are 
around 2 million landlords in the country that means 400,000 will exit. Many of these will only have 1 property 
but others will have many. Some landlords will sell some properties because the new tax system makes those 
homes unviable for their business.

So if we say those 400,000 landlords sell an average of 2 properties each then that’s 800,000 tenants being 
evicted because of the new tax. If each of those tenants is a family of 3 then that’s 2.4 million people looking 
for a new home in a much smaller market. Rents will sky-rocket and if, for any reason they can’t, then more 
properties will be sold off.

I hope that these examples illustrate why this tax change cannot be allowed to go through.

October 2015

Written evidence submitted by the Residential Landlords Association (FB 72)

aBout thE rEsidEntial landlords association (rla)
The Residential Landlords Association (RLA) is the premier national landlords association operating in 

England and Wales. We have over 20,000 subscribing members and 1800 guest members. Our members own 
or control over 250,000 units of accommodation. Primarily our members are landlords in their own right but 
a number are managing and letting agents, some of whom are also landlords. Our members operate in all 
sub-sectors of the Private Rented Sector (PRS). Properties are rented out to families, working people, young 
professionals, the elderly, students and benefit claimants.

summary

 — The Association is strongly opposed to the measures contained in Clause 24. 
 — Withdrawing the right to deduct interest is fundamentally unfair. 
 — The Government should pause the measure for further investigation as to its impacts. The Government 

has failed to fully appreciate these. If introduced the measures should not mean that tax payers are 
moved into a higher tax band; nor should it apply to anything other than completely new borrowings. 

 — The Government has failed to appreciate that this measure will affect tenants as much as landlords. 
 — We set out various important realities which the proposed measure ignores including issues around 
higher rents resulting, adverse impact on housing supply, the importance of debt finance to the sector 
as well as the significance of the tax regime in which it operates. 

 — A worrying feature is the loss of the right for individuals/partners to deduct interest when calculating 
profits so that tax will be on an inflated imaginary profit; not the real profit. 

 — 50/60% of landlords are affected; not 20% as the Government suggests. 
 — Contrary to Government expectations rents will rise as a result. 
 — We highlight the disadvantageous tax position of landlords. 
 — Estimates vary between 44% and 75% as the number of landlords that will raise rents as a result and 

there is “slack” in rental levels which allows this to happen. 
 — We set out the ways in which tax payers will be affected whether by moving into a higher band, a 

higher effective rate of tax or landlords being pushed into loss making situations. 
 — All of this has to be looked at against the background of possible increases in interest rates. 
 — The measure will result in adverse reduction in property standards. 
 — Private landlords should be regarded as being in business not just as investors. 
 — The measure will adversely impact on the supply of housing. 
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introduction

This Memorandum is submitted as evidence to the Public Bill Committee considering Clause 24 of the 
Finance Bill 2015. This Clause both restricts mortgage interest relief for private residential landlords who are 
individuals or partners to the basic rate of tax but also significantly, provides that mortgage interest relief and 
other finance costs will no longer be deductible in computing the profits of a residential rental property business 
for tax purposes. This does not, however, apply to corporate landlords. 

This Association is strongly opposed to the measure. We believe that withdrawing the right to deduct interest 
is fundamentally unfair. As well as opposing this measure we have called upon the Government to “pause” 
the measure for further investigation as to its impacts. We consider that the Government has failed to fully 
appreciate the implications of what is proposed. Furthermore, this measure, if implemented, should only 
apply to entirely new borrowings, i.e. new loans or additions to existing borrowings. It should not apply to re-
mortgages of existing borrowings. 

Both landlords and tEnants arE imPactEd advErsEly

In bringing this measure forward, the Government has failed to appreciate that it is not simply a measure 
affecting landlords but it would also have adverse consequences for tenants, as well as the private rented sector 
generally. 

what thE ProPosal ignorEs

Regrettably, the proposed measure ignores important realities:

 — Additional resultant tax costs, along with the other expenses of running a business, will be passed 
through to consumers of the business, in this case private tenants. This will lead to higher rents as a 
direct consequence. 

 — Due to a rising population, as a result of an increased net inward migration and a population who live 
longer, there is overall increased demand for housing, which is currently not being met. 

 — Rising house prices, relative restraint on wages and stricter regulatory requirements around owner/
occupiers obtaining mortgages mean that many who want to buy are excluded from the market. At the 
same time public finances  to support social housing are  limited and, due  to reduced house building, 
subsidies for social housing (via Section 106 monies) are inadequate, so that the supply of social 
housing is restricted. 

 — As a result, private renting has expanded and is predicted both by Government and PWC to represent 
25% of overall housing provision by 2025. 

 — Increased  housing  supply  to  fill  the  gap  is  therefore  dependent  on  private  landlords  investing  their 
capital to meet the supply needs for those who can neither afford to buy nor are able to access social 
housing (or even prefer to rent anyway). 

 — Many landlords simply do not have sufficient resources of their own and are dependent on borrowing 
to fund their purchases. It is most certainly not a question of them borrowing more to buy more 
expensive properties; rather they have to borrow in the first place to be able to buy at all. 

 — Debt finance via banks  and buy  to  let  lenders  is  essential  to  fund  the  expanding market  for  private 
rented sector housing. Small and medium sized private landlords are the backbone of the private 
rented sector. Institutional investors are simply not interested in older stock which is “pepper potted” 
around. Institutions are only interested in purpose built new accommodation and even then only in 
very limited quantities. 

 — As with any business, the tax regime in which it operates is extremely important. The ability to offset 
debt interest in full, which is a very real expense of a business, is permitted for every other kind of 
business, irrespective of the rate at which tax is paid. 

 — For any business according to normal accountancy and tax principles you are entitled to deduct interest 
costs  in  arriving  at  your  true profit. Tax  is  only  then  exacted on  this profit;  not  an  imaginary profit 
which results from adding back interest charges. 

 — If you change the tax regime in which a business operates this has adverse consequences for that 
business. 

All of these key factors are being ignored by the Government as it brings forward this proposal which 
threatens to destabilise the private rented sector, which is now the second largest sector in housing, with the 
very real risk of severe adverse consequences for the sector as a whole; not just landlords but tenants and 
prospective tenants seeking to rent homes. 

rEmoval of thE right of dEduction of financE costs

A worrying feature of this measure is the loss of the right for individuals and partners to deduct interest when 
calculating  their  profit. This means  that  they will  now be  taxed on  an  inflated  imaginary profit;  not  the  real 
profit from their rental businesses. As a matter or principle, you should only be taxed on the genuine profit of 
your business. 
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thE govErnmEnt’s assEssmEnt of imPacts

We challenge the assessment of the impact of these measures made both by the Government and also by the 
Office of Budget Responsibility (OBR). We believe that they are wrong in two important respects:

1. The number of affected landlords. 

The Government suggest that only 20% of landlords will be affected. We believe that this is totally wrong 
and more like 50% or 60% of landlords will be affected in some way. The Government cannot say how many 
properties will be affected but it is the number of properties/tenants who will be impacted which is key, 
particularly in relation to the issue of rising rents which will ensue. 

2. Rising rents

Amazingly, in our view, the OBR have confirmed the Government’s view that these measures will not lead to 
an increase in rents. This measure must of course not be looked at in isolation because alongside this proposal 
is the intended removal of the 10% wear and tear allowance for depreciation of furniture in fully furnished 
lets. At the same time market forces are pushing up rents in many areas, but not all of them. This has led to 
major concern on the part of tenants and their representatives. We believe that the restrictions to be imposed 
on mortgage interest relief, with the loss of the wear and tear allowance, will pour further fuel on the flames of 
increasing rent driven by market forces, due to the overall shortage of accommodation. 

thE tax Position of PrivatE landlords

Supposedly  this  measure  is  being  put  in  force  to  a  “level  playing  field”  between  landlords  and  owner/
occupiers. As various commentators have pointed out this analogy is wholly misplaced. Private landlords are in 
business; owner/occupiers are not. More importantly, the tax position of private landlords, when compared with 
both owner/occupiers providers of social housing, is the worst of all, as well as when it is compared with other 
trades and businesses. This means that there is a tax cost which is passed onto a tenant. The private landlord is 
subject to the following:

 — Capital gains tax on sales (unlike owner/occupiers and social housing providers).
 — No capital gains tax rollover relief or entrepreneur relief.
 — No ability to offset any losses against other income. 
 — No ability to claim tax relief on pension contributions against rental income. 
 — Inability to claim various allowances otherwise available to others in business such as capital 
allowances and special reliefs for certain energy efficiency improvements etc. 

 — Inheritance tax paid on their properties. 

Additionally, as one would expect, the landlord pays tax on his/her rental income but the social housing 
provide does not; nor does  the owner/occupier pay any  tax on  the  imputed benefit of having  the use of  their 
property. The owner/occupier pays no capital gains tax. 

The Government has recently announced a new relief for owner/occupiers for their own homes in relation 
to inheritance tax but no such relief is available to the private landlords. Social housing providers are either 
exempt from tax because they are charities or because they are local authorities. 

This adverse tax position for landlords has a direct bearing on tenants. As we have explained above the pass 
through principle means that anyone in business looks to recover their tax costs as part of their pricing, i.e. 
when fixing their rents. Anyone in business looks at their net return after tax. Landlords are no different. 

This Association working with Professor Michael Ball of Reading University has estimated that because 
in effect the private tenants is already taxed to the tune of £1,000 per year per tenancy because of the way in 
which the tax regime overall is structured in relation to private renting. Tenants of social housing providers 
have the benefit of renting from landlords who are tax exempt so there is no tax to pass on unlike in the case 
of the private landlords. This one of the ways in which social landlords keep their rents down compared with 
private renting. The Government’s measures will simply worsen this position and increase the tax burden which 
will be passed on. 

imPact on rEnt lEvEls 
In July 2015 the RLA carried out a survey of landlords immediately after the announcement of this measure. 

This shows that almost three quarters of landlords will buy to let mortgages are considering raising rents as a 
result. A similar response has been recorded in other research into landlord behaviour. Rentify also carried out 
a survey in July which showed that 56% of landlords wanted to increase rents. A further survey in September 
by Easy Roommate suggested 44% would increase rents. Surveys of tenants have shown that they are worried 
that this will happen and it is their perception that rents will rise. As things stand, the market will in many areas 
allow it to happen because of the shortage of supply and the increase in demand. 

Further, there is currently “slack” in the system which will allow rent rises to take place. The behaviour 
pattern for landlords is to increase rents at the beginning of the new tenancy and either not to raise them at all 
while the tenancy runs on, or limit increases. This is confirmed by the results of the English Housing Survey. 
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Landlords do have the scope to increase rents to offset these extra costs. If you are faced with a significantly 
higher tax burden what do you do? You have to cover your tax costs from somewhere so if you can increase 
your prices, i.e. rents, then you will do so. This measure means that tax has to be paid on non existent profits or 
even a loss. After all, the landlord still has to meet the mortgage repayments even though they no longer get the 
tax relief on them. This demonstrates why the tax regime in which businesses such as private rentals operates 
is so important. 

thE numBEr of landlords imPactEd

We have already made the point that in our view the Government woefully underestimates the number of 
landlords who will be adversely impacted. The way in which the impact will work are as follows:

 — Tax payers will be moved into a higher banding. Those who currently pay tax at the basic rate will be 
moved into higher brackets in many cases and likewise the direct tax payers will be moved into the 
additional rate banding. 

 — The  effective  rate  of  tax  on  the  real  profit will  be much  higher;  in  some  cases  landlords  could,  in 
effect, be paying 75% tax as a direct measure as a result. 

 — Some landlords will be pushed into a loss making situation. They will be paying tax on an imaginary 
profit. This  is  a  direct  consequence of  the  adding back of mortgage  interest  because  it  is  no  longer 
deducted  when  you  arrive  at  your  taxable  profit. Again,  alongside  paying  tax  on  this  non  existent 
profit/loss landlords will still have to make their mortgage repayments. 

Example 1 in the Appendix shows how someone who is a basic rate tax payer will be dragged into the higher 
rate. Unfortunately, at the moment, many basic rate tax payers are not aware that this is the case. Example 2 
demonstrates how the effective rate of tax will be calculated as a consequence of this measure. 

Accountants, Smith and Williamson, have estimated that in the case of a higher rate tax payer if you are more 
than 75% borrowed (your loan to value ratio) then your business will become loss making and in the case of 
additional rate tax payers if you have a gearing level of more than 68% then again your business is no longer 
viable as it is making a loss. 

Further,  the RLA’s own survey of  its members  throws huge doubt on  the Government’s one  in five figure. 
The Government have made their calculations based on current self assessment returns, but because rental 
incomes are lumped together, they cannot actually say how many properties will be affected. What ever the 
Government’s  figures  show  they  are  not  consistent with  the  RLA’s  own  survey.  In  September we  surveyed 
1,200 landlords who used our tax calculator feeding in real figures for their current tax liabilities which were 
then adjusted to see what would happen under the new regime. Of the 1,200 landlords who participated 719 
of these currently pay basic rate tax. 449 of these, over 60%, will be put into the higher tax band by 2020. A 
further 74 higher rate tax payers out of 435 surveyed would now find themselves paying the additional rate, i.e. 
45% instead of 40%. 

Therefore, a significant number of basic rate  tax payers will be affected so that some of  these will now be 
expected to pay 40% tax on at least part of their income, even though they have no real increase in their income 
other than a fictional increase resulting from the additional mortgage interest costs. 

rising intErEst ratEs

None of this, of course, takes account of what happens as and when interest rates rise. We do not know 
when this will be but it is fair to assume that eventually we will reach an environment where interest rates 
are at least 3% above current levels. This will further adversely impact on those affected, both landlords and 
tenants. Critics claim that this is an undeserved “tax break” for landlords. In reality, the current regime is a fair 
and proper allowance for the private rented sector as a whole, including tenants who are its customers. As we 
see interest rates rise ever greater pressures will impact adversely on landlords resulting in higher costs being 
passed onto tenants through increased rents. Example 3 shows the impact of a 3% rise. 

advErsE imPact on ProPErty standards

Another consequence will be adverse consequences for the state and condition of rental properties resulting 
from less money to spend on both repairs and improvements. This was a dire consequence of the Rent Acts 
so it is not idle speculation. 43% of our July survey said that they would spend less on their properties as 
a result. The Government countered by saying that there are minimum standards but in any case there is no 
compulsion to carry out improvements. The woeful state of housing enforcement means even though there may 
be minimum standards it does not mean that they are followed. Landlords may still do repairs but they may do 
less work or they may delay in carrying out the work simply through lack of funds to effect them. 

BusinEss -v- invEstmEnt

Unfortunately, Government treat private renting as an investment when it suits them, not a business. The 
reality is that private landlords, as providers of private rented housing, are in business. They provide a vital 
service. After all those who rent out furnished holiday lettings receive advantageous tax treatment as if they 
were traders, unlike private landlords letting out peoples homes, who are treated in a wholly disadvantageous 
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way by the tax system, as we have already seen. This treatment seems at odds with the increasing amount of 
regulation which private landlords face. Further measures came into force in October of this year. Even before 
this we estimated that the private rented sector is subject to around 100 pieces of legislation, containing some 
400 or more measures which affect the sector. Talking to Civil Servants they regard private renting as akin to 
investing in stocks and shares or antiques. This is a wholly misconceived perception and nothing can be further 
from the truth. Many landlords have to be licensed; licensing will become universal for self managing landlords 
in Wales this autumn, for example. Landlords commit a considerable amount of time to their businesses. After 
all if the same activities are carried on by their managing agent this is treated as a trade but not if it is done by 
the landlord himself/herself!

advErsE imPact on suPPly

We have already pointed out the adverse consequences so far as the supply of housing is concerned. Private 
rental is a key provider, meeting the needs of all sections of the community, including the less well off and 
families. After all many families have not now rent in the private sector because social housing is not available 
for them. 

The Government’s clear intention is to try to promote owner/occupation at the expense of private renting. 
This is ignores the realities, however, since as already stated, many who want to do so simply cannot access 
owner/occupation. The Government believe that private landlords are in competition with owner/occupiers 
forcing up prices. We have seen no real evidence of this. 

If landlords are forced to sell they will sell with vacant possession, which means that tenants could be 
dispossessed as a direct consequence of this measure. The Government after all are talking about giving four 
years for landlords to adjust they way in which they operate their businesses. Clearly for some selling up and 
divesting is one option which could mean more sales but at the expense of current tenants having to move out. 
This would be a regrettable result for those who would then be affected by having to find new homes. 

timE to PausE and to look at thE consEquEncEs

As we said in our Introduction the RLA opposes the measure and calls on the Government to pause the 
proposals for further careful and more detailed consideration of the clear adverse impacts which will result in 
the whole private rented sector, including tenants, being harmed. 

We call upon the Government to introduce the following measures, if the misconceived proposal is to 
continue:

 — Restricting the changes to new borrowing from April 2016 onwards. This would protect previous 
investment decisions and allow existing mortgages to continue under the current tax regime. The new 
regime would only apply to increases in borrowings and not with finance on existing loans. 

 — The introduction of a mechanism that assesses tax liability on real profit after deduction of mortgage 
interest allowing landlords’ current tax bracket to be unaffected. Additionally a proposed period of 
relief from both capital gains tax and stamp duty land tax for those landlords who choose to incorporate 
their business allowing them to transfer their existing properties to a company without the penalty for 
having to pay capital gains tax and stamp duty land tax. 

At the end of the day, however, we believe that this measure is wrong and should not proceed.

EXAMPLE 1
A higher rate tax payer has a net rental profit after running expenses and interest of £6,000 in a tax year with 

his mortgage interest payable amounting to £10,000. NB: Current tax rates and allowances are applied. 

The current position

Net profits – 
£6,000 x 40% = £2,400 
Tax payable
After the changes 
taxable profit  £6,000.00
Add back interest interest £10,000.00

£16,000.00
£16,000 x 40% = £6,400
Less £10,000 x 20% allowing for tax reduction = £2,000
Net tax payable £4,400
However, the real profit is still £6,000
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Tax £4,400.00 
Real profit £6,000.00 x 100% = 73% approx.

Note: The above assumes the measures are fully in force after the transitional period has expired. 

EXAMPLE 2

Before the change
The landlord’s position is as follows:

Total rent received £60,000.00
Less expenses £5,000.00

£55,000.00
Less mortgage interest
Payments £40,000.00

£15,000.00
Add other income £25,000.00

£40,000.00
Less personal allowance £10,600.00

£29,400.00
X 20% 5,880.00 tax payable
After the changes – 
Rental income £60,000.00
Less expenses £5,000.00

£55,000.00
Add other income £25,000.00

£80,000.00
Less personal allowance £10,600.00
Taxable income £69,400.00
£31,785.00 taxed at 20% £6,356.00
The balance of £37,615.00 taxable at 40% £15,044.00

£21,400.00
Less tax reduction of 20% of £40,000 
interest paid £8,000.00

£13,400.00

The difference

Tax now payable £13,400.00
Less tax previously payable £5,880.00

£7,520.00

Note: the above takes account of the fact that the landlord still will pay basic rate of tax until the marginal 
rate of 40% becomes payable. These figures assume current tax rates and allowances and are calculated once 
the transitional period has gone by.

EXAMPLE 3
A higher rate tax payer is paying interest on a loan of £200,000.00 at the rate of 5% which equals £10,000.00 

per annum. As a result of the 3% rise in interest rates this amount goes up to £16,000.00 per annum. The rental 
income after non mortgage expenses is £13,000.00.
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The current position

Rental income after non mortgage expenses £13,000.00
Less interest payments £10,000.00
Net profit per annum tax payable £3,000.00 x 50% = £1,200.00
Actual profit
Rent after non mortgage interest expenses £13,000.00
Less mortgage interest payments £10,000.00
Net profit £3,000.00
Tax paid £1,200.00
Net profit £1,800.00

After the interest rate rise the interest payable increases from £13,000.00 to £16,000.00. Currently, under the 
current regime this wipes out any profit so there is no tax to pay. 

After the change

Rent net of non mortgage expenses £13,000.00
Tax on £13,000 @ 40% = £5,200.00
Less tax reduction at basic rate of 20%
On the interest payment of £10,000 £2,000.00
Tax payable £3,200.00
Add interest payable £10,000.00

£13,200.00
Less rent received £13,000.00
Loss £200.00

As against rental income of £13,000 after this income tax burden is made the landlord makes a loss of £200.

Once interest rates rise by 3% the position is as follows:

Rent net of non mortgage expenses £13,000.00
Tax on £13,000 at 40% £5,200.00
Less tax reduction of 20% on £16,000 £3,200.00
Tax payable £2,000.00
Add interest payable (at the increased 
interest rate) £16,000.00

£18,000.00
Less rental £13,000.00

£5,000.00

The loss increases dramatically by £4,800 to £5,000 as a result. 

NB: current tax rates and allowances are used in this example. 

