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Turning a threat into an opportunity 

Plans by the UK and Scottish Governments to add a supplemental 3% tax on the purchase 
price of any residential property being bought as someone’s second home, whether for 
holiday use, as a buy to let or any other reason were a surprise for most investors and 
landlords. Many investors were already considering how changes to mortgage interest tax 
relief would affect their investments. The snappily named Stamp Duty Transaction Tax 
(SDTT) Additional Rate in England, Wales and NI and the Land and Building Transaction 
Tax (LBTT) Additional Home Supplement in Scotland are due to come into force for all 
purchases concluding contracts or missives after 1 April 2016. 

It’s a substantial tax. Anyone buying a second home at £200,000 will now be faced with an 
additional tax of £6,000; probably half to three quarters of the first year’s income from a 
typical buy to let. 

Stamp Duty Transaction Tax (SDTT) Additional Rate in England Wales & NI 

The UK Government introduced this additional tax rate of 3% against the full price of a 
second residential property being bought by anyone in England, Wales & NI. 

The key reason given is to help those purchasing their main residence afford to buy a home 
more easily by applying a tax charge to others which they hope will reduce the number of 
landlord investors (or second home buyers for any reason) competing with them in the 
housing market. 

The UK government consultation on this additional SDTT rate says “the government is 
aware that some purchases of additional properties can positively contribute to an overall 
increase in housing supply and support the government’s wider housing strategy, helping to 
facilitate the development and quality of the housing stock across tenure types” and that “in 
designing any exemption a careful balance needs to be struck to ensure that the higher rates 
of SDLT support home ownership and first time buyers, and do not discourage those 
significant investments in residential property.” 

The UK Government is considering an exemption for bulk purchases of 15 or more 
properties in a single transaction. 

Land & Building Transaction Tax (LBTT) Additional Home Supplement 

There was already quite a bit of discussion amongst investor groups about the opportunity 
for Scotland to “benefit” from the SDTT additional rate as investors may consider investing in 
Scotland instead. 



 

It is no surprise, therefore, that the Scottish Government has matched the SDTT change by 
introducing an identical Additional Home Supplement (LBTT AHS). 

If they had not then the potential increase in investment from buyers outside Scotland really 
could add heat to the housing market in sales and make it harder for those buying their main 
residence. 

The Scottish Government is also considering an exemption for bulk purchases of property by 
investors. 

Disadvantages of SDTT & LBTT in General 

The move, first by the Scottish Government and followed by the UK, to make these taxes 
more progressive last year was a welcome one. By reducing the tax paid on lower value 
homes it made the tax theoretically more progressive although it would also increase 
competition initially at least by helping more people “afford” to enter the market and may 
actually push prices at the lower level up.  

It was a particularly welcome improvement to make each increasing band rates apply only to 
that band and not the whole value as that was often distorting the market around the change 
point for each band.  

It remains the case, however, that these taxes are not in any way based on income or ability 
to pay. It is a straightforward tax on home ownership and makes homes less affordable 
which goes directly against stated aims of both governments: to make housing more 
affordable. 

Although many first time buyer homes will now be exempt the higher band rates will make it 
harder for many to move up the ladder. If they don’t move then their current home is not 
being made available to those needing their first home restricting supply. They may only be 
able to afford to sell it at a higher price to ensure they can afford their bigger home. 

Benefits of the LBTT AHS 

It is likely that LBTT AHS will achieve its stated aim of discouraging investors and helping 
those buying their main home. We have already seen examples of investors pulling out of 
plans to invest due to this and other recent tax changes. 

Disadvantages of LBTT AHS 

The new charge will, however, work very strongly against the Scottish Government’s key 
strategy for the Private Rented Sector (PRS)which was set out in 2013: A Place to Stay, A 
Place to Call Home: A Strategy for the Private Rented Sector in Scotland. 

This strategy’s primary aim is “to improve and grow the PRS by enabling a more effective 
regulatory system, targeting tougher enforcement action and attracting new investment”. 

LBTT is a clumsy tax at best and so is the Additional Home Supplement. It takes no account 
of wealth or individual circumstances. A typical landlord is a normal working individual, 
couple or family. 95% of landlords own less than 5 homes and 70% just a single buy to let. 
Many landlords rent out their first home when they move in with a partner or buy a bigger 
family home. They often do so because they don’t have much of a pension and see this as 
something to help in retirement. Many of those investors who buy a home specifically to let 
are just the same – normal families buying an investment as part of their pension or 



 

retirement plans. LBTT AHS will dramatically impact on the ability of most “normal” landlords 
and investors to afford to enter the buy to let market.  

