
 

 

 

OTS review of property income 
Comments from Saffery Champness LLP 

1 June 2022



OTS review of property income: Comments from Saffery Champness
 
 

 

[Filepath] 

Page 2 of 7 

 

1. Executive summary 

1.1 We welcome the chance to comment on the Office of Tax Simplification (OTS) review of property 
income. 

1.2 In summary, our key points are as follows: 

• The UK property tax regime can be complex, especially where more than one type of 
property is owned. An easy path to simplification could be to remove the distinction 
between some of these businesses. However, whatever path the government chooses to 
take, they should ensure that the policy encourages the behaviour the government wishes 
to support in the wider provision of property and rental tenancies.  

• The government should ensure that, where possible, it is easy for taxpayers to comply with 
their obligations. This should include the provision of clear, easy to understand guidance, 
simplification of rules that are currently complex and/or poorly understood (such as the 
treatment of refurbishment costs as capital or revenue and the use of losses). 

• Regarding Making Tax Digital, we believe that the £10,000 threshold for rental income is 
too low, and will unduly impact many taxpayers with a single rental property. We would 
urge HMRC to reconsider this limit or to put in place some easement for those with very 
low levels of rental income and no other self assessment tax requirement.  
 

1.3 Section 2 below makes some general comments on the proposals, and section 3 covers our 
responses to the specific questions raised in the consultation document. 

1.4 We would be happy to discuss the points raised here in further detail.  If you have any questions, 
or would like any further information, please contact: Robert Langston, National Tax Partner, on 
0207 841 4129 or email robert.langston@saffery.com or Alison Hobbs, Director, National Tax, on 
0207 841 4016 or email alison.hobbs@saffery.com . 

2. General points 

2.1 The regime for taxing property in the UK can be complex where different types of property are 
owned. For example, it could be possible for a single taxpayer to have separate property businesses 
– including UK property, UK furnished holiday lettings (FHLs), foreign property, and foreign FHLs – 
each one taxed separately and subject to separate rules.  

2.2 This situation is also more complex where properties are jointly owned or owned by a partnership, 
and can be particularly complex for taxpayers with overseas properties owned by overseas 
companies on which they are made taxable to UK tax by virtue of the transfer of assets abroad 
legislation.   Ownership by companies is sometimes required by the overseas 
jurisdiction.  Nevertheless, they are taxed as if the company was tax transparent and are required 
to report the income as if it had been received directly by them.  

2.3 An easy route to simplification could include combining the way some of these property businesses 
are taxed, which would make reporting and paying their tax liabilities easier for the property 
owners. For example, the government could remove the split between UK and non-UK property 
income (with the proviso that individuals on the remittance basis would not have to report overseas 
income) or could remove the split between FHLs and non-FHLs. Alternatively, the government could 
allow losses from one type of property income to be set against the profits of another, which at the 
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moment is limited and not very well understood by taxpayers (see further comment at 3.18.3 
below).  

2.4 However, whatever decision is made on the tax treatment of property, it must either encourage 
the behaviour the government wishes to incentivise, or be neutral and easy enough to navigate 
that it does not discourage any particular behaviour. For example, there are currently tax incentives 
available for furnished holiday lets and for renting rooms to lodgers, but not for residential 
tenancies. In fact, the relatively recent changes to interest deductions for residential property have 
made the tax affairs of those letting such property more complex – the system is not well 
understood and is also perceived by some to be unfair considering the availability of interest 
deductions for other trades and types of property income.  

2.5 While we make no comment about what policy the government should pursue in this area, any tax 
policy changes should be made following consideration of what the government wishes to achieve 
and should not just be made piecemeal or solely in pursuit of simplification.    

3. Specific consultation questions 

3.1 Do any particular issues arise as a result of differences in the tax treatment of property income 
and income from other investments, such as OEICs, or quoted shares? 