October 2015

Written evidence submitted by Councillor James Fraser, Stevenage Borough Council (FB 73)

THE RUINOUS EFFECTS OF CLAUSE 24

thE Background

1. I am an elected councillor, formerly of both Stevenage Borough Council and Hertfordshire County 
Council, currently with some responsibility for Planning. I hold a degree in Politics & Economics, have been a 
former Army officer undergraduate and for the past nineteen years have been a professional provider of private 
housing and trainer in the best practices for the private rented sector. I had responsibility for housing on SBC as 
deputy chair during my last stint in office.
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2. Since this bill was announced, there has been a growing public outcry against it, as people have gradually 
woken up to its severe implications, and I wanted to ensure that you as a committee member are fully aware 
of those implications. Currently, few people are aware of the catastrophic consequences awaiting the housing 
sector if this goes ahead but you’ll get to hear a lot more about this from an increasing number of people 
once it is more widely understood what the consequences will be. So far, the National landlords Association, 
the Residential Landlords Association, the Council of Mortgage Lenders, the Institute for Economic Affairs, 
the Institute for Fiscal Studies, the Conservative think-tank Core Policy, The Telegraph and many concerned 
landlords, tenants, agents, economists, and academics have spoken out against this ruinous policy which is 
contrary to all established taxation practices, contrary to principles of natural justice, and is one of the most 
anti-business proposals ever considered.

whErE’s thE consErvativE idEology?
3. A very large number of landlords – the vast majority, I expect, of the 2.1m thought to be in operation 

– would have voted Conservative at the last election. We have always traditionally seen ourselves as natural 
bedfellows, with the private sector, business, support of the individual investor, low taxation and freedom to 
expand private enterprise as core Conservative ideologies. Landlords are moderate people, planning for the 
future – nothing in Clause 24 assists or endears them, and willingly betrays those who thought they had a fair 
and moderate government they could trust and believe in. 

4. Clause 24 willingly and deliberately embraces the beliefs of the hard left – taxation in excess of 100% 
of earnings, the driving from business of an essential private service, the extreme dereliction of wealth hard-
fought and legitimately earned. No politician of any colour has ever thought this is a workable or realistic 
policy – it was recently described as being like something ‘from a third world country with a lunatic dictator’ 
– so we are utterly stunned that any moderate government should be the ones to try to implement it.

landlords as disnEy villains

5. There are so many untruths being perpetuated about this Clause, and landlords generally. We are used to 
being the most hated people in society – only bankers and paedophiles seem to keep us off the top spot – yet 
so much of the media hysteria about the housing market is provably and factually untrue. We are consistently 
portrayed as some sort of Disney villain, sheltering in some rain-soaked castle on a distant mountain whilst 
rolling around in untold riches, laughing raucously at the poor and misery around us. The media happily 
perpetuate this myth of rapacious greed. Only two weeks ago, ‘Moneyweek’ magazine produced a column 
about landlords entitled ‘Making money out of misery’ which went on to contain so many factual errors (that 
would have been obvious even to a lay-person), that one had to conclude they had made the whole thing up and 
passed it off as reality.

…and thE actual truth

6. In truth we run businesses providing quality homes to a wide variety of people who cannot or do not 
want to buy for a wide variety of reasons. In my case, I run a permanent 24/7 on-call policy, I spend all day 
administering, visiting, repairing, and running a full refurbishment outfit where I am hands-on and at the very 
centre of the housing provision. I have excellent relationships with all of my tenants, many of whom have been 
with me for many years, some of whom have left and decided to return, and at least two who left for that holy 
grail – a council house – only to later ask if they could return to my far superior houses and level of personal 
service! I take poor, damaged housing that few people want and turn them into high quality refurbishments that 
are desirable and in huge demand from people looking for a high-quality home with full provision laid on.

7. My own contribution to the wider economy, as with many landlords, is immense. I employ multiple 
tradesmen on a regular basis, occasionally letting agents, estate agents when buying or selling, and, most of 
all, I have a regular programme of refurbishment, where each house receives around £20,000-£25,000 each 
and every time it needs refurbishing. This is money that is put directly through the tills of my local hardware 
stores  which  keeps  staff,  kitchen  fitters,  plumbers,  bathroom manufacturers,  electricians  and  all  manner  of 
manufacturers in business. Such thorough repairs and refurbishments will inevitably cease if I can no longer 
afford to carry them out.

thE strangE myths of landlording

8. The government makes some strange claims that are provably false. Let’s take a look at these myths 
individually:

8.1 ‘It is an investment – like shares – not a business’

Anyone who says this, or thinks this, has quite clearly never been a landlord, and they’ve certainly never 
run a housing business. For the vast majority of people trading in shares, they need do nothing more than press 
the ‘buy/sell’ button at appropriate times. Indeed, the very nature of shares is that someone else is running 
the business. The investor is not expected to have an involvement. For even the smallest of landlords, there 
are endless preparations, and every day of their business life they are subject to legislative and regulatory 
adherements that require an ongoing commitment to another person or family. For portfolio landlords, every 
day is a full-time occupation of responsibility, with paperwork, phone calls, visits, meetings, financing, services 
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to be provided, repairs to be made, court cases to handle, and for me, full time and expensive provision of 
totally refurbished properties taking anything up to £25,000 per time of further investment and management, all 
of which is hands on and an integral part of my working day.

With shares, having a regular, full-time job is expected and usual. As a landlord, it is next to impossible to 
have any other full-time work and maintain the professional commitment to your business and your tenants.

I also look forward to the day that property can be held in an ISA!

8.2 ‘Only 1 in 5 landlords affected’ 

The truth is that most landlords with finance in place – which is the vast majority of them – will be affected. 
Expert opinion puts this at 60% of the 2.1m, or one and a quarter million landlords. Even if, as is suspected, 
the government means only 1  in 5 will be  facing severe difficulty or bankruptcy as  their  tax bill  rises, often 
to exceed earnings, this still means 400,000 private individuals being forced into untenable situations simply 
for pursuing a much-needed business or for providing themselves with a decent pension. If they only housed 
one person each, that’s 400,000 renters potentially looking for a new home in a shrinking market. The 
real impact though is that the landlords being targeted in this grossly unreasonable way are the professional, 
portfolio  landlords,  so  having  one  tenant  each  is  wishful  thinking!  If  they  only  had  5  houses  each,  that’s 
anywhere from 2 million people upwards, including children, looking for a new home. As a local councillor, 
I can assure you they will in large part be heading for the local council for support, which simply cannot be 
offered or provided.

8.3 ‘It’s government ‘genorosity’’ and ‘only the wealthiest landlords are affected’ 

The wealthiest  landlords –  the  truly wealthy  in  this country – are usually unfinanced and  therefore  remain 
completely unaffected. The landlords that are the most affected, with the prospect of having their entire 
businesses and wealth effectively confiscated by the government, are the less well off, middle class, working, 
portfolio holders. Most of these are professional landlords with full time businesses, but we are also talking 
about potentially destroying the finances of public servants, nurses, doctors, teachers, train drivers, book 
editors, driving instructors, the retired, and a vast range of ordinary people in ordinary jobs who have 
invested wisely for their futures. The government says these are ‘wealthy’ people, which neatly plays to the 
media headlines hungry for a property scapegoat, when the truth is that 

DEBT does not = WEALTH. 

Hitting those with the most borrowing and calling that a taxable EARNING is beyond ludicrous, and 
something no Conservative – or ANY moderate and right-thinking government – would ever understand as 
reasonable behavior.

The comments about this being a case of ‘generosity’ to the wealthy are also highly offensive and ill-
informed. There is nothing ‘generous’ about a business expense. No so-called ‘wealthy’ retailer, industrialist, 
manufacturer or service provider is being spoken of in these terms yet they all get identical tax treatment. Why 
are landlords the scapegoat yet again?

8.4 ‘A fairer tax system’

Taxing debt is not fair. Paying tax rates greater than everybody else, simply because of the business you 
are in, is not fair. Getting taxed at rates of anywhere between 100 and 156% of earnings, with the inevitable 
bankruptcy, is not fair. Distorting tax so that lower earners pay more, or get forced into higher tax brackets on 
non-existent income is not fair. Taking away personal allowances as people on moderate incomes are hit for 
additional-rate tax is not fair. In fact, the only thing that is fair is the CURRENT SYSTEM where everyone 
gets taxed the same affordable amount on their profits. This is the only way that everyone is treated equally 
– singling out a landlord for extreme treatment is DISCRIMINATORY and is fair to no one. Some of these 
affected landlords with day jobs are being advised by accountants to GIVE UP THEIR JOBS in order to try to 
protect their earnings and tax band. It is a sickening situation for normal, hard-working people to be forced into 
this predicament.

8.5 ‘Landlords have an unfair advantage over owner-occupiers’

Owner-occupiers do not pay CGT. They do not pay tax on room rentals up to £7,500. Landlords have to find 
20-25% deposit as a minimum, owner-occupiers only 5-10% typically. The IFS has said landlords are far more 
heavily taxed already than home owners or commercial operators. I have bid on 15 houses this year and been 
outdone by a first-time buyer or established owner-occupier on every one because they don’t have to factor in 
business expenses in providing the home to someone else, as landlords do. Most importantly, landlords pay tax 
on their earnings – sometimes large amounts of tax – which will stop if they cannot continue in business.

8.6 ‘Landlords are responsible for high house prices’

This is one of the most bizarre beliefs, but it is constantly perpetuated. The official, academic studies show 
that of the last 150% rise in house prices, around 7% is attributable to the private rented sector. According to 
the ONS, house prices have doubled in this country every seven years since 1948. It sounds incredible, but it 
is true, regardless of boom or recession, the average has always advanced thus. Since consumer buy-to-let only 
arrived in 1996, how do you explain the exponential rise over the previous HALF A CENTURY? And since the 
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graph of house price rises continues on the exact same trajectory both pre- and since 1996, it would seem that 
the private rented sector has had a far less impactful effect on house prices than is often perceived by the public 
and the editors looking for a sensationalist headline. 

8.7 ‘Landlords might destabilize the housing market’

At 19% of the housing stock, and 14% of current mortgage lending, it seems somewhat strange to single out 
this minority group as the cause of any future instability. Traditionally, landlords have never caused instability, 
and many of us have factored rate rises into our calculations, as mortgage lenders already do. Most of the long 
term professionals were trading during the times of 15% rates, and even since 1996 my earliest mortgage rates 
were 8%. The mortgage lenders have always seen landlords as a safer bet than home owners which is why the 
lending on these types of business is so popular. What definitely WILL destabilize a relatively secure market is 
bankrupting or forcing out of business most of the professional operators! A strangely ironic position, don’t you 
think, considering the government’s claim that this is what they’re trying to avoid?

8.8 ‘Landlords are greedy and selfish’

Really? Apart from the fact that most make only modest returns – 1-2% net is typical – 21% make no profit 
at all and use their asset value as a long term savings plan or pension. In my case, my refurbishment costs mean 
my real return on most properties is a negative figure. Also, the large majority of the landlords I am associated 
with are far more likely than a Local Authority or Housing Association to offer real, proper help and advice, 
including writing off debts, lowering rent and assisting tenants with all manner of personal issues. I enjoy 
housing people, taking an interest in their lives, seeing them grow and prosper. Comments to the contrary 
are just offensive and ill-informed.

thE EffEcts of clausE 24
9. Large numbers of landlords are facing bankruptcy. The maths do not lie. It IS that serious and any 

politician who thinks this is a good idea urgently needs to re-read the facts above.

10. Tenant evictions will gather pace and possibly reach unsustainable proportions. Some landlords have 
already started on this process. I have already started meeting with my tenants to inform them of their new 
situation. They are shocked and upset. Where will they go, in a rapidly shrinking market?

11. Those  that  can  find  houses  for  rent will  also  find  the  basics  of  economics  apply,  namely  that  a  short 
supply with expensive costs makes the price high. No landlord I know wants to raise rents, nor evict people, 
but it is an absolute inevitability. If you think differently, please tell me why.

12. A large number of innocent people will now fall foul of child benefit payments, or be moved into a 
higher tax bracket despite earning no more income. Freedom of Information requests from HMRC PROVE 
that they have no idea how many landlords are to be affected, how many tenants or properties will now be at 
risk, how many people will move tax brackets, nor how many people will lose child benefit. NO IDEA. How 
can any policy seriously proceed on this basis?

so what can BE donE?
13. Luckily, there are a few options available:

13.1 Make the new legislation applicable to new mortgages taken out from April 2017. This way the 
government still gets its plan but existing portfolios are not targeted and landlords who might have spent two 
decades building for their family’s future are not dragged into hardship and even state dependence themselves.

But better yet…

13.2 Only apply the new restrictions to bad or unaccredited landlords. Those who can prove accreditation, or 
that they have all the relevant certifications and standards in place, can continue on the existing system. Many 
local authorities are already signed up to  the national scheme run by the NLA. This benefits  the government 
in that they can still launch this plan whilst simultaneously forcing the ultimate raising of standards on all 
landlords, which in turn benefits all tenants and everyone in the private rented sector. It also neatly solves the 
problem of trying to determine whether someone is a ‘professional’ based on number of properties/number 
of tenants/turnover/earnings etc etc which various governments have seen as a problem in deciding how to 
professionalise the sector. This, I feel, is a brilliant plan as it solves several problems whilst creating no real 
down sides.

But better yet…

13.3 Scrap Clause 24 altogether and save landlords, tenants, related trades, the economy and various 
others whilst still taking the income tax, VAT and ongoing CGT we provide the exchequer with! 

Many  thanks  for  reading.  Please  stand  up  for  your  voters,  and  what’s  right  as  an  elected  official  of  a 
democratic and moderate government. For evil to triumph it is only necessary for good men and women to do 
nothing!

October 2015



122 Finance Bill: Written evidence

Further written evidence submitted by the Chartered Institute of Taxation (CIOT) (FB 74)

introduction

1. This clause enables  the Treasury by regulation  to  impose client notification obligations on  tax advisers 
and other persons who in the course of their business give advice to another person about that person’s 
financial or  legal affairs, or provide other financial or  legal services  to another person. “Client” can  include 
both current and former clients and customers. The explanatory notes say “Financial intermediaries and tax 
advisers will be required to notify their customers about matters specified in regulations, which are likely to 
include the Common Reporting Standard, the penalties for evasion and the opportunities to disclose previous 
evasion to HMRC. This will encourage individuals to make sure that they pay the right amount of tax on 
money held abroad.”

2. Further  details  about  the  information  that  must  be  provided  in  the  notification,  the  form  it  must  be 
provided in and the timing of the notification will be set out in HM Treasury regulations, not yet published.

3. There has been no prior consultation on the proposal.

concErns of thE ciot

4. We can see why HMRC might want to explore different ways of getting messages out to taxpayers 
effectively. However, in principle, we think it is wrong for HMRC to get involved in communications between 
tax advisers and their clients. It could affect the bond of trust that is a fundamental part of the adviser/client 
relationship. The idea of targeting clients for an HMRC message on offshore evasion runs counter to this and 
the public purse is not better protected as a result.

5. In addition there is a question-mark over which clients should receive the communication – all of them or 
just some of them? If it is all of them, then it becomes a very broad brush approach (although we think this is 
the least bad option). If it is just some of them, then whatever an adviser may say and intend, there is the risk 
that clients will take it that they are viewed with particular suspicion (and it is worth pointing out that Anti-
Money Laundering rules would likely mean that if there were such suspicions the adviser would need to report 
them to the authorities in any case). For many firms it will be very time-consuming to identify which clients the 
communication should be sent to.

6. We are working nonetheless with HMRC on how this notification can be most effectively and practically 
communicated by relevant advisers, with particular focus on tax advisers who make up the majority of our 
membership. We are grateful for HMRC’s engagement with us on this matter, which is giving us the opportunity 
to  discuss with  them our  concerns  and  the  practical  difficulties  that we  can  foresee  this  statutory  obligation 
might create.

7. We understand that it is intended to be a one-off notification exercise, but we are concerned that this might 
set a precedent and tax advisers will be required to send out other communications in the future, especially if 
this particular exercise is deemed by HMRC to be a success. 

8. It will entail advisers doing unproductive work and incurring costs, and, we foresee, that in time the 
messages would become meaningless as the communications from advisers would just be viewed as standard 
messages from HMRC.

9. For the reasons stated above, we do not support the proposals. 

who may BE rEquirEd to makE thE cliEnt notifications?

10. This is widely defined and could potentially include every lawyer, accountant, tax adviser and financial 
adviser in the country. 

11. It will not necessarily be easy to identify all the advisers who will fall into the category of adviser for the 
purposes of clause 46, especially those who are not members of a professional body or who are not regulated 
by a regulatory body. This will make it very challenging for HMRC to ensure that the right people know that 
they have the obligation to send the notification to their clients.

12. We also seek clarification whether the obligation will apply to employees or just to firms of advisers. 

which cliEnts should rEcEivE thE notification?

13. We believe that it is HMRC’s preference for the notification to be targeted only to clients who the adviser 
knows have an offshore account/asset/investment or to whom the adviser has given advice in respect of an 
offshore account/asset/investment, even if the adviser believes the client to be fully complying with their tax 
obligations. We are strongly of the view that advisers should be able to send the communication to all clients 
for the reasons given above.

14. In our opinion, using tax advisers to pass on this message is not an effective way of reaching HMRC’s 
intended target – ie people who are evading their taxes – because such people are unlikely to engage a tax 
adviser, particularly one who is in a regulated sector or a member of a professional body.
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15. It is not clear at this stage whether the term client will be limited to individuals, or whether it will also 
apply to companies, partnerships and trustees.

16. A sole practitioner or a small firm of  tax advisers may find  it  relatively straightforward  to  identify  the 
client who has offshore interests either from their records or from their own personal knowledge of the client. 
However,  there  is  a  risk  that  sending  the  notification  in  a  targeted  way  could  undermine  the  adviser/client 
relationship, if it leads to the client thinking that their adviser does not trust them (see comments above).

17. In many cases, we do not think that it will be practical for a firm of advisers to target the notification in 
the way suggested by HMRC. It could be very time-consuming to pick and choose which client should receive 
the communication. This is unreasonable. Firms of tax advisers are not like banks who we presume will be able 
to access lists of customers with offshore bank accounts relatively easily. Firms of tax advisers will not usually 
keep a list of clients with overseas accounts and assets. In some cases, an adviser will not need to know about 
a client’s offshore accounts for tax compliance purposes, for example if the client is not domiciled in the UK.

18. HMRC need to be very clear on what criterial and processes advisers must use if discretion is to be 
exercised, particularly as penalties may be imposed for non-compliance. 

19. We  think  that  in many  cases  the  tax  adviser will  find  it  simpler  and  less  time-consuming  to  send  the 
communication  to  every  client  –  although  even  this  could  present  difficulties.  Firms may  act  for  clients  on 
‘one-off’ pieces of work;  they may act for  them on non-tax related matters, especially the case in a firm that 
provides a range of services including tax. There needs to be a clear dividing line drawn (although this will be 
difficult to define) to avoid the obligation being cast very widely and to ensure only tax clients are required to 
be communicated with. Having said that, we prefer this option on the grounds that it will probably be more cost 
effective for most firms to do as the cost is in the time spent identifying clients.

20. Sending  the  notification  to  every  client  should  help  smooth  the  process  with  clients  who might  feel 
insulted to receive such a letter and flush out cases that the adviser is unaware of. 

21. We are strongly of the opinion that it should apply only to current clients, and not to past clients where 
the professional relationship has ended.

22. We suggest that HMRC should work with professional firms to see what is workable, as each firm will 
no doubt have different ways of identifying current clients. 

will thE advisEr havE to tEll hmrc that thEy havE notifiEd thEir cliEnts?
23. We do not know at  this stage  if  the adviser will have  to  let HMRC know that  they have notified  their 

clients under this obligation. We do not think that the adviser should be required to do this. We think that it 
would be impractical for HMRC to administer and follow up, as they would not know who to follow up – there 
being no definitive ‘list’ of advisers. 

24. Whilst  it  might  give  some  advisers  comfort  that  they  had  notified  HMRC  that  they  had  followed  a 
process (which we understand will be set out in the regulations) in sending the communication to clients, others 
would consider it to be an unnecessary additional burden.

will thErE BE sanctions for advisErs who do not notify cliEnts?
25. We understand that HMRC are considering whether there will be sanctions for non-compliance – perhaps 

a fixed penalty on advisers who fail to operate the notification process (to be defined) properly. 

26. We believe that the focus of the exercise should be to disseminate information, not to punish advisers 
for not complying properly. However, if penalties are at issue HMRC need to be very precise about what the 
adviser’s obligations are.

27. It is essential that the rules allow reasonable care to be taken following clear obligations, rather than 
requiring perfection against undefined criteria.

who should draft thE notification?
28. We understand  that HMRC’s preferred approach would be  for  the notification  to be  ‘HMRC branded’ 

with the adviser sending it out and explaining that they were legally required to do so by HMRC. 

29. We agree with this. It would be less likely to adversely affect the client/adviser relationship. And it 
would clearly be very time-consuming for each adviser to have to draft a ‘bespoke’ communication.

30. The letter must be short and to the point. If they are too long and/or incomprehensible to the lay person 
then clients will simply ignore them.

31. Most of the recipients of the communication will be fully compliant with their tax obligations, and the 
communication must acknowledge this, and it must not alarm the recipient who is fully compliant.

32. We think that the HMRC branded document should be professionally worded, and avoid emotive and 
likely counter-productive language like ‘tax dodgers’ and ‘tax cheats’ and so on. 
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timing of thE notification.

33. Clause 46 itself says nothing about the timing of the notifications, but we understand from HMRC that 
they  are  proposing  that  the  notifications  be  sent  in  the  period  between  the  date  that  the  UK  is  required  to 
implement  the  DAC  via  domestic  legislation  (31  December  2015)  and  the  first  streams  of  data  under  EOI 
agreements coming through (Crown Dependencies – 30 September 2016). However, until the regulations are 
laid and we know the precise details of how the obligation is going to work, advisers will not be able to put a 
system in place to send the notifications.

APPENDIX: THE CHARTERED INSTITUTE OF TAXATION

The Chartered Institute of Taxation (CIOT) is the leading professional body in the United Kingdom concerned 
solely with taxation. The CIOT is an educational charity, promoting education and study of the administration 
and practice of taxation. One of our key aims is to work for a better, more efficient, tax system for all affected 
by it – taxpayers, their advisers and the authorities. The CIOT’s work covers all aspects of taxation, including 
direct and indirect taxes and duties. Through our Low Incomes Tax Reform Group (LITRG), the CIOT has a 
particular focus on improving the tax system, including tax credits and benefits, for the unrepresented taxpayer.