Unintended Consequences 

Carefully planned, considered and consulted on tax measures for the right reasons can be a 
good idea and have good impacts on markets but these changes seem to be blunt changes 
with little consideration of the impacts. Proper stakeholder engagement and the usual public 
consultations on significant tax changes like these provide the opportunity to scrutinise the 
detail and uncover unintended consequences on individual circumstances that can literally 
ruin people’s lives. What about the couple stuck in a small flat unable to sell because they 
paid too much in 2007 and it’s now worth less than they paid? 8 years later they have two 
babies and badly need to move. They can’t sell but by working hard they’ve managed to 
save enough for a new deposit on a family home which they were planning to buy this year 
and then rent out their original flat. They’ll now be hit, not with a 3% tax charge on the low 
value flat they don’t really want and can’t afford to sell, but on the whole value of the new 
family home which is a much more penal charge. That cannot be right and must not be 
dismissed as unusual. As a letting agent we have many similar examples from the last eight 
years. 

Growing PRS Sector – Demand Outstripping Supply 

The PRS sector has doubled in the last ten years. Whilst many of these new tenants would 
prefer to buy but can’t afford to that’s not the whole story. There is evidence that much of this 
growth is from changing demographics with more young people settling down later in life or 
moving around to work more. 

There’s a large disparity between demand and supply in the sector and this is getting much 
worse in hotspots like Edinburgh City Centre over the last year or so. A longstanding 
problem exists around quality and standards with much of the PRS supply being older 
properties and many not in a good state of repair. Many landlords are reluctant landlords 
with big mortgages and/or often negative equity left over from paying too much for it just 
before the financial crash in 2008 from being unable to sell their property and cannot afford 
to properly maintain them. Many are also in poor condition but the landlord won’t invest to 
improve standards because they know that due to high demand and low supply they will not 
achieve enough extra rent by doing so to pay back on the investment. 

More investment in PRS housing is essential to bring supply closer to demand which could 
also improve standards by ensuring competition between properties/landlords. 

Exemption for Bulk Purchases by Investors such as Build to Rent 

An exemption from the Additional Home Supplement for investors buying at scale is a 
sensible one. With the Scottish Government appointed, and funded, PRS champion tasked 
with helping to drive new investment in build to rent developments the additional home 
supplement would make this task far more difficult. It is not clear why 15 is chosen as the 
limit for this, however, and consideration of the appropriate level should involve discussions 
with institutions investing in the sector. It is important that the exemption does apply to not 
just the purchase of a new build block or development but to the future sale/purchase. 

Exemptions should be focused on purchases of properties in a single site or development 
which meet the threshold. If the supplement is intended to make more properties available 
for those buying their main home, and to be consistent and fair to both small and large 



 

investor, then portfolios of properties which are just a collection of individual properties not in 
the same development should not be exempted. 

These investors are not competing with those buying their own home and are often 
developing homes which would not otherwise be built. 

Opportunity to Differentiate LBTT from Stamp Duty 

The Scottish Government has a chance to take this threat to investment in the PRS sector 
and turn it into an opportunity. Remember these three things:  

1. The supplement is intended to reduce competition from investors and help those 
buying their main home, rather than bring in higher tax receipts.  

2. Investment in the PRS sector is badly needed. The sector is growing in demand 
growing, supply is already failing to meet that demand by a growing margin demand, 
rents are rising sharply in some areas and the quality in many let homes is poor.  

3. New build development is slow or still stalled in some areas and although confidence 
to build is growing as sales pick up, builders are very much building on demand. 
Sites are sold out over a number of years with no direct competition between buyers. 
Clearly prices could rise if demand rose but equally it could be argued that there are 
many sites ready to go that could be brought on stream if sites sell out quicker. 

The Scottish Government therefore has a great opportunity to exempt all purchases of brand 
new build homes for buy to let from the new additional home supplement, potentially without 
impacting on their intention to reduce competition for those buying their main home. This 
could: 

1. Allow investors to continue badly needed investment in the PRS sector 
2. Attract welcome new inward investment from overseas or rest of UK 
3. Improve quality in the PRS sector by encouraging investment in new build 
4. Help drive up standards in existing stock as competition from new build lets kicks in 
5. Increase speed of completion on new build sites in areas of high demand 
6. Increase confidence of house building sector to start new sites 
7. Help prevent the increased rental prices predicted due to the additional home 

supplement 
8. Potentially drive down or stabilise rents due to increased inward investment 

The key point to focus on is the idea is that focusing all buy to let investment in new 
build will mean that demand can potentially be met by increased housebuilding 
activity rather than taking property away from those buying their own home. 

The Scottish Government should ensure that a full stakeholder engagement and 
consultation process follows the start of this new tax and ensure proper research on the 
impacts is carried out regularly to monitor to effect of the supplement and exemptions or 
reliefs such as those suggested. 


