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One could be forgiven for not having tax at the 
forefront of your mind over the past six months 
- or ever for that matter! However, as the world 
now slowly adjusts to the new realities of the 
world, financial or otherwise, it is worthwhile 
considering some of the regulations 
implemented in April as well as changes that 
could be expected in the near future.

Real Property
One of the most publicised corollaries of 
COVID has been the increase in working from 
home and the subsequent exodus from cities 
to the countryside. Understandably, some 
may have opted for a taster of such a change 
of lifestyle, choosing to rent a property in the 
countryside whilst simultaneously renting 
out their own home in the city.  

Individuals finding themselves in such a 
situation who have subsequently decided 
to permanently escape to the country have 
potentially been impacted by tax changes 
implemented on 6 April, 2020. As these 
changes came into law less than a month 
after the UK entered lockdown, it stands to 
reason that many homeowners may have 
missed some of the crucial details.

Mortgage Interest 
Relief Now Fully 
Limited To Basic Rate
In a phased implementation that began in 
2017/18, private landlords with a mortgage on 
their rental property have been subject to a 
tapering of mortgage interest relief. 

Before the changes, a landlord could deduct 
mortgage interest from their rental income in full. 
However, as of 6 April 2020, mortgage interest 
relief is given as a basic rate tax allowance rather 
than a reduction in taxable rental income. 

Consider this example of an individual with 
the following rental income and expenses:
• £15,000 of rental income
• £4,000 of mortgage interest 
• £1,000 in other costs
Prior to 2017/18, based on these figures, a 
basic rate (20%) taxpayer would have paid 
tax of £2,000, a higher rate (40%) taxpayer 
would have paid £4,000 and an additional rate 
taxpayer £4,500.

From 6 April, 2020 onwards, a basic rate 
taxpayer would still owe tax of £2,000, however, 
a higher rate individual would have tax payable 
of £4,800 following the credit for £800 (£4,000 

at 20%). An additional rate taxpayer would pay 
£5,500 following the £800 credit. 

In the circumstances outlined above, 
these changes result in a significant 
decrease in net return of approximately 13% 
and 18%, respectively. 

Principal Primary 
Residence (PPR) 
Relief Changes
In addition to the phased implementation of the 
mortgage interest rules, 6 April, 2020 marked 
the commencement of new laws impacting 
so-called ‘accidental’ landlords. The term 
‘accidental landlord’ applies to individuals 
renting out properties that was previously their 
primary residence. 

The UK allows for some Capital Gains 
Tax (CGT) relief where the property being 
disposed of is, or has been, one’s main 
residence – alternatively known as one’s PPR. 

Broadly, this relief allows for full CGT relief 
for the years the home was occupied as a 
PPR. However, in addition to the relief for years 
of occupation, until 6 April, 2020, the last 18 
months of ownership also qualified for full CGT 
relief, regardless of whether it was occupied as 
a PPR. As of 6 April, 2020, this 18-month period 
was halved to nine months, with no concessions 
announced due to the impact of COVID.  

In addition to the shortening of this 
final period of ownership, a valuable tax 
break known as ‘letting relief ’ has also 
been curtailed.  Letting relief allowed a 
homeowner to reduce the gross capital 
gain on their PPR by a minimum of £40,000, 
provided the home was commercially let for 
any length of time during ownership. 

From 6 April, 2020 onwards, letting relief is 
only available where the homeowner shares 
occupation with their tenant. 

The erosion of PPR relief could dissuade 
pre-existing accidental landlords from selling 
their properties in the future. As can be seen, 
the rules regarding PPR are extensive and 
detailed and professional tax advice should 
be taken when disposing of a PPR. 

Role Of Property In An 
Investment Portfolio
Although the changes in taxation regarding 
rental properties were not enacted in 
connection to COVID-19, 6 April, 2020 

nonetheless signified a significant change 
to the taxation of buy-to-let properties. 

As landlords may be seeing increases 
in their exposure to income tax and CGT on 
rented properties, it will be important for 
an investor to review their rental returns 
following the aforementioned changes and 
determine whether the rental yields, net 
of fees and taxes, justifies the continued 
ownership of an investment property. 

Despite the tax changes widdling away 
at a landlord’s profits, property remains an 
important element of a diversified portfolio. 
Additionally, an investor looking to gain 
exposure to bricks and mortar without 
becoming a landlord, could consider an 
allocation to real estate via other methods 
such as Real Estate Investment Trusts (REIT), 
companies listed on a stock exchange that 
finance or own income producing real estate.  

Potential Capital Gains 
Tax (CGT) Increases
Unfortunately, the changes to the taxation of 
property will only go a short way in helping 
Chancellor Rishi Sunak recoup the multibillion-
pound stimulus package implemented in 
response to the COVID-19 pandemic.  As such, 
it would stand to reason that we are likely to see 
other tax reforms, particularly surrounding CGT.

In what feels like a lifetime ago, in April 2016, 
then Chancellor George Osborne announced 
a cut in CGT on many assets from 28% to 20% 
(18% to 10% for basic rate taxpayers).  From the 
enactment of this tax cut until present, CGT 
rates have remained at these historic lows.  An 
increase in CGT rates is particularly likely as 
Sunak has already proposed a review of CGT 
in his letter to the Office of Tax Simplification 
in mid-July.  Should CGT rates increase, it is 
currently unknown the extent to which this will 
happen – back to the previous 28% or perhaps 
alignment with income tax rates.