The CIOT draws on our members’ experience in private practice, commerce and industry, government and 
academia to improve tax administration and propose and explain how tax policy objectives can most effectively 
be achieved. We also link to, and draw on, similar leading professional tax bodies in other countries. The 
CIOT’s comments and recommendations on tax issues are made in line with our charitable objectives: we are 
politically neutral in our work.

The CIOT’s 17,000 members have the practising title of ‘Chartered Tax Adviser’ and the designatory letters 
‘CTA’, to represent the leading tax qualification.

October 2015

Further written evidence submitted by the Chartered Institute of Taxation (CIOT) (FB 75)

CLAUSE 32 – INTANGIBLE FIXED ASSETS: GOODWILL ETC

1. This is a supplemental briefing note on this clause (which will prevent corporation tax deductions, such 
as amortisation and impairment debits, in respect of goodwill and certain other intangible assets linked to 
customers and customer relationships) and should be read in conjunction with our earlier briefing note. 

2. Our earlier briefing note focussed on taxpayers who are required to use International Financial Reporting 
Standards (IFRS) under which purchased goodwill is not amortised for accounting purposes, although it may 
be impaired.

3. For taxpayers (generally smaller companies) who do not use IFRS, UK accounting standard FRS 102 
requires amortisation of goodwill over its useful life. If it is not possible to make a reliable estimate of the 
useful  life  of  the  goodwill,  then  it  is  amortised  over  five  years.  Smaller  companies  still,  that  use  Financial 
Reporting Standards for Smaller Entities (FRSSE), would amortise goodwill over a specified maximum useful 
life of 20 years. 

4. As a result these companies will have a deduction (relief) for corporation tax purposes in respect of capital 
expenditure incurred on acquired goodwill in accordance with amounts amortised in their accounts; this will 
be higher than the 4% pa available to taxpayers using IFRS who generally make an election for the annual 
deduction, as explained in our earlier briefing note. 

5. In practical terms the views expressed and conclusions reached in our earlier note are the same for smaller 
companies as for taxpayers using IFRS, but the precise technical rationale is slightly different, hence we are 
submitting this supplemental briefing. 

6. It might be thought that the greater tax relief available to smaller companies means that there is bias away 
from share sales in favour of asset sales. However, the experience of our members in practice is that, as for larger 
companies, share sales are invariably preferred for the reasons set out in our earlier briefing note (availability 
of SSE and entrepreneur’s relief). In practice, the availability of relief in respect of purchased goodwill (even 
at the higher rates) does not distort commercial practices in favour of assets sales. For these smaller companies, 
the proposed change will still have the result of increasing the bias towards share transactions, by removing any 
tax relief in the buyer’s hands for goodwill.

7. To the extent that the relief for goodwill was considered over-generous to smaller companies, this has 
been dealt with by the FA 2015 provisions denying relief for goodwill arising on incorporations. The need 
for further change in this area is open to challenge and risks being seen as particularly detrimental to smaller 
businesses. 
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8. For these smaller companies the proposal to abolish the corporation tax relief means that the tax treatment 
becomes different from the accounting treatment of goodwill for companies using FRS or FRSSE, adding 
complexity for them.

9. The alternative approach we suggest in our earlier briefing note of simply removing the right to adopt a 
fixed 4% amortisation allowance and to have the tax treatment follow the accounts in all cases would retain the 
annual relief available for smaller companies who are amortising goodwill under FRS or FRSSE. We think that 
this is unlikely to have a material impact on the revenue raised by the measure, as we would expect that the 
larger company position would be more influential. Further, as suggested, this would simplify the system and 
increase alignment with the accounts in all cases. 

10. As previously stated, we consider this to be a missed opportunity for consultation in an area where 
there is scope for reform and improvement. Further the change will introduce further complexity to the 
tax system and, if the government is minded to remove the relief, there are other possible approaches 
which would offer greater simplicity and coherence within the tax system. 

APPENDIX: THE CHARTERED INSTITUTE OF TAXATION

The Chartered Institute of Taxation (CIOT) is the leading professional body in the United Kingdom concerned 
solely with taxation. The CIOT is an educational charity, promoting education and study of the administration 
and practice of taxation. One of our key aims is to work for a better, more efficient, tax system for all affected 
by it – taxpayers, their advisers and the authorities. The CIOT’s work covers all aspects of taxation, including 
direct and indirect taxes and duties. Through our Low Incomes Tax Reform Group (LITRG), the CIOT has a 
particular focus on improving the tax system, including tax credits and benefits, for the unrepresented taxpayer.

The CIOT draws on our members’ experience in private practice, commerce and industry, government and 
academia to improve tax administration and propose and explain how tax policy objectives can most effectively 
be achieved. We also link to, and draw on, similar leading professional tax bodies in other countries. The 
CIOT’s comments and recommendations on tax issues are made in line with our charitable objectives: we are 
politically neutral in our work.

The CIOT’s 17,000 members have the practising title of ‘Chartered Tax Adviser’ and the designatory letters 
‘CTA’, to represent the leading tax qualification.

October 2015

Written evidence submitted by Matthew Moody, Director, Wealth Success Alliance and Stanford 
Knights Letting, Bth (Hons) (Oxon) (FB 76)

The proposed changes to the taxation of residential property businesses will create a catastrophic end-of-
sector  change which will  fundamentally  alter  the  playing field by driving out  hard-working ordinary British 
landlords  and  replacing  them  with  faceless  corporations.  This  bill  will  create  the  first-ever  G7  taxation  on 
turnover, will lead the housing market into recession and force many hard-working British families into poverty 
and potentially bankruptcy. IT IS WITHOUT A DOUBT A TAX ON THE FREEDOM THAT EVERY BRITISH 
MAN OR WOMEN HAS TO BETTER THEMSELVES, IMPROVE THEIR FUTURES AND PLAN FOR 
SELF-FUNDED RETIREMENT.

aBout us

Matthew Moody has been in the property market since 2004 when he foresaw that his pension would not 
give him a comfortable lifestyle. His solution was to invest for the long-term into the property market.

He has owned a £3.5 million HMO portfolio (houses of multiple occupation) across the Midlands for 8 years 
or more.

He set up a national lettings company in 2010 which won “Best Agent of the Year” and managed 650 units 
which morphed into Stanford Knights Letting who focus on Northampton and work closely with the council.

His other company, Wealth Success Alliance has taught over 2,500 people how to safely and ethically build a 
property business with a current database reach of over 25,000 landlords and investors.

1. oPEning rEmarks

In the Summer Budget on 08 July 2015 the Chancellor of the Exchequer, George Osborne announced the 
proposal to remove full mortgage interest relief on qualifying Buy-to-Let (henceforth known as BTL) interest 
and finance costs (which includes costs such as lender application fees often up to 2% of the bank loan) and 
instead to limit the relief to the basic rate of tax only.
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This would mean that, when we calculate a landlord’s annual profits for tax purposes we would NOT deduct 
loan interest and other finance costs to arrive at our net trading profit unlike any other business in the UK and 
our fellow G7 countries.

The corresponding result of this change would be to distort the true income derived from letting property and 
to dramatically increase landlords’ tax bills to such extent that the sector will suffer a catastrophic end-of-sector 
state driven by the Chancellor’s undue and unnecessary bullying and targeting of hard-working ordinary British 
families.

The Chancellor stated that this measure would affect only higher rate taxpayers, but you will see with the 
enclosed case studies in the Appendix and additional arguments below, that it would, in effect, turn the majority 
of Buy-to-Let landlords into higher rate taxpayers.

In calculating our adjusted annual income, all BTL rent (after other qualifying deductions) would count as 
income, as would any income from employment, dividends, etc. We would then only receive relief at the basic 
rate (currently 20%) on our loan interest. The way this was announced by the Chancellor made it appear that 
the relief from 2020/21 onwards would only reduce from 40% or 45% to 20%, but it actually reduces from 
100% to 20%!

This directly penalizes hard-working British families who have saved up their money (after tax) to re-invest 
back into the British economy through providing accommodation (an asset class the government has sadly 
neglected for the best part of 30 years), employment (to a multitude of trades including plumbers, electricians, 
carpenters, fire alarm installers, painters, brick-layers, roofers, carpet installers, kitchen fitters etc) and additional 
taxes that otherwise would not have been present had they have taken their money and invested it elsewhere 
(say overseas or in an instrument which is not taxed).

The  actual  effect  of  these measures  is  to  reduce  the  net  take  home  income  for  a  significant  proportion  of 
landlords, whether they are full time professional landlords, or part time landlords, like school teachers, nurses, 
fire fighters; the “ordinary hard-working people of Great Britain” which the Government has sworn to support.

The illustrations enclosed within this document in the appendix calculate the effect of these proposals when 
they are fully implemented in 2020/21. The illustrations use the current personal allowance, tax rates and tax 
bands for 2015/16 and are based purely upon my interpretation of the proposed new tax rules provided by 
HMRC.

The HMRC guide under the title “Impact on individuals, households and families” states, “It is expected 
that 1 in 5 individual landlords will receive less relief as a result of this measure.” However, the HMRC have 
neglected to understand that the top 20% of private landlords own as much as 80% of the housing stock in the 
private rented sector due to widespread uncertainty caused by successive governments to plan for the long-term 
financial future.

Therefore, the impact of these changes in terms of rent increases to offset the tax hike and/or widescale exit 
from the sector could be widespread and catastrophic.

2. a nEw tax on turnovEr not Profit

Based on the proposed Finance Bill Section 272A, it appears that the Chancellor is proposing that residential 
property investors are now taxed on turnover and not profit.

The tax as conceived will apply to turnover, not net income. The implication of this is little understood, but 
what it means is that a landlord, unable to deduct the full cost of his mortgage interest from his rental income, 
could easily be in the position of being taxed on zero net income or indeed on a net loss.

If such a tax were applied to any industry—not just buy-to-let—its effects would be ruinous. It would be 
the equivalent of taxing a cab driver on the basis of the passenger fares he received, and not permitting him to 
deduct the cost of petrol.

I can’t find any precedent for such a tax, which I suppose is not surprising: trying to raise tax from someone 
with zero net income is an absurd tax policy – if it can even be called a policy.

It is, in effect, less of a tax than a backhanded way of the Government closing down a business or an industry.

In the Appendix, I enclose several case studies of how this will affect a landlord who is already paying tax 
now pay up to 611% more tax due to these proposed changes!

3. inaBility to futurE Plan

Due to the continued successive government interference in the private rental sector and with taxation; it 
prevents individuals and families from making long-term financial plans.

If people wish  to  take control of  their financial  future  (thus  reducing  reliance on key government  services 
such as care for the elderly and pensions) and invest over several decades to provide retirement income or to 
finance children’s education etc; they need a stable tax backdrop in which to get on with it.
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Investors can undertake their own research and draw their own conclusions about risks relating to asset prices 
or interest rates, for example – but what they can never make provision for are sudden changes to a tax regime. 
Such tax changes are destabilising and damaging to all savers and investors, because they introduce uncertainty.

The Government have already meddled significantly in the Private Rental Sector (henceforth known as PRS 
in this document) with increased and onerous regulations and red-tape all of which seeks to burden the landlord 
with increased costs and less profit. Now to add to this with an inability to plan for the future makes the BTL 
sector all but untenable to the wealthiest individuals and corporations.

Immigration Regulations were brought in earlier this year forcing private landlords to act as Border Control 
due to a lack of accountability and correct systems at national level to combat this issue yet in The Independent 
on 10th September we find  that Citizens UK  is  calling  for  the PRS  sector  to  provide  10,000  quality  homes 
for refugees despite the fact that we are legally NOT ALLOWED and that the rent will be at Local Housing 
Allowance  rates which are below  the normal market  rent  in  an  area! The only  reason  that  the PRS  is being 
asked to provide this accommodation is due to the Prime Minister doing a U-turn on agreeing to re-settle 
20,000 refugees in accommodation he doesn’t actually have.

4. an attack on ordinary Buy-to-lEt invEstors

The objection here is that this tax specifically attacks smaller, modest buy-to-let investors.

Surprisingly, it appears that very wealthy individuals or large landlords—those who can incorporate their 
properties and run them as a business—will effectively escape the tax.

A growing breed of institutional landlords, including insurers, asset managers, pension funds etc will not be 
touched by the tax. In fact they will continue to enjoy the tax breaks which are being withdrawn from smaller, 
“cottage” landlords under these proposals.

In other words the people clobbered by this tax are the hundreds of thousands of “ordinary hard-working 
British people” – the small-scale investors who own one or two properties as part of their wider savings plan, 
or because they want to help house their children etc.

That seems unfair.

The question I’d want to put to Government is if you wish to level the playing field in the BTL market, then why 
not consider this?

(1) Why should these less-wealthy property investors pay more tax than their wealthier counterparts?
(2) Why is Capital Gains tax different for a BTL investor than it is for a Homeowner? Surely if interest 

relief is to be removed, then Capital Gains should also be removed for Homeowners putting everybody 
on an equal playing field.

(3) Why is it that a corporation that is protected by limited guarantee can own properties and not be 
subject to these same tax laws but an individual investor cannot?

(4) Can you tell me where the laws differ at national and local level that state that a corporate owner 
verses an individual owner have to work to two different sets of mandatory standards and regulations? 
I am struggling to find any difference in the requirements needed to rent out a property.

5. a fundamEntal shift in thE landscaPE of Britain

This  tax will make  a  significant  change  as  the REAL demographic  affected by  these  changes  are  tenants! 
They will only know about this when their landlord serves notice on them because he/she is selling up.

This issue affects not only the 2 million landlords in this country, but also their hundreds of thousands of 
tenants. It also affects the livelihood of lettings agents, and service providers to the property industry.

What happens if the sector impacts upon itself?
(1)  House prices plummet due to over-supply of houses on the market wiping out future profits for up to 

10 years for the “corporate” landlords and homeowners wishing to trade up.
(2) Rents go up for tenants by 20%–35% to cover the new tax (even though the landlord will make no 

additional money this will all go to HMRC).
(3) Self-Employed Tradesmen (approximately 2 million) will be negatively affected by the PRS being 

annihilated and will lead to mass unemployment due in main to three reasons 1) homeowners tend to 
do more of their own DIY repairs themselves 2) large corporations tend to use more expensive one-
size-fits-all nationwide building firms or  contractors  and 3) with  less PRS stock owned by ordinary 
residential investors there will be substantially less work available.

6. thE risE of thE facElEss corPoratE and thE End of choicE

It seems clear to me that the Government are against individual residential landlords despite these very same 
landlords stepping up  to fill  the gap  left by successive governments  thinking  it was a good vote-pulling  idea 
to preferentially allow council tenants to buy their council houses at up to 50% off the market price leading to 
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house price impacts in certain areas and penalizing other hard-working British families who did not qualify for 
council housing nor 50% gifts from the government that would in normal due process be taxable.

I note Brandon Lewis’s recent speech held at the RESI Housing Conference in Newport where he stated:

“We will crack down on rogue landlords and drive them out of business.

But we will never jeopardise the new appetite for investment in this sector with red tape and 
unnecessary regulation…

… The government will continue to provide capital through Build to Rent, and cheap finance through 
our guarantees schemes.”

Here’s my interpretation of this:

It seems to me that Mr Lewis wishes to get rid of the private, little, individual landlords and replace 
them with large corporations who are happy to donate to the Tory cause whilst making sure that lots 
of regulations are thrown at the little landlords—but allowing the larger corporations to do as they 
wish.

This  has  already  been  exemplified  in  the  ridiculous Housing Act  2004 where  a  Social Housing  or 
Council or Student Institutional Landlord is exempt from most of the regulations required by private 
landlords.

It would also appear that the government is happy to provide cheap capital to the large corporations 
(even though they don’t need it) whilst pushing out the smaller private landlord.

Capitalism seems to me, like any ideology, to creep towards extremism if allowed. Perhaps what we 
can say about the big companies muscling in on the PRS is that “Power corrupts!” and what we can 
say about the government is that “Absolute power corrupts absolutely!”

Furthermore from the recent speech given by Nigel Lewis to the Financial Conduct Authorities mortgage 
conference, he argued that:

“We need a vibrant private rented sector to ensure there is opportunity and choice for all age groups—
renting has to become a perfectly acceptable lifestyle choice for a large swathe of society, especially 
if good quality, professionally serviced, affordable options become available.

“Let’s  end  the  cottage  industry  of  fragmented  ownership  of  Buy-to-let  investors  with  insufficient 
interest in the need for high quality long-term investments. Renting will become a huge institutional 
market creating 20,000–30,000 new homes a year—that’s a £6bn market.”

BTL investors invest for several different reasons but commonly they are:

(1) To provide them with a pension in their old age.
(2)  For additional cashflow.

They cannot do either of these by providing sub-standard poor accommodation and with the number of 
regulations in place to stop this happening, it is only the worst landlords that continue to do this.

I have heard that one of the arguments made for this tax is that it controls the BTL market which the Bank of 
England believe is out of control and increasing house prices.

This is of course utter nonsense from people who do not understand the sector at all. Having worked in the 
sector for 11 years, I know of no landlord that would ever pay full price for a property unless it was already 
under-valued to begin with.

The house price growth is driven purely by one factor—land.

Lack of land, lack of access to land through our archaic planning laws and the lack of a land tax (see Fred 
Harrison, Boom or Bust 2010 for more details). Yes there are more BTL mortgages going through but this is 
only natural after a general election and by looking at history, you will find similar patterns after each of the 
previous general elections. It does not mean that BTL is pushing the prices up.

In essence if anyone body was responsible for driving house prices up more than any other it would be jointly 
the estate agencies and the surveyors—both of whom are the only bodies who give a price to a property—and 
both of whom have professional indemnity to cover themselves from any “mistakes”.

7. rEcommEndations

In the spirit of the Scrutiny Committee wishing to have additional recommendations to raise money from the 
housing market, here are some that I would make:

 — All developers who have held onto land secured by options for more than 2 years are penalized by a 
daily “pay to build” penalty based on the number of houses planning permission was given for and 
50% of the estimated council tax income that would have been generated.
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 — All new build houses are generally over-priced by 10%–20%. I would force all builders to take at 
least 10% of their selling price and use this to improve national facilities such as schools, surgeries, 
libraries etc for the next 5 years to reinvest these monies back into local communities.

 — HMO Licences are already a source of revenue for local government and the cost of the licences is 
NOT what we are being charged as landlords. I would request that all HMO Licence fees go into 
creating a mandatory national (with regional centres) Accreditation Scheme for Landlords (possibly 
run by NLA/RLA) that REWARDS landlords to improve their stock, meet regulatory standards and 
provide quality accommodation for tenants. The incentive here is that all Landlords MUST be a 
member of a Scheme within 2 years and anyone that isn’t is penalized through HIGHER FEES and 
LICENCES. A way of divvying back fees to councils can be worked out so that councils do not lose 
out.

 — Planning Permission Uplift. A piece of land is generally worth next to nothing when it has no planning. 
As soon as planning is granted that land becomes worth considerably more. A new Planning Uplift tax 
should be implemented at 30% of the total uplift to go into upscaling local resources & community 
facilities immediately.

 — Empty Homes. There are around 750,000 empty homes across the UK. I have raised this with my 
local council many times but they have nobody responsible for this issue despite having 2,500 in 
Northampton alone. A National EMPTY HOMES CZAR should be appointed to get these homes 
moving again. The premise is simple—either live in them or rent them out. Any that are not rented 
out within 6 months (that have no reasonable building work going on in them) should be subject to 
Quadruple Council Tax and an Order that the building be occupied within another 6 months. Otherwise 
it is then mandatorily possessed by the council and given to council, refugee, homelessness or other 
tenants who require the property. Any rent (after management costs) can be sent to the owner. This 
would pretty much solve the current housing crisis in less than 18 months if implemented today.

 — Taxation. Everybody is taxed and is willing to pay tax on what they consider a FAIR tax. The problem 
with this tax is that it is unfair and unjust. It penalizes people who do not have £200,000 to buy a house 
outright and rent it out. It penalizes people who do not have access to £100 million of institutional 
funds to buy several apartment buildings in London. It penalizes hard-working ordinary men and 
women. Any tax that is implemented has to be fair, it should not be retrospective and it should be for 
the long-term. For instance, in Germany, higher rate tax payers get substantial tax returns for investing 
into redevelopment areas to bring them back into use. This is a 15+year programme that is in place 
and will be in place until 2022. We need similar things in place in the UK so people can plan their 
financial future properly.

8. conclusion

Private individuals who invest in stocks and shares are investing in businesses and if those businesses borrow 
money they receive tax relief on the interest as an expense.

A buy to let  investor  is running a business for profit and is not  living in the property so does not gain any 
personal use of the property. They just either make or lose money and therefore should be given full relief 
on legitimate expenses of which interest on loans is a major one but is in essence no different from any other 
expense.

The decision to tax private individuals on turnover rather than profit while leaving institutions alone is unfair, 
unlawful, politically motivated, misguided and fundamentally flawed.

I believe this change attacks the values of our society and undermines personal ambition and aspiration, an 
obvious irony coming from a Conservative Government supposedly committed to upholding these same values.

The bigger problem that this taxation leads to is an acute property shortage which has been brewing for 
decades and is outside the scope of this report. However it is clear that the real purpose of this proposal removal 
of higher rate  tax relief  is not  to encourage first  time buyers, or, as has been suggested  to remove a fictional 
advantage from landlords, the purpose is to remove private competition from the market and encourage mass 
build to let by profit motivated institutions.