3.1.1 We are not aware of any particular issues, and in our experience the decision to invest in property 
directly rather than indirectly (via a real estate fund for example) is driven by commercial rather 
than tax considerations.  

3.2 Does the existence of different regimes for taxing property income and other income from 
investments lead to any distortions in behaviour? 

3.2.1 We are aware that some individuals conduct inheritance tax (IHT) planning based around the 
availability of Business Property Relief (BPR) on an FHL trade. However, this is often limited in scope 
due to case law in this area making it clear that a high level of services must be provided along with 
the accommodation in order to qualify for BPR.   

3.3 Do any particular difficulties or benefits arise in relation to letting activities as a result of the 
different rules for the taxation of property income and trading income? 

3.3.1 One benefit for taxpayers is that property income is not subject to National Insurance 
Contributions, or to the new Health and Social Care Levy. For retirement age taxpayers in particular, 
who will see the Health and Social Care Levy applied to dividends and other earnings and who may 
be on fixed incomes, this may be particularly welcome.   

3.3.2 Difficulties include the different treatment of interest deductions between property income and 
trading income. For estates where there can be property income and trading income under the 
same umbrella, allocation of estate management expenses can also cause an administrative 
burden.   

3.4 What prompts landlords to incorporate their property rental businesses and to what extent are 
such decisions motivated by tax or non-tax reasons? 

3.4.1 Smaller property businesses are, in our experience, less likely to incorporate. For those that do, the 
decision is generally motivated by tax reasons, although it can also be done for succession planning 
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or debt ringfencing reasons. In these situations, there can be difficulty in identifying where 
incorporation relief applies.  

3.4.2 Many property businesses are debt-funded and this typically creates a significant SDLT cost to 
incorporation.  Although this can be mitigated where a partnership is incorporated, the steps to 
incorporate a debt-funded property business on a tax neutral basis are often impractical.  

3.4.3 The decision to incorporate or not also depends heavily on whether there is residential property 
involved.  The substantial SDLT charges either on buying a residential rental property in a corporate 
or incorporating a rental business and then the potential double charge to tax on capital realisations 
can put off individuals incorporating their residential property businesses. 

3.5 What are the benefits and drawbacks of having a different regime for taxing property income and 
capital gains from Furnished Holiday Lettings? 

3.5.1 The FHL regime is attractive for taxpayers because of the beneficial tax regime in place. In addition, 
FHL trades can be eligible for other reliefs such as business asset disposal relief, and in some cases, 
business property relief. 

3.5.2 Operating an FHL business is very different from a standard non-FHL property rented out more long 
term. Firstly, the services involved and quality of the fit out of the property are significantly higher 
and more costly, and secondly, the time they are available to generate income is limited by the 
holiday seasons. The additional tax reliefs available on FHLs encourage people to make properties 
available to tourists, especially in rural areas, and if this was removed it could lead to damage to 
the economies of these areas as fewer properties are made available for short term lets.   

3.5.3 However, the beneficial tax regime does not apply to other ways of letting property, such as homes 
in multiple occupation. There has also been some recent press coverage of distortions to the rental 
market in desirable areas, where long term residential lets are being converted into short term 
holiday lets. While it is unclear how much the tax system for FHLs is contributing to this distortion, 
the government may wish to consider if this is something they wish to continue to encourage with 
a beneficial tax regime for this type of letting only.  

3.6 To what extent do those owning property taxed under the Furnished Holiday Lettings regime use 
the property themselves? 

3.6.1 We are aware of limited use of these properties by the owners and their friends and family. In 
general, most of the letting is done commercially to meet the FHL rules, which have safeguards in 
place to limit abuse of the regime by property owners. Firstly, the letting requirements exclude 
holiday weeks used by the owners. Secondly, the rules relating to the deductibility of expenditure 
restrict tax relief where the expenses were incurred for a dual purpose, and no proportion of this 
expenditure can be directly related to being incurred wholly and exclusively for the purpose of the 
FHL lettings. 