Impact On 
Rebalancing
A benefit of low CGT rates is the ability 
for investors to rebalance without fear of 
triggering excess tax liabilities.  Rebalancing 
one’s portfolio – selling assets that have 
been performing well and buying others that 
have performed less well – ensures that a 
portfolio’s risk level remains in line with the 
investor’s emotional risk tolerance. 
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If equity markets have a positive expected 
return, over time, one can expect equities to 
outperform the fixed income portion of an 
investment portfolio.  This outperformance 
eventually leads to a portfolio with a higher 
proportion of risk assets than defensive 
assets.  Rebalancing allows investors to bring 
the risk allocation back to the status quo.

Should CGT rates increase significantly, 
it is conceivable that investors will be less 
willing to rebalance and crystallise capital 
gains.  In such a case, it may be difficult 
for investors to remain disciplined as their 
portfolios become more exposed to risk 
assets and, therefore, volatility.

Consider The Benefit 
Of Accelerating The 
Payment Of CGT
Given the historically low CGT rates, it may 
be sensible for some individuals to consider 
accelerating the sale of assets subject to 
capital gains to lock in these current rates. 

Where an asset has been held for many years 
and is standing at a significant gain, for some, 
depending on their personal circumstances, 
it may be worth considering selling the asset 
ensuring the payment of CGT at 20%. ‘Better the 
devil you know’, as the saying goes. 

Of course, for Americans, there are 
currency movement considerations and 
foreign tax credit considerations, so it is 
important that investors take these into 

account with their tax adviser before taking 
action to accelerate CGT.  

Conclusion
The world of investing during and post 
COVID is likely to be severely impacted by tax 
changes implemented to recover funds spent 
in the stimulus packages introduced.  As any 
tax changes will impact certain asset classes 
more than others, it is important to seek advice 
and ensure that one’s portfolios are optimised 
to mitigate the impact of any changes in tax.  

Risk Warnings And 
Important Information
Nothing in this article constitutes investment, 
tax or any other type of advice and should not 
be construed as such.  The information in this 
article is provided for information purposes 
only.  You should consult with your financial 
adviser before making investment decisions.  
All investments involve risk and may lose 
value.  The value of investments can go down 
depending upon market conditions and you 
may not get back the original amount invested.  
Your capital is always at risk.  Currency 
exchange rates may cause the value of an 
investment and/or a portfolio to go up or down.

Information is based on data which MASECO 
considers reliable, however, MASECO gives no 
assurance or guarantee that the information 
is accurate, current or complete and it should 
not be relied upon as such. Information about 

tax changes or potential tax changes is based 
on our understanding of current tax law and 
practice (which may be subject to change) 
and sets out some basic information about 
certain tax considerations from an investment 
perspective. The levels and bases of, and 
reliefs from, taxation is subject to change.  
However, MASECO Private Wealth is not a 
tax specialist. We recommend that anyone 
considering investing seeks their own tax 
advice.  The tax treatment of any investment or 
particular strategy will depend on the individual 
circumstances of each person and may be 
subject to change in the future. The information 
contained herein is subject to copyright with all 
rights reserved.

MASECO LLP (trading as MASECO Private 
Wealth) is established as a limited liability 
partnership under the laws of England and 
Wales (Companies House No. OC337650) and 
has its registered office at Burleigh House, 
357 Strand, WC2R 0HS.

M A S E C O  L L P 
is authorised and 
regulated by the 
Financial Conduct 
Authority for the 
conduct of investment 
business in the UK and 
is registered in the US 
with the Securities and 
Exchange Commission 
as a Registered 
Investment Adviser.

Disclaimer 
All of the material published on MASECO LLP’s website is protected by copyright law.  You may view the material for your own personal use and 
you may share the material where it is indicated that this is permitted to other parties for their personal use only.  None of the material nor contents 
may be used for commercial purposes.  You may only share articles in the form in which they appear on our website.  You are not permitted to take 
an extract from an article and distribute the extract, for example, by cutting and pasting content into an email.

Use of information: 
• Nothing in this document constitutes investment, tax or any other type of advice and should not be construed as such. 
•  The investments and strategy noted in this document may not be suitable for all investors and making available the information in this document is 
not a representation by MASECO that any investment strategy is suitable for any particular client. 
• This document is provided for information purposes only and is not intended to be relied upon as a forecast, research or investment advice. 
• This document does not constitute a recommendation, offer or solicitation to buy or sell any products or to adopt an investment strategy. 

Risk Warnings: 
• All investments involve risk and may lose value.  The value of your investment can go down depending upon market conditions and you may not 
get back the original amount invested. 
• Your capital is always at risk. 
• Fluctuation in currency exchange rates may cause the value of an investment and/or a portfolio to go up or down. 
• Alternative strategies involve higher risks than traditional investments, such as speculative investment techniques, which can magnify the potential 
for investment loss or gain. 
• Although the information is based on data which MASECO considers reliable, MASECO gives no assurance or guarantee that the information is 
accurate, current or complete and it should not be relied upon as such. 
• Certain products which may be used within a portfolio in order to give exposure to particular investment strategies may not be regulated in the UK 
and therefore will not have the benefit of the protections afforded by the UK regulatory regime. 
• Information about potential tax benefits is based on our understanding of current tax law and practice and may be subject to change.  The levels 
and bases of, and reliefs from, taxation is subject to change.  The tax treatment depends on the individual circumstances of each client and may be 
subject to change in the future. 

Performance:
 • Past performance is not a reliable indicator of future results. 

MASECO LLP (trading as MASECO Private Wealth and MASECO Institutional) is a limited liability partnership registered in England and Wales 
(Companies House No. OC337650) and has its registered office at Burleigh House, 357 Strand, London WC2R 0HS. 
MASECO LLP is authorised and regulated by the Financial Conduct Authority for the conduct of investment business in the UK and is an SEC 
Registered Investment Advisor in the US.