If this policy comes into law, then the “one nation” society the Government boast about will no longer exist. 
Instead we will have a society which most people do not want and did not vote for. Allowing institutional 
build-to-let properties focused on maximum returns will results in smaller, more expensive and unsuitable 
owner-occupier homes.

Most private landlords have chosen to invest in property to secure their longer term financial security as the 
government has let them down, the large corporations have let them down and where else can they go? Most 
of the landlords I know (25,000 on our subscriber database) have pride in their properties, they continue to 
improve them and often end sales are to owner occupiers. If this proposed change goes through, many PRS 
landlords will exit, rents will go up as institutions have less competition and when interest rates rise, will 
cause additional landlords to exit potentially causing a further crash as landlords seek to recover their original 
investments quickly by reducing prices.
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The real problem the housing sector faces is an acute shortage of housing and the solution is to build more. 
However the current policy of penalizing private landlords and favouring large institutions is not only wrong, 
it will not work. A large sector of society will be alienated, will never vote Conservative again and if this is 
pursued, the Lettings and Estate Agency industry will be ruined.

Even worse, this specifically harms the interests of the do-ers in our society. At a recent meeting with Michael 
Ellis, MP for Northampton North, he stated that the “tories are the party of the entrepreneur”.

There are thousands of hard-working entrepreneurial landlords in this country whose vote you have just lost 
through implementing this policy. I can see no support from this government from entrepreneurial property 
investors.

We can work together in partnership with government if we can get over the “them and us” posturing and 
actually listen to each other to find a better, longer lasting and more effective solution. There are solutions that 
can be found; the proposed taxation is not one of them.

APPENDIX
These are just a few examples—there are many more that can be provided to show that at all levels – 

landlords suffer from this new tax and thus then impacts the rest of the wider PRS.

ExamPlE 1
Richard runs a carpet business which is succcesful but the work can be up and down. He owns 5 BTL 

properties but wants to grow his portfolio to provide an alternative means of income to support his carpet 
business and to provide an income for his retirement.

Tax Rate Tax Band Current Rules 2020 Budget 
Proposals

£ Tax £ Tax
Salary 40,000 40,000

Net Rental Income before loan 
interest & finance costs

50,000 50,000

Interest & finance costs 38,500 38,500

Taxable income/profit 51,500 90,000

Personal Allowance 0% 10,600 10,600 0 10,600 0

Basic Rate Tax 20% 31,785 31,785 6,357 31,785 6,357

Higher Rate Tax 40% 118,215 9,115 3,646 47,615 19,046

Additional Rate Tax 45% 0 0 0 0

Loss of personal allowance 40% 10,600 0 0 0 0

Tax relief on interest 20% 0 0 38,500 -7,700
Total Tax 10,003 17,703
Total 41,497 33,797
Percentage change to total net 
income

81%

Effective tax rate over personal 
allowance

24% 43%

Percentage change to effective tax 
rate

177%
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ExamPlE 2

Simon is retired and owns a portfolio of 14 BTL properties jointly with his wife that they grew over 25 
working years as a pension. They have no other source of income for their retirement. John’s share of the rental 
income is £70,000 per year and his share of the interest and finance costs is £54,000 a year.

Tax Rate Tax Band Current Rules 2020 Budget 
Proposals

£ Tax £ Tax
Salary 0 0

Net Rental Income before loan 
interest & finance costs

70,000 70,000

Interest & finance costs 54,000 54,000

Taxable income/profit 16,000 70,000

Personal Allowance 0% 10,600 10,600 0 10,600 0

Basic Rate Tax 20% 31,785 5,400 1,080 31,785 6,357

Higher Rate Tax 40% 118,215 0 0 27,615 11,046

Additional Rate Tax 45% 0 0 0 0

Loss of personal allowance 40% 10,600 0 0 0 0

Tax relief on interest 20% 0 0 54,000 -10,800
Total Tax 1,080 6,603
Total 14,920 9,397
Percentage change to total net 
income

63%

Effective tax rate over personal 
allowance

20% 122%

Percentage change to effective tax 
rate

611%

October 2015

Written evidence submitted by Barry Fitzpatrick (FB 77)

1. My background:

I have been a Landlord for 8 years and have built up a small portfolio consisting of HMO Student let’s. I 
chose to do this as an alternative source of income in my retirement so as not to be dependent upon the State, 
where returns on traditional pension savings where dwindling rapidly, and threat to the burgeoning cost to the 
Government of providing the State pension becoming less & less sustainable.

My ability to have an independent income in retirement and not be a burden upon the State is now in jeopardy.

2. Summary of this submission:

This submission will demonstrate how this proposal:

(a) fails to meet the Treasury Committee’s own “Principles for Taxation Policy”,
(b) is fundamentally unfair, 
(c)  fails to “level the playing field”, 
(d) errors in the HMRC impact assessment,
(e) fails to target accurately wealthy Landlords, and 
(f) could precipitate the destabilisation of the economy that the Bank of England has warned against.

The ramifications of this prosed change will have a direct impact on a far greater number of Tenants as the 
type of Landlord so affected will own a disproportionately higher number of properties. The consequences 
on Tenants will be substantial rises in rent, and in some cases eviction. Worsening the already escalating 
homelessness figures.
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3. The Treasury Committee produced a report “Principles of Taxation Policy” 2010-11 after considerable 
consultation and concluded the following principles that would form the framework for the determination of 
future taxation policy:

(a) be fair;
(b) support growth and encourage competition;
(c) provide certainty. 

Certainty about tax requires:
(i) legal clarity;
(ii) simplicity;
(iii) targeting;

(d) provide stability;
(e) be practical;
(f) be coherent.

3.1 The proposed tax change is fundamentally unfair as it introduces a horizontal inequity within the 
community of Landlords. Affected Landlords will be deemed Higher or Additional Rate taxpayers (and tax 
accordingly); and will be deemed on support profits which are not actually realised. The tax payable in many 
cases exceeding the actual profits made.

3.2 Many private Landlords have already put on hold their future plans which have previously stimulated 
builders into developing new homes, and severally disadvantages private Landlords versus the incorporated 
competitors who are unaffected by the proposed measures.

3.3 Private Landlords entered the rental business based upon the certainty that normal taxation of business 
principles would be applied i.e. tax would be based upon the actual profit made after full allowance has been 
for  the expenses of generating  that  income (profit =revenue – all expenses  including finance costs). Property 
being an illiquid asset and the rental business being a long term business is even more dependent on certainty 
than many other businesses. The tax changes is supposedly targeting at wealthy Landlords however, many 
wealthy Landlords do not have mortgages on their properties and therefore will be unaffected. However, many 
middle income Landlords currently only Basic Rate taxpayers will be deemed to be Higher Rate taxpayers and 
face effective rates of tax 70%+ and in a number of cases 100%+ despite still only having an income below the 
Higher Rate threshold. The effective rate of tax increases exponentially with any increases in interest rates (and 
therefore finance charges).

3.4 The Bank of England has warned about the threat to economic stability from the BTL sector. Whilst 
there will always be an interest rate above which a business with borrowings becomes unviable (which is the 
case for any business with borrowings) increasing the tax burden will only lower the threshold at which a 
business become unviable, and if it falls within the realistic range that rates might rise to; could precipitate the 
very instability that the Bank of England wants to avoid.

3.5 The proposed tax change lacks coherence, for centuries the core principle of tax of businesses has been 
the equation profit = revenues less expenses. The change exacerbates the inequality that private landlords with 
substantial incomes already pay tax at 40% or 45% on their profit versus incorporated Landlords who only pay 
20% on the same profit. The automatic consequence of this inequality is that any additional expenses whether 
it  is finance cost or any other cost reduces the tax payable by 40% or 45%. It  is  this fundamental inequality/
incoherence that gives rise to the anomaly that this proposed measure seeks to address. If the income from 
private residential lettings where taxed at the same rate as incorporated Landlords then this inequality would 
not exist and there would be no grounds for this measure.

3.6 Michael Devereux, professor of taxation at Oxford University, has also commented that: ‘If you are 
trying to tax profit you have to give relief for the cost of earning it’. The Institute for Fiscal Studies, IFS, have 
stated that this proposal is “plain wrong”. There is a consensus among experts that the decision is wrong in 
principle.

4. This proposed measure is fundamentally unfair because it taxes non-existent profits. It is retrospective in 
that it fundamentally changes the premise upon which Landlords entered into the lettings business often several 
decades ago, and it results in effective rates of tax that not even millionaires have to pay and can result that tax 
is payable even though no profit or even a loss has been made.

4.1 For example a retiree has gross pension income of £10,600, gross rental revenue of £100,000 non finance 
expenses of £20,000 and mortgage interest of £60,000 his rental income is £20,000 which under current rules 
would be taxable at 20% resulting in a tax bill of £4,000, under the new rules (assuming all other things being 
equal), The  ‘deemed’  profit would  be  £80,000  resulting  in  a  tax  bill  of  £13,643  –  an  increase  of  341% and 
effective rate of tax on actual profit of 68%. 

4.2 Furthermore a rise of just £5,000 interest charges to £65,000 would increase the effective rate of tax to 
84% on a lower level of profit, and a rise in interest charges to £75,000 (resulting in an actual profit of £5,000) 
would be liable to £10,643 tax or an effective rate of 213%!
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5. The measure is intended to “level the playing field” with first time buyers/owner occupiers. The Institute 
for Fiscal Studies, IFS, has already stated that “rental property is taxed more heavily than owner occupied 
property”. Owner occupiers do not have to pay Capital Gains Tax, CGT, on sale of the property, couples can get 
up to £1 million relief from Inheritance Tax, IHT, have Help To Buy scheme assistance when buying, Help To 
Buy ISAs, and if taking in a lodger receive the first £7,000 of income tax free, and do not have to comply with 
the many  laws relating  to rental properties. The  think  tank,  the Policy Exchange, confirmed  this view noting 
that: ‘In truth, the tax system massively favours home ownership’. Institute of Economic Affairs said that 
the decision “didn’t address the problems of supply and planning restrictions and that the reasoning behind the 
decision didn’t make sense.”

6. The impact assessment made by HMRC states that there will be no impact on Tenants, yet a survey by the 
Residential Landlords Association performed after the Budget announcement indicates that approximately 60% 
of Landlords intend to increase rent in order to fund this tax increase, and a significant number of Landlords 
will be selling up (and thereby evicting the Tenants) in order to sell with vacant possession. A Freedom of 
Information Request to HMRC said that that they didn’t know how many properties held by affected Landlords 
(and therefore Tenants and their families) would be impacted by these measures. HMRC estimated 330,000 
Landlords will be affected by the proposal. On a prorata basis this would equate to about 1 million properties 
and about 2 million people. Most will face steeply rising rents starting immediately as Landlords spread the 
increase over the next 6 years, and a proportion will face eviction where local market conditions preclude 
significant rent rises forcing Landlords to sell up or in the case of Tenants on Housing Benefit to find Tenants 
able to afford the higher rents caused by the increase costs that Landlords will face.

7. The measure is purported to target only wealthy Landlords which is determined to be those Landlords who 
pay Higher Rate or Additional Rate Income Tax. However, the proposal first of all misses any Landlords who 
do not have a mortgaged rental property even though they may be Higher Rate/Additional Rate taxpayers, and 
secondly, it actually targets Basic Rate taxpayers which by excluding the finance costs in the determination of 
profit (even though it is still incurred) thereby inflating the rental profit and dragging the Basic Rate taxpayers 
in to the Higher Rate or even the Additional Rate tax bands. The measure does not affect Landlords where the 
properties are owned via a limited company even if the profits are far in excess of Higher/Additional Rates of 
Income Tax.

8. The Governor of the Bank of England, Mark Carney, has warned that the overheating in the BTL sector 
could pose a threat to economic stability. The most likely cause to precipitate this would be a mass sell off by 
Landlord’s which would only be likely due to a large and rapid increase in interest rates. As Lenders for many 
years have stress tested Landlords ability to pay the finance costs at rates of 6% or 7%, and require that the rent, 
at these interest rates, exceeds such repayments by 25%. However, the imposition of a large increase tax cost 
substantially lowers the threshold at which a property becomes economically unviable, and therefore potentially 
could therefore precipitate the very destabilisation of the economy that the Governor has warned about.

8.1 The purchase of properties by BTL Landlords may well continue but through a limited company vehicle 
to avoid this tax, and will therefore only marginally slow the BTL sector and not help first time buyers.

8.2 The much talked about restrictions on the maximum LTV for BTL Landlords will have the same effect 
on the industry but without the ramifications Tenants.

9. conclusion

The lack of consultation with the industry is blatantly apparent by the unfairness, the poor targeting, 
the lack of proper impact assessment, the creation of uncertainty and the threat to economic stability.  
Whilst it is appreciated that the Government wishes solve the UK’s housing crisis, and to raise revenue for the 
Treasury. The proposal as it stands will have many unintended consequences which will have significant social 
and economic costs. 

9.1 I would therefore urge the Committee to have this proposal put to wide-spread industry consultation so 
that it will be fair, properly targeted, maintain certainty, not risk economic stability and minimise unintended 
impacts on Tenants. 

9.2 I would propose therefore that the Committee considers the following amendments: 

9.2.1 Restriction on tax relief would be applied only to new BTL property purchases; 

This would Avoid the unintended consequences detailed above, provide certainty for existing Landlords, and 
“cool” the BTL sector; 

9.2.2 assess if a Landlords income under current rules makes him a Basic Rate taxpayer and if that is the 
case not apply the restriction the tax relief on finance costs.

This would better target the wealthy Landlord’s as the Chancellor stated, and not unfairly target basic rate 
taxpayer Landlords.

9.2.3 consider  a  more  general  tax  on  profits  of  residential  property  rental  irrespective  of  the  ownership 
structure.
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This would, potentially, generate more revenue for the Treasury, reduce the widening horizontal inequity in 
the tax system, and thereby reduce the opportunity for tax avoidance.

October 2015

Written evidence submitted by Tim Below (FB 78)

introduction

1. I am writing to oppose in toto the introduction of the amendment at Section 24 to the Finance Bill  
2015–16, Relief for financial costs related to residential property businesses.

summary 

2. Whether considering individuals renting Buy-to-Let properties as a business, or considering individuals 
who have become ‘inadvertent landlords’ by virtue of their circumstances, it is not appropriate to levy tax 
against turnover/revenue as is proposed for landlords in section 24 of this Bill. Taxation of net income/profit is 
an accepted business principle in our Westphalian society, which the extant status quo tax system for residential 
property businesses supports. Either intentionally or as an unintended consequence, the proposed change would 
introduce taxation liabilities contrary to that principle, which would accordingly be inappropriate. Taxation 
liabilities arising from ‘residential property businesses’ should continue to be calculated based on net income/
profit, not on turnover/revenue as proposed in this amendment. Section 24 of this Finance Bill should therefore 
be deleted in toto. 

PErsonal introduction

3. I am a serving member of the UK Armed Forces, at present currently serving on a long-term assignment 
overseas. As such I have become an ‘inadvertent landlord.’ I also own an independent property which I 
purchased as a long term business proposition, which is let out on a long-term commercial basis, managed 
by a local estate agent on my behalf. I hold mortgages on both my own house and on my Buy-to-Let (BTL) 
property.

suBmission

4. In the case of Buy-to-Let, monthly mortgage servicing costs, as well as all costs towards re-mortgaging (a 
periodic necessity in order to keep outgoing costs as low as possible, which is simply sound business practice 
in any business endeavour), including set-up fees, valuation fees, legal fees, land registry fees, completion fees, 
and so forth, are necessary and legitimate expenses in the letting enterprise. They are not charges for which an 
‘exemption’ is sought, they are necessary and legitimate charges which have to be paid from the gross rental 
income before a profit or loss can be assessed on the annual enterprise. 

5. The proposed change will have the effect of taxing landlords on revenue, part of which is servicing 
a necessary expense of their legitimate business. In a world where taxation is recognised and accepted on 
business profits, the proposed change would result in landlords being taxed on net income & profit which they 
have never made. This can not be correct. It is not clear to me whether this is an unintended consequence or 
an intended but inappropriate change proposal, but either way, it is wholly contrary to the accepted model of 
taxation on business profit. 

6. When assessing the wisdom of any rule-making, it is often useful to consider the ‘limit case,’ where 
extreme outcomes help to clearly expose fallacious arguments or underpin robust ones. In this case, while 
taxing revenue instead of profit is inherently inappropriate at any level, it’s absurdity is most clearly exposed 
by considering the ‘limit case’ whereby before tax a landlord is making a net loss (his monthly outgoings to 
maintain the property and service his associated costs such as mortgage payments exceed his monthly rental 
income), and yet under the proposed change, he would still be liable to pay tax on the rental income element 
of the equation, taken in isolation. Thus, not only would he be making a loss on his letting enterprise, but he 
would still be incurring a tax liability on an isolated element of that enterprise. This simply can not be correct. 

7. In my own circumstances, I am a military serviceman serving on a long-term overseas assignment. In 
order to retain my house for my eventual return, I have rented it out through an agent while I am unable to live 
in it while I serve my country overseas in order to make the continuing monthly mortgage payments affordable 
during my 3-year enforced absence from the UK. In doing so, I have become what is commonly referred to as 
an ‘inadvertent landlord’ in respect of my own home. However, for tax purposes, this arrangement falls under 
the BTL umbrella. The result of the proposed change would be that I would be taxed on revenue purporting 
to be ‘net income’ which I am not making (my rental income covers the monthly mortgage servicing costs, 
maintenance charges, and agents’ fees, yet the income element would generate a tax liability). Being taxed 
on  any profit  I may be  fortunate  to make out  of  having  to  rent my property while  I  am  serving overseas  is 
appropriate. Being taxed on income I am not generating simply to safeguard my own home while serving the 
nation overseas surely can not be right. Indeed, if mortgage rates rise and I start to lose money on my renting 
endeavour, under the proposed change, I would not only be losing money in order to safeguard my own home 
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while serving the nation, but would also incur a tax liability nevertheless for doing so! This is quite apparently 
not correct. 

8. I also have a single property (next door) which I have bought as a BTL investment. Although the 
underlying rationale for ownership is different to that for my own house of residence, the effective outcome of 
the proposed change is similarly inappropriate for the reasons stated above. Whether this effect is an unintended 
consequence, or otherwise, it simply can not be right to tax individuals conducting legitimate business on their 
revenue/turnover vice their net income/profit. 

conclusion

9. I know of no other field of business or taxation where tax is levied against turnover/revenue not profit/net 
income, and it should not be introduced against landlords, whether they be business landlords or ‘inadvertent 
landlords.’ I oppose the introduction of Section 24 of this Bill, and believe that it should be removed in toto.

October 2015

Written evidence submitted by Carol McEvoy, Franchise Partner, Platinum Property Partners (FB 79)

I have recently heard about the tax changes you are proposing which would have devastating consequences 
to our property business as well as hundreds of thousands of other landlords with small portfolios of properties. 
Taxing our revenue rather than our profit will reduce the availability of rented accommodation to both private 
and DSS tenants and cause a huge, unprecedented drop in house prices as thousands of landlords try to sell 
their properties because they can no longer afford to keep them 

My husband and I changed careers 7 years ago to start up a property business. Our objective was to build a 
small portfolio of properties, primarily to provide high quality shared accommodation to key workers and young 
professionals in central London. We now own eight properties, five in London where we have over 30 tenants 
living in beautifully furnished rooms in lovely houses with large communal areas, plenty of bathrooms and well 
kept gardens, and three outside of London let to families. All our shared houses exceed council regulations for 
fire and safety. We employ part time cleaners, gardeners, a handyman and a Lettings Manager and we actively 
maintain our properties to a high standard. 

Your proposed tax changes will increase our tax bill by approx £20,000/annum which we could not afford; 
we will either have to sell the houses, increase rents or lay off staff and go back to working 100+ hour weeks as 
we were when we were building the business. So the result will either be a loss of affordable accommodation 
for 30 key workers and young professionals in London and three families outside of London, or increased 
rents for our tenants, or a loss of jobs; none of which, I think (though I’m not sure) you would want. I realise 
the impact on the economy of our plight is tiny, but multiply it by the number of landlords in the UK and it 
becomes economically significant. Yes, it might happen gradually, but the effect will be the same. You estimate 
it will affect 1 in 5 landlords as many are lower rate tax payers. This is nonsense. It is likely to be closer to 4 in 
5 landlords as most will be pushed into higher rate tax bands because their ‘income’ will increase significantly.

I can understand the need to make it easier for first time buyers and to dampen down the number of buy-to-
let investors, but does it have to be achieved by wiping out hundreds of thousands of small businesses up and 
down the country built by people who have invested hundreds of thousands of pounds of hard earned cash into 
their businesses, as well as worked their socks off for many years?

I have read about your intention to ‘level the playing field’ with home owners, but you need to take account 
of the fact that home owners who live in their properties have the benefit of living in them. We don’t. And we 
have to pay capital gains tax on every property we sell. They don’t. The playing field would certainly not be 
levelled. 

I understand similar tax changes were introduced in Australia a few years ago and then had to be reversed 
because the drop in house prices forced so many homeowners as well as landlords into negative equity which 
had such a massive negative impact on the economy that they had to reverse them.

There are three main reasons why I have had to write to you to explain why I believe you have not fully 
thought through the consequences of your proposed changes.

Firstly,  the principle. You are proposing  to  tax  turnover, not profit.  If such a  tax were applied  to any other 
business its effects would be ruinous. I know of no precedent for such a tax, which would result, in many cases, 
in landlords being in the position of being taxed on zero net income or even on a net loss. If interest rates go 
up, so will our costs, and perversely so will our tax bill. Is your objective really to close down all the small 
businesses in the buy-to-let industry? Margaret Thatcher will be turning in her grave.

