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Taxation of property
rental business

Profits from UK land and property =~ Determining rental profits

are treated, for tax purposes, as You are assessed to income tax on the net profit (i.e. gross rental income less allowable
arising from a rental business. expenditure) from your rental business. Allowable expenditure is that incurred wholly and
. . . exclusively for business purposes and is sometimes referred to as ‘revenue expenditure’.
The lettmg of residential property Generally, the main types of revenue expenditure will be repairs and maintenance, a

is treated as a ‘business’ even if proportion of the finance costs and fees paid to a managing agent.

you onIy let one property. It should be noted that expenses related to any personal use of the property are not
allowable as a deduction for tax purposes.

If an expense is capital in nature (such as the cost of building an extension) then it will not
be deductible in arriving at taxable rental profits. However, capital expenses can usually be
added to the cost of the property and qualify for capital gains tax (CGT) relief in the event of
a future sale.

We can advise which expenses should be allowable deductions for income tax purposes
and calculate your taxable rental profits.
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It is not unusual to see
expenditure exceed
income and a property
rental business make
losses in the early years.

Where your second
property has also been
used as your main
residence at some point,
an element of the capital
gain may qualify for
relief under the Private
Residence Relief (PRR)
rules.
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Losses

It is not unusual to see expenditure exceed income and a property rental business make
losses in the early years. For tax purposes, rental losses can be carried forward and set
against future profits from the same rental business.

Rental losses can be carried forward indefinitely until tax relief is obtained or until the rental
business ceases so, in essence, they should not be lost provided the rental business makes
a profit in the future.

Unlike trading losses, property rental losses cannot generally be offset against your other
taxable income.

Husband and wife/civil partnership ownership

If you own a rental property jointly with your spouse or civil partner, the default position for
UK tax purposes is that income from the property is treated as if it belonged to each of you
in equal shares. This means that you are both taxed on half of the income, regardless of the
actual proportions in which you may legally own the property.

However, if preferred, an election can be made to tax you on your share of the rental profits
based upon your legal share in the property. Strict time limits apply and we can assist in the
preparation and submission of the election as required.

Income tax and capital gains tax on rental properties

For 2026/27, landlords will pay income tax at rates of 20% for basic rate taxpayers, and
40% and 45% for higher and additional rate taxpayers respectively. However, from 6 April
2027, these rates are set to increase to 22%, 42%, and 47 %.

If you acquire a property purely for rental purposes, any gain on disposal will be subject to
either 18% or 24% CGT under current rules.

However, where your second property has also been used as your main residence at some
point, an element of the capital gain may qualify for relief under the Private Residence Relief
(PRR) rules. We can help calculate capital gains arising in these circumstances; claiming
available reliefs as appropriate.

Non-resident landlord scheme (NRLS)

If you have a rental property in the UK but are not tax resident here you may fall within the
scope of the non-resident landlord scheme, which means that basic rate income tax should
be deducted from rental income (and paid over to HM Revenue and Customs) before the
net amount is paid to you as the landlord.

This is the default position that all non-resident landlords should follow but in certain
circumstances, landlords can apply to receive their rental income gross and pay the
resulting tax liability through their annual tax return. We can help guide you through the
application process and prepare your tax return on your behalf.

Where a non-resident sells a UK property they will be charged to CGT following the sale.
The rate of CGT will depend upon whether the property is residential or commercial. Various
options may be available to enable the owner to calculate the capital gain arising in the most
tax-efficient manner — we can assist in the calculations.

Making Tax Digital (MTD)

As of 6 April 2026, landlords and sole traders are required to keep digital records as well
as submit quarterly updates to HMRC using compatible software for MTD. This currently
affects landlords with an annual turnover above £50,000 but from 6 April 2027 this
threshold will be reduced to £30,000, and to £20,000 towards the end of the decade.
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To find out more about
our services, contact

us at enquiries.hwam@
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visit www.wealthandasset.
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Acceptable Tax Planning

We may provide tax planning services, tailored to a client’s individual circumstances, for the purpose of mitigating their UK tax
exposure through the use of effective and reliable methods, acceptable to HM Revenue & Customs, in a non-aggressive manner.

We provide advice about UK direct personal taxes only (income tax, national insurance [NIC], capital gains tax [CGT] and inheritance
tax [IHT]).

We do not:

provide tax advice associated with UK indirect taxes (such as value added tax [VAT], customs duties, stamp duty land [SDLT] tax
or stamp duty reserve tax [SDRT])

provide UK corporation tax advice
= provide tax advice relating to any overseas tax jurisdictions

design, promote, or condone structures or arrangements which exploit tax legislation artificially in order to obtain a tax advantage.

Important Information

Handelsbanken Wealth is a trading name of Handelsbanken Wealth & Asset Management Limited and is authorised and regulated by the
Financial Conduct Authority (FCA) in the conduct of investment and protection business with firm reference number 197340, and is a wholly-
owned subsidiary of Handelsbanken plc. This document has been prepared by Handelsbanken Wealth for clients/potential clients who may
have an interest in its tax services. These tax services are not regulated by the FCA. The provision of this information does not constitute
tax advice.

Although every effort has been made to ensure accuracy, the information provided is based upon our understanding of current tax law and
the prevailing practice of HM Revenue & Customs; tax rates and legislation are subject to change. We cannot guarantee to inform you of
any such changes and we accept no responsibility for any inaccuracies or errors. Your personal circumstances may affect the outcome of
any measures you choose to implement and we recommend you take independent professional advice. We cannot accept responsibility for
the consequence of any action taken or failure to take action by a reader on the basis of the information provided. Tax figures and legislation
are correct as at May 2026 but are subject to change.
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