A London
landlord’s guide
to buy-to-let mortgages

Hello and welcome to our buy-to-let
mortgage guide for landlords
Despite only being around since 1996, buy-to-let
(BTL) mortgages are big business.
In fact, according to the most recent English
Private Landlord Survey, 72% of landlords
used a mortgage to buy or build their first rental
property, with BTL mortgages covering 61% of
all tenancies.
The choice of BTL products and lenders
servicing the private rental sector (PRS) is at an
all-time high. Alongside this growth, there have
been several regulatory changes implemented
by the government in recent years.

Whether you’re looking to expand your property
portfolio or consolidating your existing assets, it’s
highly likely that you will need to use the buy-tolet mortgage sector at some stage.
We hope the following guide helps you to
understand how the buy-to-let mortgage
market has developed in recent years, while
setting you up with the knowledge you need to
get the best borrowing arrangement for your
property portfolio.

Landlords also need to consider the different
types of buy-to-let products available, interest
rates and whether they need to use a
mortgage broker.
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What are the
different types
of buy-to-let
mortgage?
BTL mortgages are similar to traditional mortgages but
there are a few key differences.
They usually require a larger deposit, command higher
fees and have higher interest rates due to increased
risk on the part of the lender.
You’ll likely be using your rental payments to cover
the monthly repayments, but the prospect of void
periods and rent arrears means lenders need to give
themselves more protection.
The deposit for a BTL mortgage tends to be around
25%, but can vary from 20% up to 40%.
In contrast to residential mortgages - which are almost
always structured on a repayment basis - the majority
of BTL mortgages are granted on an interest-only
basis.
This means your repayments will only cover the
interest accrued on your mortgage each month,
while the overall amount you’ve borrowed to finance
the purchase will stay the same until the end of the
mortgage term.
At this point, you’ll be required to pay off the
outstanding balance by selling the property. If you want
to keep hold of the property, you’ll need to take out
another BTL mortgage.
You can get a BTL mortgage on a repayment basis
- where you pay a combination of the interest and
capital you owe each month - but they are harder to
come by.
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The main types of BTL mortgage
1. Tracker

3. Fixed-rate

Here, your lender sets your interest rate at a certain
percentage above the Bank of England’s base interest
rate (currently 0.75%).

This type of mortgage will see your repayments set at a
low rate for either two, three, five or 10 years.

Your interest rate will then change depending on the
Bank’s base rate - if it goes up, so do your monthly
repayments. If it goes down, you’ll be paying less each
month.
In recent years, the Bank of England’s base rate hasn’t
changed too frequently. It dropped to a record low of
0.5% in 2009, before falling even lower to 0.25%.
Since then, it’s been increased to 0.5% in 2017 and
0.75% in 2018. The base rate was as high as 5.75% in
July 2007 (see more on page 10).
As interest rates have been so low in recent years,
tracker mortgages have been very popular. That said,
the base rate is expected to rise at some point, so if
you’re not prepared for your monthly repayments to
fluctuate, a tracker mortgage might not be your best bet.

2. Discounted variable
This type of agreement - usually lasting around two
years - will see you receive a 2% discount on the
lender’s standard variable rate (SVR). So, if the SVR
is 6%, you’ll be paying 4%. If the SVR fluctuates, your
discounted rate will remain 2% lower.
Once a discounted variable agreement comes to an
end, you’ll likely be moved to the lender’s full SVR.
These mortgages are a good way for investors to
benefit from two years of cheaper interest payments at
the start of their investment journey.

Once the fixed-rate period ends, you’ll be moved on to
the lender’s SVR or you can look for a new fixed deal
with another lender.
Fixed-rate agreements are useful for landlords who want
to keep on top of budgeting and know what their monthly
repayments are going to be.
The downside of a fixed mortgage is being unable to
benefit from low base rates and dipping SVRs, as well
as potentially facing higher fees and repayment charges.

4. Standard variable rate
You’re likely to be transferred to your lender’s SVR at
the end of a discounted variable, fixed-rate or tracker
mortgage.
The lender’s SVR is not tied to the Bank of England
base rate - they are able to set it at any level they like,
although they tend to be influenced by base rate activity.
Lenders are able to increase or lower their SVRs at any
point, meaning borrowers’ repayments could fluctuate
with little to no warning.
SVRs can be beneficial when the BoE base rate is low.
However, they don’t offer the security available with
fixed-rate agreements.