Secondly, successive governments’ tendencies to alter taxation prevent individuals and families from making 
long-term  financial  plans.  If  people  are  to  invest  over  decades  to  provide  retirement  income  or  to  finance 
children’s education, etc, they need a stable tax backdrop in which to get on with it. Investors can undertake 
their own research and draw their own conclusions about risks relating to asset prices, rental income (tenants 
don’t always pay their rent) and interest rates, for example, but what they can never make provision for are 
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sudden changes to a tax regime. Such tax changes are destabilising and damaging because they introduce 
uncertainty. There was nothing in your manifesto about these proposed changes, and there was no consultation 
with interested parties before they were announced. I understand it was an idea you purloined from the Green 
Party’s manifesto; surely you can do better.

Thirdly, this tax specifically – almost exclusively – attacks smaller, modest buy-to-let investors. Very wealthy 
individuals with no mortgages and landlords with large property portfolios who can incorporate their properties 
and run them as a business will effectively escape the tax. A growing breed of institutional landlords, including 
insurers, asset managers, pension funds and other vehicles, will also not be touched by the tax. In fact they will 
continue to enjoy the tax breaks which are being withdrawn from us smaller landlords under these proposals. 
This seems unfair. Why should less-wealthy property investors pay more tax than their wealthier counterparts?

In summary this tax will have shattering consequences for landlords like us with a handful of properties, the 
hundreds of thousands of small-scale investors who own one or two properties as part of their wider savings 
plans, the millions of people who live in rented accommodation as supply drops and rents go up, and you, the 
government, as you have to find alternative accommodation for millions of DSS tenants who will be evicted as 
landlords sell up.

You and your colleagues must be able to find a better way to achieve your objectives. I urge you to use your 
collective brain power to come up with it.

October 2015
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Finance (No. 2) Bill 2015 Clause 9: Increased nil rate band where home inherited by 
descendants 
 
ICAEW welcomes the opportunity to comment on the Finance Bill published on 15 July 2015. 
 
This briefing of 8 September 2015 has been prepared on behalf of ICAEW by the Tax Faculty. 
Internationally recognised as a source of expertise, the Faculty is a leading authority on taxation. It 
is responsible for making submissions to tax authorities on behalf of ICAEW and does this with 
support from over 130 volunteers, many of whom are well-known names in the tax world. Appendix 
1 sets out the ICAEW Tax Faculty’s Ten Tenets for a Better Tax System, by which we benchmark 
proposals for changes to the tax system. 
 
We should be happy to discuss any aspect of our comments and to take part in all further 
consultations on this area.  
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ICAEW is a world-leading professional accountancy body. We operate under a Royal Charter, 
working in the public interest. ICAEW’s regulation of its members, in particular its responsibilities in 
respect of auditors, is overseen by the UK Financial Reporting Council. We provide leadership and 
practical support to over 144,000 member chartered accountants in more than 160 countries, 
working with governments, regulators and industry in order to ensure that the highest standards 
are maintained. 
 
ICAEW members operate across a wide range of areas in business, practice and the public sector. 
They provide financial expertise and guidance based on the highest professional, technical and 
ethical standards. They are trained to provide clarity and apply rigour, and so help create long-term 
sustainable economic value. 

 
Copyright © ICAEW 2015 
All rights reserved. 
 
This document may be reproduced without specific permission, in whole or part, free of charge and 
in any format or medium, subject to the conditions that: 
 

 it is appropriately attributed, replicated accurately and is not used in a misleading context;  
 the source of the extract or document is acknowledged and the title and ICAEW reference 

number are quoted. 
 
Where third-party copyright material has been identified application for permission must be made to 
the copyright holder. 
 
For more information, please contact ICAEW Tax Faculty: taxfac@icaew.com 
 
icaew.com 
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ICAEW TAXREP 42/15: Finance (No 2) Bill 2015 Clause 9: Increased nil rate band where home inherited by descendants 
 

3 

WHAT ICAEW RECOMMENDS 
1. Rather than a complex measure to give an extension to the nil rate band applicable to 

residential property passed to linear descendants the nil rate band should simply be increased; 
the increase could be incremental. 
 
 

WHAT THE CLAUSE IS INTENDED TO DO 
2. The clause introduces an increase in the nil rate band specifically for a home being passed to a 

direct descendant of the deceased, the residential enhancement, on or after 6 April 2017. The 
residential enhancement starts at £100,000 in 2017/18 and increases in annual £25,000 
increments until it reaches £175,000 in 2020/21. 
 

3. The allowance against a residential property recognises the fact that house prices have 
increased disproportionately to general inflation and causes many “ordinary families” to be 
liable to inheritance tax simply because of the value of their home. 
 

4. The residential enhancement is reduced by £1 for every £2 that the estate exceeds £2m. 
 

Our concerns  
5. The measure is excessively complex; it would be simpler to just increase the nil rate band to 

£500,000. 
 

6. It is discriminatory to only allow the relief to linear descendants; many godparents, aunts and 
uncles are as close to and have their lives as intertwined with godchildren, nieces and 
nephews as if they were the parents. It is unfair that they cannot have the additional allowance. 
For some the pain of being unable to have children of their own is compounded by knowing 
their estate will suffer a higher inheritance tax charge on devolution to their quasi child than if 
they had been able to have a child of their own. 
 

7. If the measure is to apply in just a linear fashion it would be fairer if it applied to ascendants as 
well as descendants. 

 
8. Residential property interest is defined as an interest in a dwelling house, but there is no 

definition of dwelling house so presumably it will take its definition from the Rent Act 1977 so 
will include a flat but it would be helpful for the general public if this was specified. 

 
9. It would make sense if the definition of residence coincided with that used in relation to the 

principal private residence relief for capital gains tax purposes 
 

10. The draft legislation refers to a person’s estate but we understand the intention is to include 
interests in the residential property via a trust structure under which the beneficiary is treated 
as if they owned the property; subsection 8J(2) should make it clearer that an interest via a 
trust is included within the relief. 
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ICAEW TAXREP 42/15: Finance (No 2) Bill 2015 Clause 9: Increased nil rate band where home inherited by descendants 
 

4 

APPENDIX 1 
 
ICAEW TAX FACULTY’S TEN TENETS FOR A BETTER TAX SYSTEM 
 
The tax system should be: 
 
1. Statutory: tax legislation should be enacted by statute and subject to proper democratic 

scrutiny by Parliament. 
 
2. Certain: in virtually all circumstances the application of the tax rules should be certain. It 

should not normally be necessary for anyone to resort to the courts in order to resolve how 
the rules operate in relation to his or her tax affairs. 

 
3. Simple: the tax rules should aim to be simple, understandable and clear in their objectives. 
 
4. Easy to collect and to calculate: a person’s tax liability should be easy to calculate and 

straightforward and cheap to collect. 
 
5. Properly targeted: when anti-avoidance legislation is passed, due regard should be had to 

maintaining the simplicity and certainty of the tax system by targeting it to close specific 
loopholes. 

 
6. Constant: Changes to the underlying rules should be kept to a minimum. There should be a 

justifiable economic and/or social basis for any change to the tax rules and this justification 
should be made public and the underlying policy made clear. 

 
7. Subject to proper consultation: other than in exceptional circumstances, the Government 

should allow adequate time for both the drafting of tax legislation and full consultation on it. 
 
8. Regularly reviewed: the tax rules should be subject to a regular public review to determine 

their continuing relevance and whether their original justification has been realised. If a tax 
rule is no longer relevant, then it should be repealed. 

 
9. Fair and reasonable: the revenue authorities have a duty to exercise their powers 

reasonably. There should be a right of appeal to an independent tribunal against all their 
decisions. 

 
10. Competitive: tax rules and rates should be framed so as to encourage investment, capital 

and trade in and with the UK. 
 
These are explained in more detail in our discussion document published in October 1999 as 
TAXGUIDE 4/99 (see via http://www.icaew.com/en/about-icaew/what-we-do/technical-releases/tax). 
 



Finance Bill: Written evidence 141

TAXREP46 /15 
(ICAEW REPRESENTATION 

125 /15) 
 
 

 
 
 

 

The Institute of Chartered Accountants in England and Wales  T +44 (0)20 7920 8646 
Chartered Accountants’ Hall F +44 (0)20 7920 0547 
Moorgate Place   London EC2R 6EA   UK E taxfac@icaew.com 
icaew.com/taxfac 

 
Finance (No. 2) Bill 2015 Clauses 21 and 22: Pensions lump sum death benefits and 
Clause 23 and Schedule 4: Pensions annual allowance 
 
ICAEW welcomes the opportunity to comment on the Finance Bill published on 15 July 2015. 
 
This briefing of 16 September 2015 has been prepared on behalf of ICAEW by the Tax Faculty. 
Internationally recognised as a source of expertise, the Faculty is a leading authority on taxation. It 
is responsible for making submissions to tax authorities on behalf of ICAEW and does this with 
support from over 130 volunteers, many of whom are well-known names in the tax world. Appendix 
1 sets out the ICAEW Tax Faculty’s Ten Tenets for a Better Tax System, by which we benchmark 
proposals for changes to the tax system. 
 
We should be happy to discuss any aspect of our comments and to take part in all further 
consultations on this area.  
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are maintained. 
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sustainable economic value. 
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in any format or medium, subject to the conditions that: 
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the copyright holder. 
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ICAEW TAXREP 46/15: Finance (No. 2) Bill 2015 Clauses 21 and 22: Pensions lump sum death benefits and  
  Clause 23 and Schedule 4: Pensions annual allowance 

3 

 
WHAT ICAEW RECOMMENDS 
1. In order to restore public confidence in the pensions tax system, we recommend that no further 

changes be made to pensions at this stage but a full review should be carried out first. The 
consultation on Pensions Tax Relief published on 8 July 2015 is a step in the right direction. 
Only after the conclusion of the review should any changes be proposed and there should be a 
formal commitment that the regime will remain in place for a number of years.  

 
WHAT THE CLAUSES ARE INTENDED TO DO 

 
2. Clauses 21 and 22 remove the 45% flat rate charge on certain lump sum death benefits paid 

from a registered pension scheme and taxes them at the recipients’ marginal income tax rate. 
 

3. Clause 23 introduces Schedule 4 which aligns the pension input period with the tax year for all 
pensions and reduces the £40,000 annual allowance for individuals earning in excess of 
£150,000 by £1 for every £2 their income exceeds £150,000 to a minimum of £10,000. 
 

General comments  
4. Clauses 21 and 22 are welcome in that the tax rate is aligned with the marginal income tax rate 

of the beneficiary and fulfils the promise in the spring 2015 Budget. 
 

5. Alignment of the pension input period to the tax year is very sensible and removes one of the 
complications associated with saving to a pension. 

 
6. The tapering of the annual allowance for high earners adds further complication to an already 

complex field. 
 

7. The calculation of the adjusted income to determine if the individual exceeds the £150,000 
barrier will not be easy to self assess particularly in the tax year in question, it will require the 
individual to forecast ahead. 

 
8. Given the difficulty of knowing in advance what the level of remuneration for the year will be it 

is iniquitous to then tax excess contributions, we recommend that the clause should be 
amended to allow for excess contributions due to income exceeding £150,000 to be repaid 
without a tax charge arising. 

 
9. Following A-day in April 2006 the expectation was that there would be no further changes to 

pensions. Instead there has been tinkering in almost every year since, such that the current 
position is poorly understood by the public and acts as a discouragement to saving for 
retirement. 
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ICAEW TAXREP 46/15: Finance (No. 2) Bill 2015 Clauses 21 and 22: Pensions lump sum death benefits and  
  Clause 23 and Schedule 4: Pensions annual allowance 
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APPENDIX 1 
 
ICAEW TAX FACULTY’S TEN TENETS FOR A BETTER TAX SYSTEM 
 
The tax system should be: 
 
1. Statutory: tax legislation should be enacted by statute and subject to proper democratic 

scrutiny by Parliament. 
 
2. Certain: in virtually all circumstances the application of the tax rules should be certain. It 

should not normally be necessary for anyone to resort to the courts in order to resolve how 
the rules operate in relation to his or her tax affairs. 

 
3. Simple: the tax rules should aim to be simple, understandable and clear in their objectives. 
 
4. Easy to collect and to calculate: a person’s tax liability should be easy to calculate and 

straightforward and cheap to collect. 
 
5. Properly targeted: when anti-avoidance legislation is passed, due regard should be had to 

maintaining the simplicity and certainty of the tax system by targeting it to close specific 
loopholes. 

 
6. Constant: Changes to the underlying rules should be kept to a minimum. There should be a 

justifiable economic and/or social basis for any change to the tax rules and this justification 
should be made public and the underlying policy made clear. 

 
7. Subject to proper consultation: other than in exceptional circumstances, the Government 

should allow adequate time for both the drafting of tax legislation and full consultation on it. 
 
8. Regularly reviewed: the tax rules should be subject to a regular public review to determine 

their continuing relevance and whether their original justification has been realised. If a tax 
rule is no longer relevant, then it should be repealed. 

 
9. Fair and reasonable: the revenue authorities have a duty to exercise their powers 

reasonably. There should be a right of appeal to an independent tribunal against all their 
decisions. 

 
10. Competitive: tax rules and rates should be framed so as to encourage investment, capital 

and trade in and with the UK. 
 
These are explained in more detail in our discussion document published in October 1999 as 
TAXGUIDE 4/99 (see via http://www.icaew.com/en/about-icaew/what-we-do/technical-releases/tax). 
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Finance (No. 2) Bill 2015 Clause 24: Relief for finance costs related to residential 
property businesses  
 
ICAEW welcomes the opportunity to comment on the Finance Bill published on 15 July 2015. 
 
This briefing of 7 September 2015 has been prepared on behalf of ICAEW by the Tax Faculty. 
Internationally recognised as a source of expertise, the Faculty is a leading authority on taxation. It 
is responsible for making submissions to tax authorities on behalf of ICAEW and does this with 
support from over 130 volunteers, many of whom are well-known names in the tax world. Appendix 
1 sets out the ICAEW Tax Faculty’s Ten Tenets for a Better Tax System, by which we benchmark 
proposals for changes to the tax system. 
 
We should be happy to discuss any aspect of our comments and to take part in all further 
consultations on this area.  
 
On 18 August 2015 and 24 August 2015 we attended meetings with HM Treasury and  HMRC 
jointly with other professional bodies in which we were able to put forward some key comments 
and concerns and discuss aspects of the Finance Bill clauses 
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3 

 
What ICAEW RECOMMENDS 
1. The restriction on tax relief on the interest paid would be fairer if it applied to new borrowings 

only. 
 

2. If the measure is to apply to all borrowings, old and new, some of the complexity would be 
removed if instead of tapering in the restriction over a four year period with no relief at the 
higher rates of tax in 2020/21 full relief continued for three years with full restriction applied in 
year 2019/20 in order to equalise the anticipated tax take. 

 
3. If the measure is to apply to large property rental businesses consideration be given to easing 

the path of those with substantial portfolios who need to incorporate to save their business. For 
example a one off SDLT special relief and confirmation that incorporation relief will apply under 
certain circumstances. Many of these businesses provide social housing and student 
accommodation and there would be a high social cost if the businesses had to be liquidated. 

 
WHAT THE CLAUSE IS INTENDED TO DO 
Extract from Chancellor’s speech 
4. First, we will create a more level playing-field between those buying a home to let, and those 

who are buying a home to live in. 
Buy-to-let landlords have a huge advantage in the market as they can offset their mortgage 
interest payments against their income, whereas homebuyers cannot. 
And the better-off the landlord, the more tax relief they get. 
For the wealthiest, every pound of mortgage interest costs they incur, they get 45p back from 
the taxpayer. 
All this has contributed to the rapid growth in buy-to-let properties, which now account for over 
15% of new mortgages, something the Bank of England warned us last week could pose a risk 
to our financial stability. 
So we will act – but we will act in a proportionate and gradual way, because I know that many 
hardworking people who’ve saved and invested in property depend on the rental income they 
get. 
 

General comments  
5. The extract from the speech implies the measure is aimed at those landlords with a small 

portfolio of properties as an investment yet the title of the clause refers to “property 
businesses”. Owners of a large portfolio, say 100 properties which is run as a full time 
business by the owner are included in the measure in the same way as say an investor buying 
one property to supplement their pension.  
 

6. We appreciate that there is an inequality of treatment when tax relief is available where a loan 
is taken out to buy property to let when such relief is not available for the purchase of other 
investments, for example to purchase quoted shares. While this policy position has been the 
case for many years, it is reasonable for the Government to consider whether it is justified. . 
However there is a difference between a person buying one or two properties as an investment 
and a person buying a large portfolio run as a commercial business. A comparison can be 
made with tax relief on loan interest paid on a loan to buy shares: if the shares are, say, a 
quoted company then no tax relief is available on any interest paid but where a person buys 
shares in a family trading company they do receive tax relief on their loan interest paid. 

 
7. The level playing field argument is specifically referenced to home owners not being able to 

claim tax relief on their mortgage interest, but the playing field is also skewed by the capital 
gains tax treatment; the home owner pays no capital gains tax on the sale of their home but a 
landlord pays capital gains tax at up to 28%. 
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8. The Chancellor introduced the change to “create a more level playing field” but as the measure 
does not apply to companies far from being level it leaves the playing field with a cliff edge in 
the middle. 

 
9. Prior to 1998/99 interest paid on residential property lets was relieved as a charge on income; 

subsequently taxable rental income has been calculated in the same manner as income from a 
trade or a profession and interest has been deductible as a business expense. We can think of 
no other business where the cost of funding the capital of the business is not tax allowable. 

 
10. It is a long established principle of taxation that expenses incurred wholly and exclusively for 

the purposes of the business are deductible when calculating the taxable profit. This proposal 
contravenes that principle and will result in proprietors of property businesses being liable to 
tax on an economic loss.  

 
11. Interest paid for purchase of a residential property can only be offset against the rent received, 

if a rental loss is incurred the loss can only be carried forward, it cannot be set against general 
income so there is no question of tax relief for interest paid giving rise to a reduction in other 
taxable income. 

12. The measure is extremely complex and will make it exceptionally difficult for taxpayers to self 
assess. The introduction over a four year period, whilst preferable to immediate withdrawal and 
the carry forward of “excess” interest will be very difficult to calculate and require extensive 
record keeping. 

 
WHAT ICAEW IS CONCERNED ABOUT 
13. We have compared the proposed legislation changes to our ten tenets as listed at Appendix 4 

and found them to fail on several counts: 
 Some of the more complex areas like just and reasonable apportionment of interest for 

mixed use loans will be by guidance rather than statute 
 The calculated relief will not be certain, there will be scope for disagreement over the 

relief allowed 
 It will not be simple to understand  
 It will not be easy to calculate 
 The changes have not been subject to proper consultation 
 The measure is not fair and reasonable as the way the restriction is applied causes other 

reliefs to be lost and the resultant tax charge is far in excess of the restriction on the relief 
for the interest paid, see examples in Appendix 2 

 Denying a business tax relief on expenses wholly and exclusively for the purpose of the 
business is not fair and reasonable 
 

Interaction with existing legislation 
14. The provisions are retroactive as they impact transactions already undertaken. Taxpayers will 

have priced and borrowed according to the tax relief they expected and these borrowing 
decisions would by necessity have a long time line and many taxpayers will not be able to 
restructure their debt.  
 

15. If the measure is enacted to include existing loans the lead in time is insufficient for most 
taxpayers to be able to unwind current borrowings and find alternative finance or to evict the 
tenant such that the property can be sold. The proposed changes to the tax treatment of the 
interest paid fundamentally change the economics of rental businesses and have the potential 
to distort the market. 

 
16. Landlords will have to pay tax on real losses as those losses will become profits when the 

interest restriction is introduced, see example in Appendix 1. 
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17. The increase in taxable income as a result of the changes will have a significant impact on 
some taxpayers, the operation of the restriction on finance costs increases the income 
measurable for several income related reliefs, such as 

 
 Tax credits, with no real economic change in income the credit could be lost 
 Child benefit, again with no real economic change child benefit could be “lost” completely 

or be restricted 
 Loss of the £5,000 0% savings rate band 
 Personal allowance lost if the income without the benefit of the interest relief exceeds 

£100,000 
 Excess pension charge because the income without the benefit of the interest relief 

exceeds £150,000 causing allowable pension contributions to be reduced from £40,000 
 
The impact of the change in legislation for many will not be simply a loss of tax relief at the 
higher rates of tax on the interest paid there will be additional amounts payable due to the loss 
of other unrelated reliefs, see Appendix 2. 
 
There are two additional real life examples in Appendix 3. 
 

Consistency with other policies 
18. The proposals run contrary to other government policy, for example farmers who are 

encouraged to develop residential property to generate an income stream. Business property 
owners who were encouraged to develop unused space above their premises into residential 
accommodation using the Flat Conversion Allowance (available up until 2013) will now be 
denied full relief on the interest paid on their loans. 
 

19. Recent legislation has been designed to discourage property ownership via limited companies 
but as the restriction on tax relief on interest does not apply to corporates it is likely that in 
future rental property purchase will be via limited companies and existing businesses will look 
to incorporate. This will reduce the tax take if the profits are not extracted. Existing property 
owning partnerships may be able to incorporate without incurring an SDLT charge so some 
existing businesses will change their structure to avoid the interest relief restriction. 

 
Property businesses 
20. Landed estates and social housing businesses with borrowings will be adversely affected by 

the changes given their large portfolios of properties. 
 

21. We have been told that guidance will be issued on the just and reasonable calculation required 
when part of the loan will not be restricted and part will be. In general we believe taxation 
should be by statute and not by guidance, which can be changed overnight without reference 
to parliament. It is not clear how a just and reasonable calculation can be done where there is 
a mixed business of farming and residential lets with a fluctuating overdraft to fund the total 
business activities. 