3.7 Have you encountered any issues as a result of changes in a property’s use or ownership, 
including varying the property ownership percentages? 

3.7.1 No comment. 

3.8 What factors influence the choice between using the cash basis and accruals basis accounting, 
where rental income is less than £150,000 a year? How well understood are the implications of 
using each regime and of moving between these regimes? 
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3.8.1 In our experience, it is difficult to switch between regimes. Taxpayers often do not understand the 
implications of using each regime at the time the choice is made, unless they take professional 
advice, and mistakes can be made.  

3.8.2 The system could be simplified by increasing the rental income limit for using the cash basis 
upwards. Over time, the tax benefits of using the cash basis would even out, and so it is unlikely to 
lead to any large distortion in the tax base.   

3.9 Are there any difficulties with the operation of reliefs and exemptions available to those with 
property income? 

3.9.1 In general, the system of standard reliefs available for property income is well understood. 
However, there can be uncertainty around some of the less common reliefs, including incorporation 
relief and the availability of BPR for FHLs.  

3.10 Have you encountered any difficulties in understanding the rules about, or the tax processes 
involved in, becoming or being a landlord, including HMRC’s information and registration 
requirements? 

3.10.1 The majority of our clients understand the rules, as they have agent support. However, the recent 
HMRC nudge letters that were sent to taxpayers with undisclosed property income indicate that 
this was fairly widespread, and suggests that the regime is poorly understood by unrepresented 
taxpayers in particular. This could be due to people letting out property for the first time, or on a 
relatively casual basis, such as first-time landlords letting out property via AirBnb or similar 
platforms.  

3.11 Do you have difficulties in finding out, getting guidance about or understanding how your 
property income should be taxed? 

3.11.1 HMRC guidance in general tends to be fairly clear. However, as mentioned above, the issue lies in 
ensuring that taxpayers are aware they have a tax obligation in the first place. People with limited 
rental income who receive the rest of their income via PAYE may be less aware of their obligations 
under self assessment, and so we would continue to urge HMRC to think of ways in which they can 
reach out to these taxpayers and engage them with their obligations as early as possible.  

3.12 Are you aware of any information being provided by third parties, for example letting agents or 
platforms to assist landlords in understanding their tax obligations? 

3.12.1 We are aware from news stories that these platforms are beginning to provide information to 
HMRC. However, the impression we get from the wider property sector is that landlords are not 
always aware of this. 

3.13 Do you think that third parties, such as letting agents, platforms or holiday rental agency 
businesses, could assist in easing tax administrative burdens and in what ways? 

3.13.1 These third party platforms could provide landlords with an annual summary of income from 
lettings, dates the property was advertised and let, and management and maintenance costs. This 
would provide useful data for landlords to report in their self assessment tax returns.  

3.14 To what extent could it be helpful to landlords if letting agents, platforms or holiday rental agents 
provided data to HMRC on their behalf? 
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3.14.1 If the information mentioned at 3.13.1 above could be imported straight into the self assessment 
return and/or the MTD quarterly reporting, this could save time that would need to be spent 
inputting data from one system into another. However, any such system would need to allow for 
the correction of incorrect data, and for the allocation of this income to specific trades. 

3.15 What is your experience of completing a tax return to report property income? Are there any 
specific areas that cause difficulty? 

3.15.1 No specific comment. 

3.16 Are there any other areas of tax administration that present particular challenges in relation to 
property income? 

3.16.1 The government should consider providing a facility to allow taxpayers to record capital 
expenditure which would constitute enhancement expenditure/acquisition costs. If this was 
recorded as part of the yearly self assessment return and then stored in their Personal Tax Account 
(or Single Customer Account), then this information would be to hand when the property is 
disposed of.   