Do your research
When working out which buy-to-let mortgage
is best for you, you’ll need to do plenty of
research and speak to mortgage brokers and
letting agents.
It’s important that you consider your medium to
long-term circumstances and what is the best
route for you to take.
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The growth of the BTL mortgage
market explored
Since the inception of buy-to-let mortgages in 1996, the
market has grown rapidly in line with a huge surge in
the number of private tenants as well as an increase in
landlords entering the sector.

The choice of BTL mortgage products peaked in October
2007 at 3,305 so there is still some way to go to return
to this level, but the number of products has been rising
steadily for a number of years now.

According to the English Housing Survey 2017-18, the
PRS accounted for 19% of all households in England –
making it the largest housing tenure in London.

Meanwhile, further Moneyfacts research revealed that
the number of products for first-time landlords reached
an all-time high in July 2019.

The introduction of buy-to-let mortgages has allowed
anyone to let a property, rather than just those people
who already own additional properties or have the
capital to make a cash purchase.

In 2014, there were just 645 deals available for landlords
entering the market, a figure which more than doubled to
1,405 by summer 2019.

For almost 20 years, the BTL market soared as
landlords benefitted from increasing tenant demand,
rising rents and returns. In the last few years, however,
the government’s made a conscious effort to dampen
the BTL market in favour of first-time buyers.
This intervention has led to more challenging
conditions for landlords with an increased need to
consider alternative strategies to get the best out of an
investment.

Huge mortgage choice for landlords
Analysis from Moneyfacts showed that in June 2019
the number of buy-to-let mortgage products available
reached 2,396 - the highest figure recorded since
October 2007.
Over the course of 12 months from June 2018, the total
number of available BTL products increased by 21%,
while there were 143 new products brought to market
between May and June 2019.
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Between 2018 and 2019, there were 137 new products
launched for first-time landlords, despite challenging
rental market conditions.

Which sectors of the market are thriving?
In direct response to the reduction of buy-to-let mortgage
interest tax relief (see page 8), lending to limited
companies has increased substantially.
Purchasing via a limited company, known as
incorporation, means landlords are required to pay
annual corporation tax and avoid suffering from the
controversial interest tax relief changes.
Over the last few years, there has been consistent
evidence that an increasing proportion of landlords
are transferring their property ownership to a limited
company.

Key stats from 2019
	64% of landlords with more than four properties who planned to
buy said they would use limited company status for their purchase
(March 2019, Precise Mortgages).
	Complex buy-to-let completions (company purchases and large
portfolio operations) accounted for 88% of buy-to-let lending in the
first half of 2019 (Paragon Mortgages).
	55% of landlords planned to use limited companies for property
purchases, compared to 24% who planned to purchase as
individuals (August 2019, Precise Mortgages).
	71% of landlords with 11 or more properties said they used
limited companies for property purchases (August 2019,
Precise Mortgages).
	63% of landlords planned to make a property purchase through a
limited company in Q3 2019 (Foundation Home Loans).
As well as the volume of lending, the number of lenders has been
growing rapidly too.
According to Mortgages for Business, in the final quarter of 2018 there
were three new lenders in the limited company lending space, taking the
total up to 22 - a rise on the 15 recorded in Q3 2018.
Fixed-rate mortgages for limited company purchases have been popular
with landlords, while due to the low BoE base interest rate, tracker
mortgages have also been highly rated by many.
As the final stage of the government has reduction of mortgage interest
tax relief takes hold from April 2020, it’s likely that the limited company
sub-market will continue to grow.

Explained – Bank of England BTL
mortgage restrictions
The Prudential Regulation Authority (PRA), an arm of the BoE,
changed the BTL mortgage landscape forever in 2017 when it
introduced tough new lending regulations – in turn making things
far more difficult for investors with larger portfolios.

Possible loosening of affordability rules

In September 2017, the PRA introduced new rules for BTL
investors with four or more properties. Where before, landlords
seeking finance were judged on the individual property they were
looking to purchase, the changes meant lenders would assess a
landlord’s entire portfolio when deciding whether to lend to them.