 
22. Property developers may also be caught by the legislation and have hugely complicated 

calculations to determine the disallowable interest as they often rent out properties short term 
whilst trying to find a buyer for property. 

 
Miscellaneous 
23. There will be considerable complexity for individuals in accounting for their rental income 

during the transition, where there are losses and restrictions in the amount relieved and where 
there is mixed use of premises commercial business and residential. 
 

24. It is likely that landlords will increase their rents to compensate for the loss of tax relief and the 
number of rental properties may decrease. 
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25. The interest relief restriction will favour cash buyers who want to buy to let and may increase 

the competition even more at the lower end of the property price market, thereby increasing 
prices and hindering first time buyers.  

 
26. It is disappointing there was no consultation prior to the inclusion of the measure in the 

Finance (No 2) Bill 2015; the draft legislation appears to have been rushed as it does not 
adequately cover the taxation of trustees and additional draft legislation is required. 

 
27. Assuming that for trusts the restriction for the relief will apply in a similar manner there is a 

concern that trusts will become “insolvent” as they may not have alternative funds with which 
to pay a tax charge on the higher taxable income. Where the trustees of a discretionary trust 
have no other source of income, if they receive rent after expenses other than interest paid of 
£20,000, pay interest of £16,000 and have other trust management expenses of £1,000 they 
will have cash available of £3,000. In 2015/16 they would have a tax liability of some £1,500, in 
2020/21 their tax liability will be in the order of £5,500 leaving the trustees with a deficit of over 
£2,500. 

 
28. It is not clear if the restrictions will apply to finance obtained under Sharia law principles. 
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APPENDIX 1 
Tax payable by a landlord who either breaks even or makes a loss on his rental income 
The following figures are based on a real life taxpayer in partnership with two others running a 
student housing business.  
 
It is assumed that the personal allowance is £12,000, the basic rate band is £31,000 and other 
rates and allowance as now. The position pre and post the interest relief restriction is compared for 
when the business makes a loss and when it breaks even. 
 

   
Rental loss incurred 

 
Break even 

          
   

Pre s.272A 
 

Post s.272A 
 

Pre s.272A 
 

Post s.272A 

          
Gross rent 

 
     180,000  

 
       180,000  

 

      
228,000  

 
       228,000  

          
Expenses 

  
       95,500  

 
         95,500  

 

        
79,000  

 
         79,000  

          
Rent 

  
       84,500  

 
         84,500  

 

      
149,000  

 
       149,000  

          
Interest 

  
     152,000  

 
       152,000  

 

      
149,000  

 
       149,000  

   
  

 
  

 
  

 
  

Net rental income/deficit -      67,500  
 

-       67,500  
 

               -    
 

                -    

          
Other income 

 
       10,000  

 
         10,000  

 

        
10,000  

 
         10,000  

   
  

 
  

 
  

 
  

Actual income/deficit 
 

-      57,500  
 

-       57,500  
 

        
10,000  

 
         10,000  

          Tax due on income of                -               94,500                   -             159,000  
                    
Tax before relief 

 
               -    

 
         26,800  

 
               -    

 
         57,850  

          Interest for relief restricted to   N/A             84,500     N/A           149,000  
                    
Relief for interest 

 
 N/A  

 
         16,900  

 
 N/A  

 
         29,800  

          Tax actually payable 
 

               -    
 

           9,900  
 

               -    
 

         28,050  

           
This illustrates how tax will be payable on an economic loss. 
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APPENDIX 2 
The following examples illustrate the effect of the interest relief restriction on other tax 
reliefs 
It is assumed that the personal allowance is £12,000, the basic rate band is £31,000 and other 
rates and allowance as now.  
 
The method proposed to restrict the tax relief, s.272A ITA 2007, is to deny relief altogether on the 
relevant proportion of the finance costs in calculating the profits of the property business for 
income tax purposes. A credit is then given for the interest under s.274A ITA 2007. 
 
The amount of relief for the finance costs per s.274A(3) is the lower of the finance costs disallowed 
and the profits of the property business (L) at the basic rate of tax (BR). This is subject to 
s.274A(4), which reduces the credit if 'gross finance-costs relief' (GFCR - defined in S274A(6)(b) 
as the total relief available for finance cost before restriction), is more than the individual's 'adjusted 
total income' for the year, (ATI - defined in S.274A(6)(a) as total income for the year less savings 
and dividend income and personal allowances). Where this additional restriction applies the relief 
is calculated as  ATI  x (BR x L). 
                         GFCR 
 
Example 1 
  
Income 
  Pre s.272A Post s.272A 
  £ £ 
Interest 5,000 5,000 
Rents before finance costs 18,000 18,000 
Finance costs 6,000   
Personal allowance 12,000 12,000 
Taxable 5,000 11,000 
Tax payable 0 2,200 
Adjusted total income   6,000 
Credit under S.274A   1,200 
Net liability   1,000 
  
The extra liability is 20% of £5,000, which is the 0% savings band lost as a result of S.272A. 
  
Example 2 
  
Income 
  Pre s.272A Post s.272A 
  £ £ 
Interest 5,000 5,000 
Rents before finance costs 16,000 16,000 
Finance costs 6,000    
Personal allowance 12,000 12,000 
Taxable 3,000 9,000 
Tax payable 0 1,600 
Adjusted total income   4,000 
Credit under S.274A*   800 
Net liability   800 
  
*As ATI (£21,000 - £5,000 -£12,000) is less than GFCR (£6,000) the credit is 4000/6000 x 20% of 
£6,000 = £800 
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The extra liability is 20% of £4,000, which is the part of the 0% savings band lost as a result of 
S.272A. 
  
Example 3 
  
Income 
  Pre s.272A Post s.272A 
  £ £ 
Salary 10,000 10,000 
Interest 5,000 5,000 
Rents before finance costs 18,000 18,000 
Finance costs 6,000   
Personal allowance 12,000 12,000 
Taxable 15,000 21,000 
Tax payable 3,000 4,200 
Adjusted total income   16,000 
Credit under S.274A   1,200 
Net liability   3,000 
  
In these circumstances s.272A has no effect because the individual is only getting 20% relief on 
his finance costs  
 
Example 4 
 
Income 
  Pre s.272A  Post s.272A 
  £ £ 
Salary 80,000 80,000 
Rents before finance costs 70,000 70,000 
Finance costs 50,000   
Personal allowance 12,000 0 
Taxable 88,000 150,000 
Tax payable 29,000 53,800 
Adjusted total income   150,000 
Credit under S.274A   10,000 
Net liability   43,800 

  
The extra tax liability of £14,800 represents 20% of the £50,000 finance costs plus 40% of the lost 
£12,000 personal allowance. 
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Example 5 
 
The example illustrates the effect of the high income child benefit charge on a person claiming for 
three children, the child benefit is clawed back where at least one parent has income over £50,000 
until it is all clawed back once income reaches £60,000. 
 
Income 
  Pre s.272A Post s.272A 
  £ £ 
Salary 40,000 40,000 
Rents before finance costs 20,000 20,000 
Finance costs 10,000   
Personal allowance 12,000 12,000 
Taxable 38,000 48,000 
Tax payable 9,000 13,000 
Adjusted total income   48,000 
Credit under S.274A   2,000 
Child benefit charge  2,549 
Net liability   13,549 
 
The extra liability of £4,549 represents 20% of the £20,000 finance costs plus the high income child 
benefit charge. 
 
Example 6 

This shows the effect on the annual (pension) allowance, assuming the investor has used his 
allowance in previous years, so has a maximum of £40,000 available in 2020/21. 

Income 
  Pre s.272A  Post s.272A 
  £ £ 
Salary 130,000 130,000 
Excess pension input  20,000 
Employer’s pension contribution 30,000  
Rents before finance costs 60,000 60,000 
Finance costs 30,000   
Personal allowance 0 0 
Taxable 160,000 210,000 
Tax payable 58,300 80,800 
Adjusted income   210,000 
Credit under S.274A   6,000 
Net liability   74,800 

The extra £16,500 tax payable represents 25% of the £30,000 finance costs and 45% of the lost 
£20,000 pension allowance. 
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APPENDIX 3 
The following are real life examples showing the difference in the tax payable before and 
after the change to the relief for finance costs. 
 
Example 1 – single buy to let 
 
Jo is a teacher and is 49 years old; he is a 40% taxpayer. He has purchased a buy to let property 
as an investment. As he has owned the property for some time, the outstanding debt on the 
property is relatively low. Here is the effect of the change: 
 

 2016-17 2020-21 
Gross rents 7,200 7,200 
Repairs and other tax deductible costs 1,000 1,000 
Interest on mortgage 2,500 - 
Net rental profit 3,700 6,200 
   
Tax at 40% £1,480 £2,480 
Less interest relief at 20% on £2,500            500 
Net tax liability on rental income £1,480 £1,980 
   
Tax Increase  £500 
Effective rate on “real” rental profit 40% 53.5% 
 
 
If Jo decided to increase his borrowings to allow him to buy a second buy to let, he would see his 
tax rate rise still further, as his interest costs will be higher initially, and his net return lower. 
 
Example 2 – substantial property portfolio 
 
John and Julie are married and together run a sizeable rental property business. They have not run 
this through a limited company due to the difficulty in obtaining finance for purchases with limited 
company status. 
 

 2016-17 2020-21 
Gross rents 600,000 600,000 
Repairs and other tax deductible costs 200,000 200,000 
Interest on mortgage 350,000 -   
Net rental profit 50,000 400,000 
Personal allowances (x2) 22,000 - 
Taxable income 28,000 400,000 
   
Basic rate tax (2 taxpayers) 5,600   12,800 
Tax at 40% -   94,400 
Tax at 45% -   45,000 
  152,200 
Less interest relief at 20% on £350,000 -   70,000 
Net tax liability on rental income £5,600 £82,200 
   
Tax Increase  £76,600 
Effective rate on “real” rental profit 11.2% 164.4% 
 
Although John and Julie spend at least 35 hours a week on the business (and their cash return is 
modest) that is because they have ploughed most of their profits back into building up the portfolio, 
and taken risks to allow them to grow their business. Their current business structure is now 
unsustainable. 
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Example 3 – increase in interest rates 
 
Finally we return to Jo, who has presently got borrowings of £50,000 on his property which has a 
current market value of £160,000. His interest rate is 5%. If his interest rate was to rise to 10% he 
would see the following change: 
 

 2016-17 2020-21 
Gross rents 7,200 7,200 
Repairs and other tax deductible costs 1,000 1,000 
Interest on mortgage 5,000 - 
Net rental profit 1,200 6,200 
   
Tax at 40% £480 £2,480 
Less interest relief at 20% on £5,000  1,000 
Net tax liability on rental income £480 £1,480 
   
Tax Increase  £1,000 
Effective rate on “real” rental profit 40% 123.3% 
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APPENDIX 4 
 
ICAEW TAX FACULTY’S TEN TENETS FOR A BETTER TAX SYSTEM 
 
The tax system should be: 
 
1. Statutory: tax legislation should be enacted by statute and subject to proper democratic 

scrutiny by Parliament. 
 
2. Certain: in virtually all circumstances the application of the tax rules should be certain. It 

should not normally be necessary for anyone to resort to the courts in order to resolve how 
the rules operate in relation to his or her tax affairs. 

 
3. Simple: the tax rules should aim to be simple, understandable and clear in their objectives. 
 
4. Easy to collect and to calculate: a person’s tax liability should be easy to calculate and 

straightforward and cheap to collect. 
 
5. Properly targeted: when anti-avoidance legislation is passed, due regard should be had to 

maintaining the simplicity and certainty of the tax system by targeting it to close specific 
loopholes. 

 
6. Constant: Changes to the underlying rules should be kept to a minimum. There should be a 

justifiable economic and/or social basis for any change to the tax rules and this justification 
should be made public and the underlying policy made clear. 

 
7. Subject to proper consultation: other than in exceptional circumstances, the Government 

should allow adequate time for both the drafting of tax legislation and full consultation on it. 
 
8. Regularly reviewed: the tax rules should be subject to a regular public review to determine 

their continuing relevance and whether their original justification has been realised. If a tax 
rule is no longer relevant, then it should be repealed. 

 
9. Fair and reasonable: the revenue authorities have a duty to exercise their powers 

reasonably. There should be a right of appeal to an independent tribunal against all their 
decisions. 

 
10. Competitive: tax rules and rates should be framed so as to encourage investment, capital 

and trade in and with the UK. 
 
These are explained in more detail in our discussion document published in October 1999 as 
TAXGUIDE 4/99 (see via http://www.icaew.com/en/about-icaew/what-we-do/technical-releases/tax). 
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Finance (No. 2) Bill 2015 Clause 32: Intangible fixed assets: goodwill etc. 
 
ICAEW welcomes the opportunity to comment on the Finance Bill published on 15 July 2015. 
 
This briefing of 14 September 2015 has been prepared on behalf of ICAEW by the Tax Faculty. 
Internationally recognised as a source of expertise, the Faculty is a leading authority on taxation. It 
is responsible for making submissions to tax authorities on behalf of ICAEW and does this with 
support from over 130 volunteers, many of whom are well-known names in the tax world. Appendix 
1 sets out the ICAEW Tax Faculty’s Ten Tenets for a Better Tax System, by which we benchmark 
proposals for changes to the tax system. 
 
We should be happy to discuss any aspect of our comments and to take part in all further 
consultations on this area.  
 
 
 



Finance Bill: Written evidence 159

 

2 

ICAEW is a world-leading professional accountancy body. We operate under a Royal Charter, 
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respect of auditors, is overseen by the UK Financial Reporting Council. We provide leadership and 
practical support to over 144,000 member chartered accountants in more than 160 countries, 
working with governments, regulators and industry in order to ensure that the highest standards 
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ICAEW members operate across a wide range of areas in business, practice and the public sector. 
They provide financial expertise and guidance based on the highest professional, technical and 
ethical standards. They are trained to provide clarity and apply rigour, and so help create long-term 
sustainable economic value. 

 
Copyright © ICAEW 2015 
All rights reserved. 
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 the source of the extract or document is acknowledged and the title and ICAEW reference 
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For more information, please contact ICAEW Tax Faculty: taxfac@icaew.com 
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WHAT ICAEW RECOMMENDS 
1. Where the trading company acquires the assets or the right to use the assets in the ordinary 

course of its business, whether from its parent charity or from third parties, we cannot see any 
justification for restricting corporation tax relief for a legitimate business expense. We therefore 
believe that an amendment to the Bill is required to preserve the current entitlement of charity-
owned companies to claim corporation relief in these circumstances.  

 
WHAT THE CLAUSE IS INTENDED TO DO 
2. The clause disallows a corporation tax deduction for goodwill and certain other intangible 

assets linked to customers and customer relationships. It takes effect from 8 July 2015. 
 
3. According to the Explanatory Notes to the Finance Bill 2015 the object of clause 32 is to 

remove an artificial incentive for companies to purchase goodwill and other intangible assets 
that are closely related to goodwill. 

 
Our concerns  
4. The wide definition of “relevant assets” includes assets such as mailing lists, unregistered trade 

marks and licences in respect of such assets. Assets of this kind are commonly used by trading 
companies that are established by charities to raise funds from their supporters. The assets in 
question may be acquired by the trading company from third parties or from the parent 
charities.  

 
5. It is common practice for parent charities to grant rights to their trading companies to make use 

of the charity’s mailing lists and logo (which may well be an unregistered trade mark). It is 
necessary for these transactions to be carried out on arm’s length terms in order to meet the 
requirements of charity law and tax law. 

 
6. It appears that clause 32 will not affect some payments by a trading company to a parent 

charity since a transfer from a parent company to a “75% subsidiary” is generally deemed not 
to involve an acquisition for the purposes of the intangible assets regime, s776, Corporation 
Tax Act 2009. However, this will only be the case if the trading company is a 75% subsidiary. 
Therefore, a charity-owned trading company that makes payments to related parties for the 
right to use a mailing list or an unregistered logo would be likely to incur disallowable 
expenditure if its parent charity is a trust or if the company is owned by several charities. 
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APPENDIX 1 
 
ICAEW TAX FACULTY’S TEN TENETS FOR A BETTER TAX SYSTEM 
 
The tax system should be: 
 
1. Statutory: tax legislation should be enacted by statute and subject to proper democratic 

scrutiny by Parliament. 
 
2. Certain: in virtually all circumstances the application of the tax rules should be certain. It 

should not normally be necessary for anyone to resort to the courts in order to resolve how 
the rules operate in relation to his or her tax affairs. 

 
3. Simple: the tax rules should aim to be simple, understandable and clear in their objectives. 
 
4. Easy to collect and to calculate: a person’s tax liability should be easy to calculate and 

straightforward and cheap to collect. 
 
5. Properly targeted: when anti-avoidance legislation is passed, due regard should be had to 

maintaining the simplicity and certainty of the tax system by targeting it to close specific 
loopholes. 

 
6. Constant: Changes to the underlying rules should be kept to a minimum. There should be a 

justifiable economic and/or social basis for any change to the tax rules and this justification 
should be made public and the underlying policy made clear. 

 
7. Subject to proper consultation: other than in exceptional circumstances, the Government 

should allow adequate time for both the drafting of tax legislation and full consultation on it. 
 
8. Regularly reviewed: the tax rules should be subject to a regular public review to determine 

their continuing relevance and whether their original justification has been realised. If a tax 
rule is no longer relevant, then it should be repealed. 

 
9. Fair and reasonable: the revenue authorities have a duty to exercise their powers 

reasonably. There should be a right of appeal to an independent tribunal against all their 
decisions. 

 
10. Competitive: tax rules and rates should be framed so as to encourage investment, capital 

and trade in and with the UK. 
 
These are explained in more detail in our discussion document published in October 1999 as 
TAXGUIDE 4/99 (see via http://www.icaew.com/en/about-icaew/what-we-do/technical-releases/tax). 
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FINANCE BILL SUMMER 2015: CLAUSE 46: INTERNATIONAL AGREEMENTS TO 
IMPROVE COMPLIANCE: CLIENT NOTIFICATION 
 
ICAEW welcomes the opportunity to comment on the Finance Bill published on 15 July 2015, in 
response to the invitation dated 21 July 2015 to have your say.   
 
This briefing of 16 September 2015 has been prepared on behalf of ICAEW by the Tax Faculty. 
Internationally recognised as a source of expertise, the Faculty is a leading authority on taxation. 
It is responsible for making submissions to tax authorities on behalf of ICAEW and does this with 
support from over 130 volunteers, many of whom are well-known names in the tax world. 
Appendix 1 sets out the ICAEW Tax Faculty’s Ten Tenets for a Better Tax System, by which we 
benchmark proposals for changes to the tax system. 
 
We should be happy to discuss any aspect of our comments and to take part in all further 
consultations on this area, and have already advised HM Treasury and HMRC that we should like 
to participate in their informal consultation with affected businesses to develop a targeted and 
cost effective communications strategy.  We trust that this will include not only the wording of the 
regulations including definitions of what parties are included but also the text of the notification 
that will have to be sent to those who need to be notified under this clause. 
 
 
Contents 
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WHAT CLAUSE 46 IS ABOUT 
1. This clause introduces a power under which tax advisers, and any other person who in the 
course of business gives or has given advice to another person about that person’s financial or 
legal affairs or provides or has provided other financial or legal services to another person, will be 
required to notify their customers about the Common Reporting Standard, the penalties for tax 
evasion and the opportunities to disclose offshore evasion to HMRC.  
 
2. It should be noted that in the clause both the classes of relevant persons on whom the 
obligation to notify falls and the range of customers that need to be notified are wider than those 
cited in the Finance Bill Explanatory Notes, which restricts the classes of persons required to notify 
to ‘financial intermediaries and tax advisers’ and implies that ‘customers’ is restricted only to 
current, not former, customers. 
 
MAJOR POINTS  
3. We acknowledge that the legislation that this clause amending is largely a power to make 
regulations, and that HMRC has said that it intends to engage in informal consultation.  
Nevertheless, we recommend that Government should ask HMRC to undertake the obligation to 
notify provided for in this clause because it is the only body with a comprehensive database 
covering all those who need to be notified.   
 
4. We also suggest that the notification exercise should be accompanied by a major public 
information campaign.  
 
5. Failing the Government issuing the notifications, we recommend that the provision should 
encompass only current clients owing to it being impracticable for most firms to compile a definitive 
list of former clients. 
 
6. The class of entity which will be obliged to comply with the provisions in the clause is wider 
than those cited in the Explanatory Notes to the Bill.  In order that those affected are made aware, 
this discrepancy should be corrected and appropriate publicity given. 
 
7. This provision will give rise to a large amount of costs for those who have to notify.  This 
clause and accompanying secondary legislation therefore needs both a comprehensive pre-
enactment compliance cost assessment and a post-implementation review of actual costs.   
 
COMMENTS 
8. We are happy to help the Government tackle tax evasion but we are concerned about the 
ramifications of this clause, which we believe fails many of our Ten Tenets for a Better Tax 
System, summarised in Appendix 1. 
 
9. We accept that any firm that provides advice on tax or financial or legal matters could, 
unbeknown to the firm, have one or more clients who have undeclared overseas income.     
 
10. However, imposing an obligation on such advisers to draft and send notifications to all their 
clients and ex-clients is poorly targeted.   
 
11. Obliging advisers to communicate with former clients is disproportionate. Whilst firms’ 
systems may enable a mail merge or electronic equivalent of all current clients, it is unlikely that 
any firm can in practical terms put together a mail merge or similar that the firm is confident 
includes all former clients which left months or years ago. Some ex-clients will have changed 
address in that time as well.   
 
