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Withdrawing the Furnished Holiday Letting Rules from 2010-11
OVERVIEW
In the Budget on 22nd April 2009, the Chancellor Alistair Darling announced that the favourable tax treatment available to furnished holiday lettings (FHL’s) is to be abolished in April 2010. This will affect income tax, CGT and potentially IHT.

Currently a home qualifies as a holiday property if it is furnished, being run as a commercial business and available for rent to the public for at least 140 days per year. It must also be actually let for at least 70 days per year.

UPDATE

As part of the Pre-Budget Report on 9th December 2009, further documents were released confirming the proposed changes, along with some detailed guidance and draft legislation on how these will be implemented.

However, these measures are not yet law as they have to be contained within a Finance Bill and the timing of this will depend upon the forthcoming election.  The tourism industry continues to lobby against these changes, but for the time being it would be reasonable to assume that they will go through.

From 2010/11 FHL businesses will be treated in the same way as other types of property business and the normal property income rules will apply. FHL income will no longer be treated as though a qualifying FHL business is a trade for tax purposes. FHL businesses may continue to claim their business expenses as a deduction against the property income, and these may include mortgage interest, repairs, business utility bills, wages etc. It had been hoped that where several FHL properties were let as part of a business/small complex, that this activity would amount to a trade, especially where the owners were on site and attended to the properties themselves. However, the guidance suggests that even in these circumstances, the income will still be treated as arising from a property business, not a trade.
Losses

After the FHL rules are withdrawn, tax relief will still be available for losses incurred through letting furnished holiday accommodation, but the way in which those losses can be used will change and it will no longer be possible to set these losses against “other income”. Instead, they can only be set against profits from the property business and carried forward to subsequent tax years.
It therefore makes sense to accelerate repair expenditure and the like in order to incur losses in 2009/10, which may then be offset against your other income, or carried back to a previous tax year.
Capital Allowances
From 6 April 2010 expenditure incurred in providing plant and machinery for use in a FHL dwelling house will not qualify for plant and machinery capital allowances.

There will be a continuing entitlement to claim capital allowances on the remaining balance of your capital allowances pool, but not on any future additions.  For future capital expenditure relating to fixtures and fittings and furnishings, there will be the 10% wear and tear allowance (being 10% of gross income less rates) as for other furnished lettings.
From a planning perspective, therefore, it would make sense to accelerate capital expenditure to pre 6th April 2010 in order to get capital allowances

Claims under the Landlords Energy Savings Allowance (LESA) will still be allowed.

Division of profits between Married Couples/Civil Partners
Because the income from furnished holiday letting is currently considered to be “trading” income, it has been possible to divide this income between owners in such a way as they choose. Normally this would be to allocate losses to the higher earning partner, or profits to the partner with the lower income.
In future, for jointly owned property, owners wishing to share profits/losses unequally will need  to either change the beneficial ownership or put in place a Declaration of Trust which will require the services of a solicitor. You will also have to make a joint declaration in writing to HMRC for income to be taxed in accordance with the beneficial ownership of the property. Even so, it will be impractical to alter the beneficial ownership annually just to allocate profits or losses in the most beneficial way.
Capital Gains Tax
FHL activity will be considered to have ceased on 5th April 2010 so that it will not be possible to claim any of the capital gains tax reliefs available for the disposal of business assets from that date.
Entitlement to entrepreneurs’ relief may continue for a further three years from 5th April 2010 if a property is sold in that period under the normal entrepreneurs’ relief rules for the sale of property within three years of the cessation of trading.
The draft legislation states that gains previously rolled over into the acquisition of a FHL property will not be affected by the repeal.
Inheritance Tax
IHT business property relief applies only to non-investment businesses, where the conditions for relief are satisfied. As short-term letting of furnished holiday accommodation is primarily an investment activity it would not usually qualify. More detailed guidance on BPR can be found on HMRC website at http://www.hmrc.gov.uk/manuals/ihtmanual/IHTM25271.htm
Business Rates

These rules remain unchanged. If the property is available for letting for more than 140 days in the year, it will be liable for business rates rather than council tax.

Points to consider

· If you currently split income other than 50;50 (assuming equal ownership) – then you may want to accelerate or defer revenue expenditure such as repairs and redecoration, to alter the level of profits arising before and after April 2010.

· If you intend purchasing any new capital equipment or if furnishings and bed linen etc need replacing, then this should be done before 5th April 2010 so that the expenditure is covered by the Annual Investment Allowance (a 100% capital allowance on annual expenditure up to £50,000), which will be lost after 5th  April.
· It may be worth accelerating repairs and replacement kitchens/bathrooms etc if that would result in a loss which can be set against other income in 2009/10, as in future losses will only be carried forward against future property income.

· Any major capital improvements need not be accelerated unless it would qualify for capital allowances – things like extensions, loft conversions and complete renovations would not attract capital allowances and would be carried forward until the property is sold in any event.
· If you let your property out for more than 10 weeks a year but less than 20 – you may currently choose to make it available for more than 20 weeks just to get the beneficial tax treatment for Furnished Holiday Letting. This also means having to pay business rates, which often worked out cheaper than 90% council tax, but this was before the revaluation for business rates, and we are yet to see the outcome of that. Some people would rather pay council tax, as this can confer certain other benefits such as free rubbish collection or preferential mooring rights. In the future, you can make this choice by limiting the availability of letting, as there will be no tax breaks to protect.
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These notes have been prepared following the initial budget announcements and are for general information and guidance only and should not be relied upon unless specific advice has been sought. Contacc Limited accepts no liability in respect of the content of these notes. 