In a paper titled Modelling the Distribution of Mortgage Debt, the
Bank tested the regulation of affordability in two different scenarios
– firstly a ‘business as usual’ one and secondly one it named the
‘upside scenario’.

By April 2018, research commissioned by BTL lender Paragon
revealed that the rules introduced by the PRA to strengthen the
underwriting of BTL mortgages had restricted product choice,
while also leading to delays in application processing times and an
increase in documentation requirements.

Affordability stress tests
Since January 2017 the PRA has also insisted that lenders
conduct stricter stress tests on landlords to ensure risky mortgage
agreements aren’t handed out.

In July 2019, the BoE said it would expect to loosen its mortgage
affordability rules if the UK experienced strong house price growth.

At present, the BoE restricts mortgage lending in two ways: lenders
are required to ‘stress test’ any mortgage offered as if the base rate
rose 3% in the first five years of the mortgage, while mortgages
with a loan-to-income ratio at or above 4.5 must not surpass 15% of
the lender’s new lending.
In the ‘upside scenario’, banks would be able to loosen their
underwriting standards and relax loan-to-income and loan-to-value
rules. In such a scenario, the bank assumes the base rate is steady
and mortgage approvals rise.

Have the PRA rules changed the market?

Lenders want to know they can get their money back with interest,
and therefore carry out a mortgage stress test, which weighs up the
amount a landlord wants to borrow against the potential property
income and interest payable.

The major fear, when the new regulations were implemented, was
that they would result in less product choice for landlords and force
many to sell up as the affordability checks, extra documentation
and difficulties with sourcing lending became too great.

Each lender, however, considers risk differently, which makes it
difficult for borrowers to know if they will receive funding or not.

The latest data from Paragon has revealed an overall slowdown in
mortgages despite the relative stability in the BTL market.

Typically, a stress test conducted by a BTL lender uses an Interest
Cover Ratio (ICR) of between 3.5%-5.5% and a rental cover rate of
between 125%-145%.

Paragon’s Index for Q3 2019 found that the BTL market has
remained relatively stable.

This means that, based on a £150,000 loan, landlords could be
expected to prove a minimal monthly rental cover of between
£546.89 and £996.88.

There was a noticeable decline recorded in 2016 for BTL
mortgages (the year the extra 3% stamp duty surcharge was
introduced), but the latest data shows 17% of mortgages introduced
in Q3 2019, up from 15% in Q2.
Meanwhile, Q3 2019 saw the proportion of first-time landlords
increase from 13% to 15%, while remortgaging rose from 52%
to 55%. The proportion of landlords raising finance for portfolio
extension was smaller, down from 23% of business in Q2 to 20%
in Q3.
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Restriction to BTL mortgage interest tax relief – how does it affect
my mortgage?
First announced in July 2015, changes to the way landlords can
claim interest tax relief on their buy-to-let mortgages have altered
the landscape of the rental sector for good.
The controversial system - rendering landlords unable to deduct
any of their mortgage expenses from rental income - reaches its
conclusion in April 2020.

How does the restriction work?
The restriction on BTL mortgage interest tax relief kicked off in April
2017. Before this point, landlords were able to deduct 100% of
mortgage interest from their rental income.
Previously, landlords would pay income tax on their profits, with the
ability to deduct expenses such as mortgage interest before settling
their tax bill.
However, the gradual reduction has changed the system each year
like this:
	
Tax year 2017-18 - landlords restricted to deducting 75% of
mortgage interest, with the other 25% qualifying for a tax credit
at the basic rate of income tax (20%).
 ax year 2018-19 - reduced to 50% of mortgage interest being
T
deductible, with the remaining 50% subject to the 20% tax
credit.
 ax year 2019-20 - 25% of mortgage interest deductible, with
T
the remaining 75% subject to the 20% tax credit.
 ax year 2020-21 - the amount of mortgage interest deductible
T
falls to 0%, with all BTL mortgage interest receiving a 20% tax
credit.
The changes mean that many landlords have been hit with higher
tax bills and decreasing rental profits, with higher-rate taxpaying
landlords in particular being significantly affected.

How will landlords’ tax bills look from 2020?
For many landlords, annual profits will have been gradually dipping
since the phased reduction began in 2017.
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Below, we look at an example of a landlord who has a monthly
gross rental income of £1,250, an annual income of £55,000,
monthly mortgage interest payments of £450 and a monthly running
cost of £250.