12. We therefore recommend that the reference to ‘any former client or customer’ in ss(5), 
amended ss(4)(b), on page 60 of the Bill at line 33 should be removed entirely.  
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13. Notification will also be costly, not only in time-costs but also real costs, for example 
stationery and postage.  Such costs will unable overtly to be recovered from clients, and will have 
to be borne by the senders of the notifications.   
 
14. The obligation therefore appears completely at odds with the Government’s claim that it 
wants to reduce unnecessary red tape and compliance burdens.   
 
15. The wide classes of, first, entities which have to send notifications (anyone who has given 
tax, financial or legal advice) and, secondly, recipients (ie current and former clients) will result in 
people receiving multiple notifications, some from unlikely sources.  For example, as the clause is 
worded, if someone has ever bought or sold a house then the solicitor who did the conveyance will 
need to write to that individual as an ex-client to whom the solicitor gave legal advice. 
 
16. The clients who will receive notification will include low risk clients.  Receiving what might 
be construed as an accusation of tax evasion from one’s present or past tax, professional or legal 
adviser will in many cases undermine the practitioner / client relationship.  The senders of the 
notifications will have to spend time handling the aftermath from clients who ask why they have 
been notified.  This will be especially pertinent where the notification is from a professional adviser 
which does not handle – or has never handled – the recipient’s tax affairs. 
 
17. We also consider that there should be a proper compliance cost assessment for this 
provision before the clause is debated.  Simply acknowledging, as in the government’s policy 
paper published on 8 July, that ‘this measure is expected to result in a one-off cost’ for those who 
have to notify is just not good enough.  This clause and the accompanying regulations need also a 
post-implementation compliance cost assessment. 
 
18. The costs that we anticipate that those obliged to send notifications will incur will include 
deciding how best to communicate the required information to each client, drafting a 
communication incorporating all the required information (different clients will need different 
wording, and we trust that the Government’s informal consultation will include working up wording 
suitable for adoption by all those who have to notify), and sending the communication.   
 
19. As noted above, the approach will create worry and disruption, duplication of work, and 
unrecoverable costs, and clients and ex-clients who have, or have had, more than one adviser are 
likely to receive multiple notifications from various advisers.   
 
20. The approach is piecemeal, as others who have never taken tax, financial or legal advice 
will not receive any notification.   
 
21. We should also welcome clarification of how those who have never had tax, financial or 
legal advice from a professional will be covered? . 
 
22. We believe that it is important to ensure that everyone receives the smallest possible 
positive number of notifications and that no one is missed out.  This means that the notifications 
need to be issued by a body that has a comprehensive customer database.   
 
23. HMRC should send these notifications, as they have the database (taxpayers’ NINOs and 
addresses) to ensure that recipients do not receive multiple notifications and ensure that those who 
have never had professional advice receive a notification. 
 
24. We also recommend that the notifications should be backed up by a major public 
information campaign.  
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APPENDIX 1 
 
ICAEW TAX FACULTY’S TEN TENETS FOR A BETTER TAX SYSTEM 
 
The tax system should be: 
 
1. Statutory: tax legislation should be enacted by statute and subject to proper democratic 

scrutiny by Parliament. 
 
2. Certain: in virtually all circumstances the application of the tax rules should be certain. It 

should not normally be necessary for anyone to resort to the courts in order to resolve how 
the rules operate in relation to his or her tax affairs. 

 
3. Simple: the tax rules should aim to be simple, understandable and clear in their objectives. 
 
4. Easy to collect and to calculate: a person’s tax liability should be easy to calculate and 

straightforward and cheap to collect. 
 
5. Properly targeted: when anti-avoidance legislation is passed, due regard should be had to 

maintaining the simplicity and certainty of the tax system by targeting it to close specific 
loopholes. 

 
6. Constant: Changes to the underlying rules should be kept to a minimum. There should be a 

justifiable economic and/or social basis for any change to the tax rules and this justification 
should be made public and the underlying policy made clear. 

 
7. Subject to proper consultation: other than in exceptional circumstances, the Government 

should allow adequate time for both the drafting of tax legislation and full consultation on it. 
 
8. Regularly reviewed: the tax rules should be subject to a regular public review to determine 

their continuing relevance and whether their original justification has been realised. If a tax 
rule is no longer relevant, then it should be repealed. 

 
9. Fair and reasonable: the revenue authorities have a duty to exercise their powers 

reasonably. There should be a right of appeal to an independent tribunal against all their 
decisions. 

 
10. Competitive: tax rules and rates should be framed so as to encourage investment, capital 

and trade in and with the UK. 
 
These are explained in more detail in our discussion document published in October 1999 as 
TAXGUIDE 4/99 (see via http://www.icaew.com/en/about-icaew/what-we-do/technical-releases/tax). 
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Further written evidence submitted by the Low Incomes Tax Reform Group (FB 82)

FINANCE BILL 2015

clausE 47 and schEdulE 8

EnforcEmEnt By dEduction from accounts

1. When it was originally proposed that tax debts should be collectible by deduction directly from the bank 
accounts of the debtor without recourse to the courts (direct recovery of debt, or DRD, as it was then called), we 
expressed our strong opposition. We took the view that HM Revenue & Customs’ (HMRC) pre-existing power 
to satisfy a debt by taking money from a debtor’s bank account pursuant to a court order was appropriate, 
proportionate, fair and balanced by a robust and crucial safeguard – the independent oversight of the court. 
We said that the courts provided the only effective remedy against any misuse of executive power, and that 
the unrepresented and the vulnerable would almost certainly suffer the most from the removal of that crucial 
safeguard.1 Moreover, such safeguards as were proposed in that early consultation were totally unsatisfactory 
and were little more than internal checks.

2. Our concerns stemmed from the numerous cases we had seen, or had drawn to our attention, where HMRC 
had erroneously sent letters to the wrong address, or chased debts that did not exist, debts that had already 
been paid, or debts that were wrongly calculated, all of them involving elderly, sick or otherwise vulnerable 
taxpayers. The wrongful use of so draconian a power without proper oversight would be wholly unacceptable 
because of the potentially catastrophic effect, financially and emotionally, on any individual incorrectly targeted 
or their household. One such case alone would be enough to justify resisting such a power, and could also 
prove inimical to HMRC’s reputation.

3. To their credit, HMRC took on board a number of our key concerns and agreed to ensure that vulnerable 
debtors were excluded from the ambit of the new power. A new team was established within the Debt 
Management and Banking (DMB) function of HMRC to oversee recovery of debt from vulnerable debtors. 
HMRC undertook not to exercise the new power unless a field force officer with appropriate training had met 
the debtor face-to-face and satisfied himself/herself that they were not vulnerable and appreciated their liability 
and  the extent of  it.  If  the field officer concluded  that  the debtor was vulnerable,  the enforcement procedure 
would not be used but the debtor would be referred to the Vulnerable Debtors Unit of DMB.

4. HMRC also said that a right of appeal to the County Court would be introduced where a taxpayer had 
objected to the use of the DRD procedure in his case but HMRC had overruled the objection.

5.  These  undertakings  were  confirmed  when  the  Finance  Bill  clauses  were  published  for  consultation  in 
December 2014. However, we were dismayed that no specific mention was made of the promised safeguards 
on the face of the Bill itself. Admittedly, HMRC expressed their intention to remove vulnerable debtors from 
the process in the Explanatory Notes (EN para 4) – but an expression of an intention, however worthy, is no 
substitute for incorporating a robust safeguard into the law. 

6. When the Bill was laid before the House of Commons after the General Election, we opened discussions 
with HMRC about how best to protect the vulnerable minority by incorporating safeguards into the legislation. 
Our discussions were fruitful and we are grateful to the HMRC team for the open-mindedness and transparency 
with which they approached this issue. 

The Government Amendment
7. Amendment no 12 provides that before HMRC can exercise their powers to issue a notice to a deposit 

taker requiring it either to provide information about the debtor’s accounts, or to put a hold on funds belonging 
to the debtor, HMRC must first consider whether,  to the best of their knowledge, the debtor is at a particular 
disadvantage in relation to his HMRC affairs. If so, HMRC must take that into account in deciding whether 
or not to exercise the power in question. There is also an obligation for HMRC to publish guidance on what 
constitutes whether a person is at a particular disadvantage in dealing with their HMRC affairs. Amendment 
no 11 requires HMRC to make a statement about their compliance with the above statutory obligations when 
issuing a hold notice to the deposit taker.

8. Ideally, we would have liked the amendment to exclude the vulnerable debtor unequivocally from the 
DRD process. This amendment stops short of doing that, but it does at least require HMRC to actively consider 
whether a person who owes a tax or tax credit debt is at a particular disadvantage, and to take that into account 
when deciding how to collect the debt. It recognises the needs of those who for various reasons cannot cope 
with their tax affairs and indebtedness, who are a very different population from the deliberately non-compliant. 

9. The guidance referred to in new para 4A(3) will set out the factors that HMRC will be required to take 
into account in determining whether a person is at a particular disadvantage. We are given to understand that 
HMRC will consult with external bodies when drafting this guidance. The fact that the guidance is mentioned 
in the legislation means that a judge is alerted as to its existence and can make use of it. Arguably a more 
satisfactory way of proceeding would have been to adopt the technique used in (for example) the Equality 
1 See LITRG’s response to the consultation document ‘Direct Recovery of Debts’, 29 July 2014 (http://www.litrg.org.uk/Resources/

LITRG/Documents/2014/07/140729-litrg-response-direct-recovery-of-debt.pdf). 
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Act 2010 which provides (section 1(2))  that ‘in deciding how to fulfil [its public equality duty], an authority 
must take into account any guidance issued by a Minister of the Crown’ – in other words, positively requiring 
a judge or other authority to have regard to the guidance. But we are content that the clause as drafted is far 
more effective than simply issuing the guidance ‘behind the curtain’, as it were, with no reference to it in the 
legislation at all.

othEr mattErs

10.  Our CIOT and ATT colleagues have  also  sent  in  briefings, which we  fully  support. We would  like  in 
particular to endorse the following from the CIOT briefing:

11. Joint accounts and nominee accounts (para 15 onwards of the CIOT briefing). We echo particularly 
the CIOT’s concern that HMRC might unwittingly target an account which the debtor holds as a nominee, or 
attorney, for another person. An attorney account would normally be designated as such and the name of the 
donor of the power would also appear. In such situations the deposit taker would be expected to alert HMRC 
that the account was held by the debtor as an attorney. But where (for example) a son holds an account jointly 
with his elderly mother, the account would normally bear the names of both son and mother, and that way 
HMRC might be alerted to the fact that the money in the account did not belong to the son but to the mother. 
Nevertheless, if HMRC drew the conclusion that the presence of both names indicated it was a joint account, 
they might target 50% of the money in it, and the elderly mother would not be in a position to object or to 
prove herself at a particular disadvantage so would not be able to claim the protection of para 4A (as the CIOT 
point out in para 17 of their briefing). The situation would be even worse for the mother if  the son holds the 
account in his sole name without the customary designation of an attorney. Unless the bank itself alerts HMRC, 
there  is  no way  for HMRC  to find  out  that  the money  in  the  account  belongs  to  anyone  other  than  the  son 
whose name is on the account. 

12. Special relief. This is a relief of ‘last resort’ where HMRC have issued a ‘determination’ to a taxpayer who 
(for whatever reason) has failed to submit a tax return, and the taxpayer has not responded to the determination 
within the time allowed, so that the liability shown in the determination (which is usually estimated, and 
almost always excessive) becomes due and payable. In such cases, the law allows the taxpayer to submit a self-
assessment out of time and claim ‘special relief’ which should be granted if it would be ‘unconscionable’ for 
HMRC to pursue the full sum in the determination. For example, the courts have held that if the full amount 
in the determination is very much in excess of what the taxpayer’s liability would be if he had submitted a 
tax return on time, then it might be unconscionable for HMRC to pursue it. If a taxpayer is subject to the 
DRD procedure for a debt which appears in a determination but for which the taxpayer has subsequently been 
granted special relief, it is only fair that this should be one of the grounds on which the taxpayer can formally 
object to the use of the procedure, as the CIOT point out in para 26 of their briefing. 

aBout thE low incomEs tax rEform grouP

13. The Low Incomes Tax Reform Group (LITRG) is an initiative of the Chartered Institute of Taxation 
(CIOT) to give a voice to the unrepresented. Since 1998 LITRG has been working to improve the policy 
and processes of  the  tax,  tax credits and associated welfare systems for  the benefit of  those on  low incomes. 
Everything we do  is aimed at  improving  the  tax and benefits experience of  low income workers, pensioners, 
migrants, students, disabled people and carers.

14. LITRG works extensively with HM Revenue & Customs (HMRC) and other government departments, 
commenting on proposals and putting forward our own ideas for improving the system. Too often the tax and 
related welfare laws and administrative systems are not designed with the low-income user in mind and this 
often makes life difficult for those we try to help.

15. The CIOT is a charity and the leading professional body in the United Kingdom concerned solely with 
taxation. The CIOT’s primary purpose is to promote education and study of the administration and practice of 
taxation. One of the key aims is to achieve a better, more efficient, tax system for all affected by it – taxpayers, 
advisers and the authorities.

October 2015

Further written evidence submitted by Association of Taxation Technicians (FB 83)

1. introduction

1.1. The ATT offers the following comments on the proposals to enable HMRC to collect debts direct from 
the accounts of debtors. We refer to these as the Direct Recovery of Debt (DRD) proposals.

1.2. We have been impressed by HMRC’s open engagement with professional bodies in an effort to build 
in appropriate safeguards in order to ensure that the DRD provisions are only used in relation to debtors who 
fall into the category of “Can pay; won’t pay”. Following discussions between HMRC and professional bodies 
(including this Association), Government Amendments 11 and 12 are being introduced to provide essential 
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protection for vulnerable individuals. We very much welcome this initiative although as noted below we have 
some ongoing concern with the detailed wording.

1.3.  We have had  the benefit of  seeing  representations  in  respect of  the DRD proposals made by both  the 
Chartered Institute of Taxation (CIOT) and the Low income Tax Reform Group (LITRG). We fully support 
those representations. We highlight three particular concerns.

2. commEnts

2.1. Following consultation, the Government guaranteed a face-to-face visit for every debtor who is 
considered for DRD.2 That assurance is somewhat weakly provided in paragraph 2(4) of Schedule 8. This 
requires HMRC  to  be  satisfied  that  the  debtor  (referred  to  as  P  in  the  schedule  and  this  note)  is  aware  that 
the  debt  is  due  and  payable. We  recognise  the  difficulty  in  providing  a  legislative  commitment  that  would 
be appropriate in all cases so rather than suggesting one, we recommend that assurance is sought from the 
Government during debate on this clause that paragraph 2(4) is indeed intended to oblige HMRC to have 
appropriate direct contact with P before invoking the provisions. 

2.2. We refer in 1.2 above to the proposed Government Amendments. To afford adequate protection to 
vulnerable individuals (persons with a particular disadvantage in relation to their tax affairs), we think it is 
essential that proof of such particular disadvantage (whether in the case of P or a third party) should itself be a 
ground both for objecting to the imposition of DRD and appealing to the County Court. It is not clear whether 
the proposed amendment will provide for this. 

2.3. Our ongoing concern is that the proposed paragraph 4A (1) (inserted by Amendment 12) only requires 
HMRC to “consider whether or not, to the best of HMRC’s knowledge, there are matters as a result of which 
the person is, or may be, at a particular disadvantage in dealing with the person’s Revenue and Customs 
affairs”. From discussions with HMRC, we had anticipated that the obligation upon HMRC would be an active 
as distinct from a passive one. We think that HMRC should be required to be satisfied that P is not vulnerable 
before instituting DRD. Having no knowledge of a person’s possible particular disadvantage (the proposed 
wording) is not the same as considering whether they have any such disadvantage. The guaranteed face-to-face 
meeting (see 2.1 above) should assist HMRC in that obligation.

2.4. We are concerned that the grounds for objection or appeal by someone other than P are excessively 
restrictive. In particular, we question why such a person should be required to demonstrate that they would 
suffer exceptional hardship (paragraph 9(3)(c). There is some lack of clarity whether a joint account holder 
(other than P) would have to rely on the restrictive paragraph 9(3)(c) or whether they could object or appeal 
under the less restrictive paragraph 9(3)(d). Clarification during debate would be helpful on this point. 

October 2015

notE

The Association is a charity and the leading professional body for those providing UK tax compliance 
services. Our primary charitable objective is to promote education and the study of tax administration and 
practice.  One  of  our  key  aims  is  to  provide  an  appropriate  qualification  for  individuals  who  undertake  tax 
compliance work. Drawing on our members’ practical experience and knowledge, we contribute to consultations 
on the development of the UK tax system and seek to ensure that, for the general public, it is workable and as 
fair as possible.

Our members are qualified by examination and practical experience. They commit to the highest standards of 
professional conduct and ensure that their tax knowledge is constantly kept up to date.

Members may be found in private practice, commerce and industry, government and academia.

The Association has over 7,700 members and Fellows together with over 5,600 students. Members and 
Fellows use the practising title of ‘Taxation Technician’ or ‘Taxation Technician (Fellow)’ and the designatory 
letters ‘ATT’ and ‘ATT (Fellow)’ respectively.

2 Foreword to HMRC’s Direct recovery of debts Summary of Responses, November 2014 – see https://www.gov.uk/government/
uploads/system/uploads/attachment_data/file/377174/Direct_recovery_of_debts_-_Summary_of_responses.pdf
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Further written evidence submitted by the Chartered Institute of Taxation (FB 84)

FINANCE BILL 2015

clausE 47 and schEdulE 8

EnforcEmEnt By dEduction from accounts

Overview
1. Clause 47 and Schedule 8 introduce a new power to allow HM Revenue and Customs (HMRC) to recover 

debts due to it (including tax and tax credits debts) directly from the bank and building society accounts 
(including Individual Savings Accounts) of debtors. This is also known as Direct Recovery of Debts (DRD).

2. The CIOT does not consider that a convincing case has been made to justify giving HMRC this new 
power. HMRC already has the power to recover money owed from a debtor’s bank account through the county 
court process. Enabling HMRC to take money directly out of bank accounts without specific court approval is, 
in our view, disproportionate.

3. HMRC argue that they need special powers to recover debts directly because the court system is too slow 
and expensive. This criticism has some justification. But it applies equally to private individuals and businesses 
who are owed money. It is an argument for the Government to reform the court process for all so that claims 
can pass through it in a more efficient and less costly way, rather than providing special powers to one body to 
circumvent it.

4. Our concerns about this proposal have been alleviated by the Government’s agreement to bring in a 
number of safeguards (see below). This includes a right of appeal to the County Court which is now provided 
for in primary legislation. Government amendments (amendments 11 and 12) have also been tabled which 
place a requirement on HMRC to consider whether or not, to the best of HMRC’s knowledge, the person is, or 
may be, at a particular disadvantage in dealing with their tax affairs, before HMRC decide whether or not to 
exercise these new powers. This is a significant and welcome step forward.

Safeguards
5. During consultation on this measure we expressed concern that the safeguards proposed at that stage would 

be inadequate in preventing errors that could lead to hardship and other serious consequences, particularly for 
vulnerable taxpayers. We also noted that HMRC consulted on a similar proposal in 2007 and decided to take no 
action on the proposal, following strong opposition.

6. In November 2014, following consultation, HMRC put forward revised proposals including stronger 
safeguards, taking account of representations from ourselves and others. In particular:

 — A right of appeal to the County Court for an affected taxpayer, after a hold has been placed on their 
bank account, but before any money is taken from it;

 — A guarantee that HMRC will only take money under the new power after a face-to-face meeting with 
the debtor, at which HMRC officers will satisfy themselves that they have identified the right debtor 
and calculated the debt correctly;

 — Taxpayers  identified  as  ‘vulnerable’ would  be  excluded  from  the DRD process  altogether  and  dealt 
with instead by a specialist unit and helpline working alongside the voluntary sector.

7. We warmly welcomed all three of these safeguards.

8.  Of the three safeguards only the first appeared on the face of the Finance Bill published on 14 July 2015, 
although the commitment to a face-to-face meeting with one of HMRC’s officers for every debtor before their 
debts are considered for recovery through DRD is mentioned in the Explanatory Notes to the Bill, and will, we 
anticipate, be laid out in more detail in guidance (although this has not yet been published).

9. Since the Bill was published, we, and colleagues within both our Low Incomes Tax Reform Group 
(LITRG) and the Association of Taxation Technicians (ATT), have been working with HMRC to explore 
whether the primary legislation can be amended to incorporate the other two safeguards – a specific reference 
to HMRC being satisfied that the taxpayer is not a vulnerable person and to give a commitment to the face-to-
face meeting or other direct contact. Following these discussions a government amendment (amendment 12) 
has been tabled to the Finance Bill to insert a new paragraph 4A into Schedule 8.

10. New paragraph 4A makes it clear that before exercising their powers under Schedule 8, HMRC must 
consider whether or not, to the best of HMRC’s knowledge, there are matters as a result of which the person is, 
or may be, at a particular disadvantage (it was considered that the term ‘vulnerable’ was too difficult to define) 
in dealing with their tax affairs. The amendment states that if there are any such matters they must be taken 
account of in deciding whether or not DRD powers will be exercised. In addition, government amendment 11 
makes  it a condition  that  the hold notice must contain a statement  to  the effect  that HMRC are satisfied  that 
issuing it accords with their obligations under paragraph 4A. New paragraph 4A also contains a commitment 
that HMRC must publish guidance as to the factors which are relevant to determining whether or not a person 
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is at a particular disadvantage in dealing with their tax affairs. This means, in effect, that the third safeguard 
will now be on the face of the Bill. This is very welcome.

