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R02: The main asset classes 2020/2021 
Part 4 Property, Commodities and Alternatives 

 
Property 
 

• Property investment can range from someone letting out a room in their house to a 
multi million property company 

• The basic return on an property investment is the rental income 

• In addition the value of the property may rise giving a profit when it is sold. 
 
Taxation 
 
Landlords pay tax on the profits, they make rather than the rental income itself.  
 

The profit is gross rental income less allowable expenses. These include: 
 

• Insurance, managing agent's fees. 

• General maintenance but not improvements which can be offset against CGT 
 

However, mortgage interest cannot be deducted from rental income. Instead it is deducted 
at 20%, as a tax reducer. 
 

Gwen has a salary of £35,000 and has invested in two properties bringing in gross rents of 
£72,000. She pays £30,000 in mortgage interest and £12,000 on other allowable expenses. 

 
Her tax calculation will be as follows 
 

Salary  £35,000 
Rental income £72,000 
Less expenses (£12,000) 
 £60,000 £60,000 
Total Income  £95,000 
Less PA  £12,500 
  £82,500 
 
 £37,500 @ 20% £7,500 
 £45,000 @ 40% £18,000 
  £25,500 
Less £30,00 @ 20%  £6,000 
Tax liability  £19,500 
 
Rental profits (to an individual) are classed as Non Savings Income and taxed at either 20%, 
40% or45% 
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• When property is sold, it will be subject to CGT. This is taxed at either 18% or 28% 

compared to the normal rates of 10% or 20% 

Other property investments 
 
There are three special types of property investment that could be tested: 
 

• Rent a room 

• Holiday Lettings 

• Property exemption 
 
Rent a room scheme 
 
Rent a room can only be used by a resident landlord, whether or not they own the home. It 
can also be used by a bed and breakfast or guest house owner. It cannot be used for homes 
converted into separate flats. 
 
This relief lets individuals let out a room or rooms in their house. The scheme allows a tax free 
income of £7,500 per house per year. If the ownership is in joint names the allowance is split 
equally between the couple. The income can also include any amounts received for meals and 
services such as cleaning and laundry. 
 
If the scheme is used the landlord cannot offset any expenses against the rental income. 
 
To qualify the property: 
 

• Must be part of the resident landlord’s main home. 

• must be in the UK 

• must be let as a residence. A part that is let out as an office would not qualify. 
However, the scheme can be used if the lodger works at home in the evening or at the 
weekend or is a student who is provided with study facilities. 

• The area let out cannot be a self-contained. It could not be claimed if there was a flat 
with its own separate entrance within the house. 

• must be furnished. 

• The owner must be resident. For example someone who lives near Wimbledon and 
lets it out during the Championship whilst they go on holiday can’t claim Rent a Room 
relief 

 
Holiday Lettings 

 
The principle of the holiday lettings regime is that the property is let for a series of short term 
periods. Whilst it doesn’t need to be in a holiday resort the lettings mimic the typical holiday 
pattern in that there is a high turnover of tenants. The principle benefit is that the profit is 
treated as trading income rather than property income. 
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To qualify the property: 
 

• Must be in the European Economic Area 

• Must be furnished and let on a commercial basis 

• It must be available for 210 days a year 

• It should be let for 105 days a year (if more than one property this can be averaged) 

• It should not normally be let for more than 31 days at a time. Letting for longer than 
31 days does not disqualify its holiday lettings status but any such let will not count 
towards the 105 day requirement 
 

 
The £1,000 property exemption 
 

• If property income is less than £1,000 this is exempt from tax and does not need to be 
declared. 

• This could include letting out a driveway for parking. 

• If the income is higher than £1,000 an individual can offset £1,000 but cannot claim 
any other expenses. 

• The election to take the £1,000 exemption can be taken on a year by year basis 

• If the house is jointly owned both owners can have the full £1,000 exemption 

• It cannot be combined with Rent a Room relief. 

 
Stamp duty is payable on purchases. This is covered in the Stamp duty notes. 
 

Risks 
 

• If there is no tenant there is no rent. A serious problem if money has been borrowed 
to buy the property. 

• Whilst not strictly a risk, there are high costs involved in purchase, sale and running 
an investment property 

• Property is illiquid in that it takes time to sell 

• Property prices can also fall 

• Property is therefore subject to capital and income risk. CGT is charged at 18%or 28% 
 
Exposure to property can also be achieved by investing in the shares of property companies. 
This eliminates the liquidity problem and CGT will be charged at standard rates. A 
disadvantage is that the company pays tax on its rental income. This becomes part of the 
companies’ overall profits and paid as dividend. 
 

Rewards 
 

• Potential rising rental income 

• Potential increase in capital value 
 
The main measure of return is the Gross Rental Yield. The formula is: 
 



4 

December 2 2020 Audley Financial Training 

Gross rental yield less expenses/acquisition price + costs of purchase 
 
On the top line any mortgage interest should be excluded. 

 

Commodities 
 
These comprise all physical assets that are traded on a regular basis. For individual investors 
the only one that is likely to be held on a physical basis is gold. 
 
Apart from the difficulty in holding other commodities as a class they have a number of 
disadvantages. 
 

• They produce no income 

• Prices can be highly volatile. 

 
Investors can get exposure to commodities indirectly by buying shares in mining and oil 
companies and collective products that invest in these. 

 

Alternative Investments 
 
These are items such as antiques, paintings, high quality wine 
They can produce spectacular gains but there are a number of serious disadvantages 
 

• They do not produce income 

• Difference between buying and selling prices is usually high 

• Price is subject to changing taste and fashion 

• There are high costs of acquisition and disposal together with high costs in maintaining 
and insuring the item 

 