Corporation tax is paid once a year and based on calculated profits,
while income tax is paid twice and based on estimated profits.
Over the last few years, research has consistently shown a shift
towards incorporation by savvy landlords.

Before the changes, their annual profit after tax would have been
£3,960.

According to Foundation Home Loans, 63% of landlords planned to
make a company purchase instead of operating as an individual at
the end of Q3 2019.

In the first year of the new system, their deductible annual
mortgage interest would have dipped from £5,400 to £4,050,
leaving them with an annual net profit of £3,690.
The profit figure would then have dipped to £3,420 in 2018/19 as
their taxable rental income increased to £9,300 from an original
figure of £6,600.
In the 2019/20 tax year, the annual profit after tax would come in at
£3,150 as the deductible mortgage interest dropped to just £1,350.
And from April 2020, the deductible mortgage interest will be £0,
meaning the taxable rental income rises to £12,000. This leaves the
landlord with an annual profit of £2,880 after tax, some £1,080 less
than they were generating before the phased reduction started.
If you want to work out how your profit could be affected by these
changes, there are a number of handy online calculators which go
into varying degrees of detail:
Commercial Trust

Private Finance

London & Country

The Mortgage Works

How are landlords limiting the impact of reduced
tax relief?
Since the changes were first announced over four years ago,
landlords have been seeking out ways to preserve their profits and
stop their tax bills from soaring.
The most effective way of doing this is to form a limited company to
hold a property portfolio, known as incorporation.
Limited companies are only required to pay corporation tax (set
at 19%). This means landlords who take this approach are not
affected by the changes to buy-to-let mortgage tax relief.

This is up from 55% in the second quarter of 2019 and significantly
higher than the figures recorded before the tax changes started to
take hold in 2017.

How do interest rates work?
Stripped down to their most basic level, interest rates are
what you pay for borrowing money, as well as what banks
pay you for saving money with them.

saving and borrowing rates reduces. As the base rate
moves away from close to 0%, that’s likely to lead to less
of a rise in saving and borrowing rates.

Low interest rates are, therefore, a boon for borrowers
and bad news for savers, while the opposite is true when
interest rates are high.

If rates fall and you have a loan or mortgage, your
interest payments are likely to get cheaper. Equally,
lower interest rates tend to grow the value of wealth,
for example people’s pensions or property, compared
to how they would have been in a higher interest rate
environment.

We have been living in a very low interest rate
environment since the global financial crisis (2007-8),
in order to protect and stimulate the economy and, in
more recent years, to ward against global economic and
political uncertainty.
Interest rates are shown as a percentage of the amount
you borrow or save over a year. As an example, if you
had an interest-only buy-to-let mortgage with a mortgage
debt of £130,000 and a mortgage term of 25 years, with
an interest rate of 3.5%, you would pay £380 per month
assuming the interest rate stayed the same. Check our
Mortgage Calculator here
The majority of BTL investors have an interest-only
mortgage, rather than a standard repayment mortgage,
which means lower monthly repayments. However, this
means investors must pay off their whole mortgage debt
in one lump sum at the end of the term.

How do they work?
Interest rates at commercial lenders are typically tied to
and influenced by the BoE’s base rate (currently 0.75%).
If the base rate changes, banks will typically react to this
by changing their rates.
However, your lender’s interest rates can alter for other
reasons and may not change by the same amount as the
base rate.
In order to cover their costs, banks must pay less on
saving than they make on lending. Nevertheless, they
can’t pay less than 0% on savings or people will be
discouraged from saving with them.
This means that when the base rate falls close to 0%,
the extent to which banks pass it on in the form of lower

What do BTL interest rates currently
look like?
Recent research from Property Master revealed that BTL
mortgage rates continued to drop in October 2019, but at
a slower rate than in previous months.
The online broker found that costs for BTL mortgages
had dropped in four of six categories, with interest rates
staying the same for the remaining two categories.
The biggest fall in monthly cost was for a five-year fixed
rate BTL mortgage at 50% LTV, dropping by £25 per
month between September and October, while five-year
fixed rate BTL mortgage rates at 65% LTV fell by a value
of £10 per month.
The cost of a five-year fix at 75%, meanwhile, fell by just
£1 per month, the rate for two-year fixed deals at 75%
LTV dropped by £4 per month, and the rates for two-year
fixes at 50% and 65% remained unchanged between
September and October.
Fierce competition among lenders has led to lower
mortgage costs and currently there is no sign that this
will change.
The biggest influence on interest rates in the coming
months will be the strength of the UK economy, which is
currently incredibly difficult to judge.
The current consensus is that interest rates are more
likely to fall, rather than rise, to stimulate the subdued
economy.
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Interest rates past, present and future
Interest rates are something which all borrowers will be taking
seriously. If they’re low, it’s great news for mortgage holders but not
such good news for savers; while the opposite is the case if they’re
high.

