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Buy to Let
an overview

A buy-to-let property
investment may be right
for you if you:
Prefer investments that feel more tangible
than stocks and shares
Are willing to tie up your money for a long
period of time
Understand property prices can go down
as well as up
Are willing to take the risk that you might
not earn a profit on your investment
Understand and accept the additional risks
that go along with borrowing money to buy
a property
Understand and accept the costs and time
involved in owning and running a property
and the impact that this will have on your
potential return.

What is a buy-to-let
property investment?
Buy-to-let investment is very
different from owning your own
home.
When you become a landlord,
you’re effectively running a small
business – one with important legal
responsibilities.

How does buy-to-let
property investment
work?
To buy a residential property, you
can use your own cash or take out a
buy-to-let mortgage with a cash
deposit.
Keep in mind that a mortgage comes
with risks – if you need to sell the
property for a loss, the sale price
might not cover all that you owe on
the mortgage.
You would need to make up the
difference.
Also remember, that if your tenants
leave and there is no rent coming in,
you still need to make your mortgage
repayments.

How do I earn a profit?
Rental yield – what your
tenant(s) pay in rent, minus any
maintenance and running costs,
like repairs and agent fees.
Capital growth – the profit you
earn if you sell your property for
more than you paid for it.

Buying to let is a big
commitment:
Risk and return
The amount of rent you can charge varies
according to several factors, including wider
market trends outside your control. Rents
are not guaranteed.
If you can’t find tenants – or if you can’t
charge the amount of rent you expected –
you might not be able to cover your
mortgage repayments.
If house prices fall, the value of your
property is likely to fall as well. You might not
be able to sell it for as much as you hoped.
If you must sell and the sale price doesn’t
cover the whole mortgage, you’ll have to
make up the difference.
Major repairs or difficult tenants might
increase your costs.
If the housing market does well, you might
be able to sell your property for a profit.

How do I access my
money?
A property is whats known as a
fixed asset so in order to
liquidate (convert to cash) you
will need to either;
Sell the property
Take out another mortgage.
Both take time and any mortage
application would need to be
approved by the lender first.

Charges
You’ll need to cover the costs of
buying, which can include:
survey fees
solicitor’s fees
Stamp Duty Land Tax.

How about running
costs?
There are also running, and maintenance
costs associated with any kind of rental
home.
A Sales or Letting agent will also charge
a fee. If you want to use an agent,
compare costs to make sure you get the
best deal.
When you sell the property, you might
have legal and marketing fees to pay.

Are buy-to-let property
investments safe and
secure?
Landlord insurance – isn’t
legally required but taking out a
policy can help protect you and
your investment.
Buildings insurance – which
you’ll need if you have a buy-tolet mortgage – can also help
protect your investment

Because buildings and land are
valuable, you might find yourself
targeted by fraudsters.

Tax and buy-to-let
properties
Stamp Duty Land Tax
Land and Buildings Transaction
Tax
Land Transaction Tax
You’ll have to pay an extra 3% on top of each
Stamp Duty band when you buy an additional
home or a residential buy-to-let property. While
Stamp Duty doesn’t apply in Scotland and
Wales, there are other charges that will affect
you
In Scotland, you’ll pay Land and Buildings
Transaction Tax (LBTT) when you buy a
property. For additional properties you’ll pay an
extra 4% in LBTT on top of current rates for
each band on properties costing more than
£40,000. LBTT is collected by Revenue
Scotland.
This tax applies to both freehold and leasehold
properties – whether you’re buying outright or
with a mortgage.

Tax Relief
You’ll likely need to pay income tax on
rental income as well.
From 6 April 2020, tax relief for finance
costs will be restricted to the basic rate of
income tax, currently 20%. Relief will be
given as a reduction in tax liability instead of
a reduction to taxable rental income.
The changes started to be phased in from
April 2017.
These changes mean your taxable income
will rise, affecting your tax bill, especially if
you’re a higher or additional rate taxpayer.
For the tax year 2018-2019, buy to let
landlords can offset 50% of their mortgage
interest payments against their rental
income. 50% of the mortgage interest
payment qualifies for a 20% tax credit.
From April 2019 this will change again, with
25% of mortgage interest payments
qualifying for offsetting against rental
income, and 75% qualifying for a 20% tax
credit.

Capital Gains Tax
If you make a profit when you sell
your buy-to-let property, you’ll be
liable to pay Capital Gains Tax.
Your Capital Gains Tax liability will
depend on your current tax
circumstances so if in doubt, give us
a call to discuss in more detail.

If things go wrong
Remember earlier when we said
that owning a buy to let is
essentially like running a small
business. Well this is where thing
begin to change.
The kinds of consumer protection
that cover most investments don’t
apply to buy-to-let properties.
So, it’s all the more important to find
out everything you can before you
commit to a property and a
mortgage.

The Risks of Leverage
The key reason why property appears
to deliver astonishing gains is that
people often invest with a combination
of a small deposit and a large
mortgage.
This has the effect of ‘leveraging’ the
investment, which amplifies gains or
losses. Anyone could do the same with
shares, and experience huge returns if
the market moved favourably.
If the housing market turns against a
leveraged investor, the owner can
experience ‘negative equity’. This
occurs when the market price of the
property has fallen to the point where
their deposit has been wiped out.

Example:
You buy a £200,000 house in cash
which subsequently drops in value to
£150,000. You have suffered a 25%
loss, but you still have an asset worth
£150,000.
Alternatively, you could have invested
with a mortgage. If you had a deposit of
£50,000, you would require a loan of
£150,000. If the same price drop
occurred, you would continue to owe
£150,000 on a house now worth
£150,000. Because the bank has the
first claim on the house, you have no
asset (or ‘equity’) left – your £50,000
deposit has suffered a 100% loss.
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We hope that you found this
guide helpful.
The best time to start planning
your future is now...
Call us
0800 8620 840
Email us
contact@ptmortgagesltd.co.uk
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A mortgage is a loan secured against your home or
property. your home or property may be
repossessed if you do not keep up repayments on
your mortgage or any other debt secured on it.
Think carefully before securing other debts against
your home or property. the financial conduct
authority does not regulate most forms of buy to let
mortgage.
Prospect Tree Mortgages Ltd is an appointed
representative of TenetConnect Services Ltd, which
is authorised and regulated by the Financial
Conduct Authority. TenetConnect Services Ltd is
entered on the Financial Services Register
(www.fca.org.uk/register) under reference 150643.
Prospect Tree Mortgages Ltd is Registered in
England and Wales under reference 10112043.
Registered Office Address: Acorn Barn, Wembdon
Business Park, Smeeth, Ashford, Kent, TN25 6SZ.
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