11. Although we still do not have the commitment to a face-to-face meeting or other direct contact explicitly 
mentioned in primary legislation, the legislation now specifically states that HMRC must consider whether or 
not, to the best of their knowledge, a person is at a particular disadvantage before proceeding with DRD. In 
our view, HMRC will find it difficult to determine that a person is not at a particular disadvantage (and put a 
statement to that effect in the hold notice) without having first made direct contact with that person. 

12. We see this as further evidence that HMRC are committed to ensuring that vulnerable taxpayers are 
identified very early on and excluded from the DRD process.

13. We put on record our thanks to the HMRC team involved in the DRD project for their willingness to 
engage with us constructively on these important proposals.

ciot commEnts on thE lEgislation

This section contains comments on some of the specific paragraphs within Schedule 8

Identification of ‘vulnerability’
14. Paragraph 2 (4) – Condition C is  that ‘HMRC is satisfied that  the person is aware  that  the sum is due 

and payable by the person to the Commissioners’. Before the Government amendment, referred to above, was 
proposed, this was the only reference in the primary legislation to ensuring the person is aware that they owe 
the debt. We believed it was necessary for the legislation to go further than this, and include a commitment that 
HMRC should be satisfied whether or not  the person was at a particular disadvantage  in relation  to  their  tax 
affairs for the purpose of DRD, before proceeding with the DRD process.

Correct identification of the debtor’s bank account(s)
15. Paragraph 3 (2) – the prescribed information that is requested by the information notice given to a 

deposit-taker must be comprehensive enough to ensure that accounts that are wholly inappropriate for DRD 
action are identified. This would include, for example, nominee accounts (eg where an elderly parent may have 
added a child  to help  them manage  their financial  affairs)  and  trustee accounts  (eg where a parent  is named 
as trustee on an infant child’s account). There is also the situation to consider where a power of attorney is in 
place, particularly relevant to an elderly or disabled taxpayer.

16. HMRC have recently published draft regulations3 which prescribe what information a deposit-taker 
must provide to HMRC on receipt of either an information notice or hold notice to allow HMRC to determine 
whether DRD is appropriate for the relevant debtor. The CIOT notes that the regulations include provisions 
which are designed to identify the type of account, including whether or not it is a joint account and whether 
any other persons have an interest in the account. It will be clearly be vital that deposit takers and HMRC work 
very closely together when dealing with information notices.

Joint bank accounts
17.  Paragraph 6 (4) – the definition of the ‘appropriate fraction’ in relation to a joint account means that the 

‘default position’ is that funds held in a joint account are deemed to be held equally between the holders, so that 
where a joint account is held by two persons, one half of the account will be subject to hold arrangements. We 
appreciate that this is a simple way of deciding what proportion of the funds in the joint account to target, but it 
will not necessarily be a fair representation of how the account has been funded. 

18. We note that the draft regulations4 allow HMRC to ask for information that would affect ‘the fraction 
of the balance of the joint account to which the person is entitled, where applicable’, which HMRC may take 
into account when issuing the hold notice. However, we are not certain that these enquiries would identify 
whether a joint account has been unequally funded, or simply identify an account that had been specifically set 
up in unequal shares (as opposed to in equal shares which we assume would usually be the default position).  
It  appears  that  if  they  do  not  flag  up  that  the  joint  account  has  been  disproportionately  funded  by  the  non-
debtor, the non-debtor joint account holder will have to wait until after the hold notice has been issued before 
they can make any objections to HMRC under paragraph 9 (3) (c) – on the grounds of exceptional hardship 
– or paragraph 9 (3) (d) – as an interested third party. We understand from our discussions with HMRC that 
HMRC will take into account at this stage disproportionate funding etc, but we do question whether it is right 
for a totally innocent joint account holder to have to make such representations to stop HMRC accessing their 
money in the mistaken belief that it belongs to someone else.

19. We understand why joint accounts are in scope, because if they were not then they would present a 
simple way for a determined non-payer to circumvent the legislation, but they do present particular difficulties 
3 The Enforcement by Deductions from Accounts (Information) Regulations 2015 https://www.gov.uk/government/uploads/system/
uploads/attachment_data/file/445204/Enforcement_by_Deduction_from_Accounts_Regulations_2015.pdf

4 The Enforcement by Deductions from Accounts (Information) Regulations 2015 – regulation 2 (1) https://www.gov.uk/government/
uploads/system/uploads/attachment_data/file/445204/Enforcement_by_Deduction_from_Accounts_Regulations_2015.pdf
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and risk to HMRC if they decide to apply DRD to them. It is clear that HMRC do themselves recognise this by 
specifying in paragraph 6 (5) (a) that accounts other than joint accounts always have a higher priority that joint 
accounts. As well as the issues with disproportionate funding, we raise the question whether a sole account 
where, say, an elderly relative has added an adult child as signatory just to help them run the account could be 
inadvertently mistaken for a joint account.

20. It is worth pointing out that there is a gap in the legislation because the safeguards (face to face meeting, 
identifying someone with a significant disadvantage etc) only apply to the debtor and not to anyone else – ie a 
non-debtor joint account holder or other interested party. 

Time limits for supplying information
21. Paragraph 7 (6) – we think that it is unreasonable that the legislation specifies only that HMRC must ‘as 

soon as reasonably practicable’ give a copy of the hold notice to P. There seems no good reason not to tell the 
taxpayer straightaway once the hold notice is in effect.

22. Paragraph 7 (10) – the deposit-taker is permitted to inform P that a hold notice has been received after 
the deposit-taker has complied with the hold notice given to them by HMRC, but there is no obligation imposed 
on the deposit-taker to do this nor a time limit on it. If the deposit-taker tells the account holder(s) at the same 
time that it informs HMRC, this would reduce the potential delay in P being advised that their account has 
been targeted for DRD action. DRD action is a serious step which could have potentially considerable financial 
consequences not least because the account might in fact be a joint account and so involve a non-debtor.

23. Paragraph 8 (2) – there should be a specified time within which HMRC must give P (and other affected 
persons) a copy of the notice of cancellation or variation of the hold notice. There would seem to be no reason 
why this should not be at the same time as the deposit-taker is notified.

Objecting to the hold notice
24. Paragraph 9 (3) (c) – we think that the word ‘exceptional’ here is superfluous. It should be enough that 

hardship is being alleged/suffered when objecting to the hold notice.

25. Paragraph 9 (1), (2) & (3) – we note that a joint account holder can object under these provisions to the 
hold notice on the grounds that the joint account is not funded equally between the joint holders, and that this 
is either causing exceptional hardship to themselves or another person, or that they are an interested third party 
in relation to the account (an interested third party being someone who has a beneficial interest in an amount 
standing to the credit of the account). Similarly, a joint account holder can appeal to the County Court on the 
same grounds.

26. Paragraph 9 (3) – for the avoidance of doubt about whether cases involving ‘special relief’ are covered, a 
ground for making an objection should be that special relief under Schedule 1AB para 3A TMA 1970 has been 
made.

County Court appeal process
27. Paragraph 11 (4) – it is important that guidance be produced concerning the County Court appeal process 

to explain, for example:

 — How the County Courts will deal with this new process;
 — Whether special forms will be designed for use by appellants;
 — Whether there will be costs involved.

28. Paragraph 11 (9) – it is most objectionable that cases of ‘exceptional hardship’ will be suspended only if 
the taxpayer provides security. 

Protection of deposit takers acting in good faith
29. Paragraph 17 – we are not sure how much of a defence this paragraph would give to a deposit-taker 

facing a complaint from an aggrieved customer whose account has been targeted for DRD action. As it stands, 
‘in good faith’ sounds rather vague and we hope that this will be elaborated on in the secondary legislation or 
guidance. There is also the question of where HMRC stands in terms of liability for errors. We would have 
expected  more  details  in  primary  legislation  on  the  issue  of  compensation  for  financial  loss  suffered,  both 
directly and indirectly, as a result of an inappropriate use of DRD.

APPENDIX:

THE CHARTERED INSTITUTE OF TAXATION
The Chartered Institute of Taxation (CIOT) is the leading professional body in the United Kingdom concerned 

solely with taxation. The CIOT is an educational charity, promoting education and study of the administration 
and practice of taxation. One of our key aims is to work for a better, more efficient, tax system for all affected 
by it – taxpayers, their advisers and the authorities. The CIOT’s work covers all aspects of taxation, including 
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direct and indirect taxes and duties. Through our Low Incomes Tax Reform Group (LITRG), the CIOT has a 
particular focus on improving the tax system, including tax credits and benefits, for the unrepresented taxpayer.

The CIOT draws on our members’ experience in private practice, commerce and industry, government and 
academia to improve tax administration and propose and explain how tax policy objectives can most effectively 
be achieved. We also link to, and draw on, similar leading professional tax bodies in other countries. The 
CIOT’s comments and recommendations on tax issues are made in line with our charitable objectives: we are 
politically neutral in our work.

The CIOT’s 17,500 members have the practising title of ‘Chartered Tax Adviser’ and the designatory letters 
‘CTA’, to represent the leading tax qualification.

October 2015

Written evidence submitted by Dr. C.G. Blanshard (FB 85)

Two landlords operating as sole traders in a partnership at will who were advised by their 
accountants, with prevailing legislation at that time (2005) in mind, not to incorporate their 
business. We are a business and not mere chancing investors.

SUBJECT: CLAUSE 24 - RELIEF FOR FINANCE COSTS RELATED TO RESIDENTIAL PROPERTY 
BUSINESSES.

1. ExEcutivE summary

The precise wording of the proposed legislation is misleading. We prefer to think that this is out of 
governmental ignorance of the true nature of the beneficial PRS.  The objective is understood but the method 
is flawed. In our opinion, if these proposals are enshrined in law without significant amendments, there will be 
adverse consequences not only for us, but also for our tenants and the housing market and economy in general. 
These adverse consequences will in our view, be far greater than the government seems to imagine. It does not 
need to be so with more homework and consideration on the government’s part.  The government still has the 
opportunity to reappraise. We have hitherto, quite rightly been allowed to deduct 100% of our finance costs as a 
legitimate expense incurred like every other enterprise in the U.K and like every other Landlord in every other 
country in the E.U.

We suggest that the statement “By restricting finance cost relief available to basic rate of income tax (20%) 
all  finance  costs  incurred  by  individual  landlords will  be  treated  the  same  by  the  tax  system”  is  difficult  to 
comprehend. It sounds innocuous. The word “relief” is troublesome. What relief? MIRAS stopped long ago, 
that was a relief. Our mortgage interest is a legitimate expense incurred to allow us to attempt to make a profit 
upon which we have no problem paying due tax. The statement in the budget proposal is in fact the opposite 
of the truth and needs to be reviewed because we are not prepared to be hoodwinked by this shameful political 
attempt with undeclared motive. The common goal should surely be to provide more homes, not to ruin many 
lives to redistribute existing ones, just because you have failed to build enough homes and think you can.  It is 
truly a shameful and preposterous proposal as it currently exists.

1.2 Rogue landlords do exist and act in criminal ways. We support selective legislation to bring such 
people  to account  for  their errant ways and believe  that sufficient  legislation currently exists  in order  for  the 
government to do so. It may be a challenge, but it is the way to go, rather than attacking a soft and innocent 
target group as proposed. Hitherto the introduction of  a plethora of new legislation in a blanket way that serves 
only to stifle the enthusiasm of the good and many has not only selectively missed the culprit target group, but 
also depleted their stock.

1.3 We urge the government to study the true amorphous nature of the well intentioned BTL landlords that 
do provide homes, have helped the economy by buying off plan, have renovated many a dilapidated home in 
areas of  investment  that did not  compete with  aspirational first  time buyers. They have done  this within  the 
rules that existed and have contributed significantly to the existing problem. Insufficient numbers of homes. If 
you now wish to change the rules then by all means do it prospectively: but not retrospectively as you 
unjustly intend. We can live with that and continue to provide homes, business as usual. No emergency sales, 
no tenants evicted, no attempts to artificially increase rents and tax the end user – the tanant.

1.4 Oversees investors are quite rightly being targeted, but your proposals for them are prospective.

1.5 We support the alternative proposals put forward by the NLA & the RLA. We are more than disappointed 
that the government has been seen to so scathingly dismiss such representation already.

1.6 The bank of England has measures in place to address the BTL sector already. We doubt that they either 
invited or condoned this proposal. 

1.7 There has been a progressive and relentless attack on well intentioned and well informed landlords 
who are at the end of the day home providers during a national housing crisis; underpinned by successive 
governments’ joint failure to provide the necessary required homes.
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1.8 More homes are needed! Yes? Build them and stop scape-goating BTL landlords as the cause of all evil 
however popular it may have inadvertently become amongst some ill informed voters.

2.1 We do have an entrepreneurially driven motive to increase our own pension provisions, since our existing 
ones failed miserably in the hands of others. We have invested tax paid money and received no tax incentives 
for this creative alternative pension provision.

2.2 The conservative party used to promote entrepreneurial spirit as demonstrated by striving landlords. 
Now you have lifted a policy from the Green Party manifesto and are seeking to implement it. This is a vote 
loser for a significant few. Please do not play politics with real people and real lives at stake. If you do, please 
take the time to understand who you are affecting. Results of multiple F.O.I requests suggest you have no idea.

2.3 There was nothing in the conservative manifesto about this. You have not consulted with the landlord 
associations before announcing these proposals.

2.4 We feel you are making a big mistake. We feel that you are targeting an underestimated group of savvy 
people who have done nothing wrong. They have taken risks and invested their own tax paid money into 
deposits for properties where mortgages were required and offered. They have worked hard in a business way 
to back their investments, secured against borrowings. Some have legitimately done well on tracker mortgage 
rates. They are not responsible for the economy problems. The banks had a lot to do with it. The governments 
have not only sequentially failed to build the requisite amount of homes, but also to adequately address the 
banks. They even sell off the nationalised interests too cheaply at the tax payers’ expense.  It is time to be 
transparent, fair and accountable in practice. Mere words as twisted as you can contrive to convey opposite 
meaning is scarey.

2.5 The actual 25% of landlords that will be affected, contrary to the chancellor’s unnoticed spin, will be 
those that have mortgages and those that are not incorporated. This includes us. It does not include those with 
the greatest wealth or the deepest pockets who did not require financial loans.

We are not aggressively leveraged, but are very vulnerable to this proposed,  unjust, discriminatory,  and 
ill thought out government proposal as it stands. We request that it be amended in the light of all submissions 
received.

It is considered discriminatory to alter business rules for one group but no other. If the government proceeds 
as proposed a very frightening and unacceptable president will be set. We believe that it is so foolish as to be 
open to legal challenge. How are the trusting public going to be able to plan ahead, not knowing if this is just 
the thin edge of the wedge?  Where are we to gain the confidence to positively strive if our elected government 
b(who we voted for) introduce policies from other parties that we did not vote for. You are making a mockery 
of our democracy and this has to stop!

2.6 It is not correct to assume that the wealthiest landlords are likely to be the best service providers.

2.7 There is a petition in existence and after 10,000 votes it received the requisite response, but not the one 
it deserved. The government’s reply was a simple restatement of the party line and should be embarrassing 
when read in the context of these submissions.  If the government do not agree, then we fear for our democracy 
in these times of austerity. At the last count it had just shy of 34,000 signatures. Without intended deceit, with 
transparency of intention, that number would undoubtedly be already inviting the parliamentary debate you do 
not want to have.

There is something very Orwellian about the government’s behaviour. We suggest that the secretly targeted 
group of landlords is actually part of the solution to home provision, rather than the cause of the housing crisis.

3.1 Had the government consulted openly, much more debate would have ensued. Since there have been 
no discussions we suggest that this proposal should not be cast in law, until such proper debate and 
consultation is permitted to occur. It is quite possible that the very dedicated PRS whom the government is 
actually targeting may offer some very constructive suggestions.  After all we are strivers and the conservatives 
do espouse to encourage and reward such endeavour.

3.2 In a letter from Andrew Tyrie to Mr. Osborne he referenced a report from the Treasury Committee in 
2011 entitled “Principals of Tax Policy” that set out 6 principals that tax policy should:

1. Be fair
2. support growth and encourage competition
3. provide certainty
4. Provide stability
5. Be practicable
6. Be coherent

To this we would add:

7. Be none discriminatory
8. Should not be retrospective.
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We simply ask the committee if they agree with the first 6 principles and the two which we feel should be 
included?

In any event Mr. Osbourne’s Summer Budget proposals fail on all 8 counts and we feel it is appropriate to 
ask you why this should be?

It is a fact as amply evidenced by others’ submissions that some affected landlords will have to pay tax on 
losses.

It is a fact that landlords on the basic rate of tax will be artificially and controversially pushed into a higher 
tax bracket, rendering them liable to not 18% CGT, but 28% CGT.

This is absurd and warrants therefore, we would suggest, the Finance Bill committee’s critical reappraisal at 
this stage.  In the grace period allowed many may not be able to remortgage because of their age, they may not 
wish to sell because of crystallising capital losses, if they do sell they will be heavily taxed, on any gains that 
have been made. This  last decade  is  the first decade  in a century where property prices have not doubled.  If 
they seek to incorporate they will likely be taxed for CG & SD. The government is not targeting the wealthiest 
landlords as the proposal is worded to suggest, it is forcing approximately 25% of them into certain bankruptcy 
unless they unravel all they have striven for. It is likely that where the market supports it; rents will increase. 
This will not apply to us, we will have to sell and feel conned. What will happen to our tenants, some of whom 
have been with us for between 3-10 years? There are some that would argue that you are imposing a stealth tax 
on tenants. 

3.3 Tax returns. Up until now we have regularly submitted our finance costs in box 24. These are legitimate 
business expenses and not only include our BTL mortgage expenses but the equity release mortgage on our 
private residence.  Are you aware that you are proposing to destroy us?

4.1 There appears to be no allowance for the North –South divide. This lack of geographical consideration, 
at a time when the Chancellor keeps referring to the Northern Powerhouse and devolving powers is submitted 
as evidence of a poor grasp of the PRS as it exists today.

It appears to us that Mr Osbourne thinks scantly about areas outside of London where housing issues are 
acute and particular. He professes to be targeting the wealthiest landlords but is actually targeting those who 
have risked all and owe the most. Easy to squash,  but none the less home providers of current importance. 
Why throw away babies with the bath water unless there is an ulterior motive? Time to come clean on this one 
we would suggest. With potential prime Ministerial ambitions, a tactical partial U turn may be the best way to 
go: G.O.

4.2 We are a partnership of a retired G.P. and a primary school teacher. Collectively we have given dedicated 
service well in excess of 50 years to our chosen professions. You might say because of that we are both 
respected for our years of dedicated public service and you would be correct.

However we unfortunately take flack from general public perception because we are now “landlords.”

It seems we have all got a bad name,  we are all tarred with the same brush for unsubstantiated reasons.  
Actually we are the same people. I no longer practice as a Dr. Because I became ill from my extraordinary 
efforts. My partner still teaches 3 days per week but resents the governmental interference in her dedicated 
work. She feels she is subjected to unnecessary stress.  I both recognise and echo her sentiments having 
experienced a succession of government imposed contracts in my time with which I did not necessarily agree 
and which were aimed to pull up the performance of poor practices of which I was not one. On no occasion did 
the government properly consult with our profession. We have thought of a strategy to mitigate some of our 
adversity which involves my partner giving up her day job which she would not otherwise wish to do. One less 
teacher and we do not go bankrupt. How perverse is that? It is one personal reality of your proposals which I 
can attest to.

As landlords we provide services above and beyond our contractual requirements in many instances.

We are, by nature, caring people. We feel hurt if we have tenant disputes.  We experience them and take 
the abuse. The recourse to the small claims court is expensive, difficult and distressing. If we have a ruling in 
our favour, enforcement is expensive, distressing and unrewarding. The existing law favours the tenant. We 
experience unpaid rent, expensive voids, and trashed houses, through no fault of our own. We have sleepless 
nights as a consequence. We  take  it  all and even more so when we entertain  tenants on housing benefit. We 
are not surprised by this and roll with it. To be attacked also by the government, as we are being however is 
a completely different matter. We will take some convincing that this ill thought out policy has much merit 
apart from filling a deficit black hole, not of our making, and paving the way for the treasury to take over our 
business.  It  is  a  desirable  business!  It  should  be  respected  as  such.  It  is  not  just  some  armchair  investment 
scheme.

We are giving back. We are providing homes and regularly make a loss. We are now to be taxed on this loss.
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summary

We do not deserve to have the business rules changed after 10 years of hard endeavour. We are not prepared 
to become collateral damage in the political end game of achieving more homes by incentivising large 
corporations at the tax payers’ expense to build and rent antisocial dwellings without proper consultation.

This submission is late to the party. The message has not yet reached many who will be affected and have 
their livelihoods and pension arrangements devastated. Ask yourselves why that is? We ask that you open your 
minds and seek a collaborative approach to solving our nation’s housing crisis, and fast. We are currently your 
allies. We provide homes and wish to continue doing so. You lack transparency and clarity and are therefore 
perceived to be devious.

Companies can deduct all their finance costs from income before paying tax on their resulting profits at the 
rate deemed appropriate, as can sole traders in any business other than property letting. Money necessarily 
paid out to someone else should NOT be regarded as part of taxable income of any enterprise, whatever its 
structure.

October 2015

rEf:
http://www.landlordzone.co.uk/news/brandon-lewis-renews-government-commitment-to-prs

https://www.landlordtoday.co.uk/breaking-news/2015/9/two-thirds-of-landlords-face-tax-bombshell--rla

http://saynotogeorge.co.uk/

http://www.telegraph.co.uk/finance/personalfinance/investing/buy-to-let/11816720/Death-of-buy-to-let-
landlords-wake-up-to-Osbornes-150pc-tax.html