3.16.2 The government should find a way to incorporate access to the 60 day CGT reporting portal with 
the MTD/ITSA software currently available. This would allow taxpayers to save time by having the 
information available on their property disposals during the year ready to include in their self 
assessment return. This would also make access for agents easier, as they would not need to log in 
separately to two different portals to get information on a client’s tax affairs.  

3.17 Making Tax Digital for Income Tax starts in April 2024 and mandates quarterly electronic updates 
for most individuals with turnover of over £10,000 for their property (and business) income. Are 
you aware of these reporting obligations and have you considered how you might comply with 
them? 

3.17.1 Many landlords face the prospect of soon becoming required to report their property income under 
Making Tax Digital. The turnover threshold is very low - £10,000 per year – and at this level, it covers 
a lot of people for whom property income is not their main source of income (such as those who 
let out a single property they used to live in while they are working abroad, or to move in with a 
partner). They are not operating on a business level, and the reporting tends to be relatively simple 
– rental income with limited operational expenses. There appears to be little benefit for either the 
taxpayer or HMRC to require them to report this information under MTD, and therefore we would 
suggest that the government consider whether to increase this threshold, or to add some sort of 
easement to the MTD rules in relation to small-scale property income, in order to make reporting 
simpler for these individuals.  

3.17.2 In addition, MTD is expected to increase the administrative burden for taxpayers with multiple 
trades in addition to property income, who will need to report these separately. There may also be 
difficulties for taxpayers who use the cash basis of accounting, for whom their figures may not easily 
match between the self assessment return and their MTD quarterly returns.  

3.18 Are there any other practical, technical and administrative issues in relation to property income 
that are not mentioned above? 

3.18.1 We would like to mention the following areas where we believe simplification is needed:   
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3.18.2 Splitting expenditure on property between revenue and capital is an area of tax that is currently 
driven by case law, and as such, it can be a complex area. The government could codify the rules in 
legislation (such as was done with the Statutory Residence Test) to make the tax position clearer 
for taxpayers, and provide flowcharts to allow taxpayers to conclude whether an item is capital or 
revenue. This would increase certainty for taxpayers where, for example, new technology is 
installed to replace old – particularly where this would support government policy around ‘green’ 
and energy-saving technologies. 

3.18.3 Treatment of losses from property.  The current system of using losses in property trades is both 
complicated and unclear. For example, losses from an FHL business cannot be set against profits 
from a non-FHL property business. While this was originally confirmed in an HMRC helpsheet 
(HS253) this detail was omitted from the rewritten version of the helpsheet. Similarly, while it is 
possible to set brought forward UK property business losses against profits of a UK FHL business, 
this also is no longer contained in the HMRC UK property notes. While this information is known to 
those with experience in tax, it is hardly available to the average UK taxpayer. HMRC guidance 
should be clear, easy to find, and accessible to all.   

3.19 Are there any particular issues of concern to non-resident landlords or their tenants (including in 
relation to the Non-Residents Landlord Scheme)? 

3.19.1 The move from income tax to corporation tax has required a significant education process for our 
clients, and compliance costs have increased as a result.  An example of a significant ongoing cost 
is the requirement in many cases to submit iXBRL tagged accounts which were previously not 
required. 

3.20 Do any particular issues arise for UK residents receiving rental income from overseas? 

3.20.1 Many overseas jurisdictions report rental income on a calendar year basis, and this can require 
additional work to report on a tax year basis in the UK. 

4. About Saffery Champness 

4.1 Saffery Champness is the 15th largest UK accountancy firm by fee income. We presently have more 
than 80 UK partners and over 700 staff in nine offices in the UK and further offices in Guernsey, 
Geneva, Zurich, Dublin and Dubai.  

4.2 We are a firm with a deliberate focus; we do not try to be all things to all people. Instead we choose 
to specialise in specific sectors and areas of business where we have real in-depth expertise and 
experience. These include not-for-profit, private wealth, landed estates and rural businesses, 
professional and consultancy businesses, entrepreneurs, sports and entertainment, international, 
and real estate.  

 