But in November 2017, with the economy on a surer footing, this
rose to 0.50% and then in August 2018 it rose again to 0.75%.
Interest rates have since been maintained at this rate, despite
frequent speculation that they might start to increase again.

But where do they currently stand and where could they go in the
future?

Compared to the past, interest rates are currently at very low levels,
with the base rate standing at over 10% in 1991, nearly 15% in
October 1989 and as high as 17% in November 1979.

What is the Bank of England base rate?
The BoE’s base rate, also sometimes known as the Bank Rate
or just the interest rate, is set by the Bank’s Monetary Policy
Committee (MPC) and is the single most important interest rate in
the UK. That’s because it influences how much interest you as a
borrower will pay on your mortgage.
The base rate, currently 0.75%, is the interest rate the BoE pays
to commercial banks that holds money with the institution and will
influence how much your lender charges you to borrow money.

Interest rates have now been below 1% for more than a decade,
making it a borrowers’ rather than savers’ market.

2000

5.5%

2008

0.5%

For the next seven years the interest rate didn’t change – one
of the longest unbroken periods ever recorded – as rates were
kept very low to help the economy recover. In August 2016, as a
reaction to the shock Brexit vote, interest rates fell to all-time lows
of 0.25%.
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Now, with the economy stalling amid Brexit uncertainty, there
seems a greater likelihood that interest rates will be cut again in
2020.
At the November meeting, when the MPC decided to hold rates
at 0.75%, there was a split vote that saw the first calls for a cut in
more than three years.
With pressure on the economy growing, the BoE indicated that
rates could be cut to 0.5% next year and held at that rate until
2022.

Interest rates on BTL mortgages fall
Landlords are benefitting from increased competition between
lenders for new customers, with interest rates on BTL mortgages
now getting closer to those offered on residential mortgages.

For most of the Noughties, interest rates had hovered around the
5.5% mark, with small fluctuations up and down but never below
3.5%.
By the time that Lehman Brothers collapsed in September 2008,
a financial crisis of the like not seen since the Wall Street Crash of
1929 had been triggered. In October, the BoE slashed interest rates
to 4.5% and then every month after that cut interest rates until they
had fallen to 0.50% in March 2009.

There’s been much talk of interest rates being upped again, with
speculation that there would be small and gradual increases
throughout 2019. This so far hasn’t come to pass.

The UK’s economic growth forecasts were recently downgraded
as a result of Boris Johnson’s Brexit deal and the global economic
slowdown, making an interest rate cut more likely after years of
speculation that the opposite would take place.

Interest rates at historic lows
During the global financial crisis of 2008, the Bank dramatically cut
interest rates to very low levels to support spending and protect
jobs.

Will they rise again?

2016

0.25%

While mortgages granted to BTL investors traditionally carry higher
interest charges, thanks to the additional risks at play, the gap
between the two types of loan has narrowed significantly, according
to Moneyfacts.
Since the start of 2019, the difference between BTL and regular
residential loans reduced from 0.76 to 0.62% based on average
rates charged for a two-year fixed mortgage with a 75% LTV ratio.

2019

0.75%

Santander and Virgin Money are just two of the lenders who have
recently cut their rates on BTL deals, in an effort to win more
custom from landlords.

Do landlords need a
mortgage broker?

How to get the best
BTL mortgage rates

When you decide to enter the buy-to-let market, one of the first things
you’ll consider is whether you require the services of a mortgage broker.

The mortgage interest rate you secure will have a significant bearing on
your monthly repayments.

As we explored on (page 6), buy-to-let investors have access to a
huge choice of products and lenders. While this is beneficial, it means
the market could now be harder to navigate with it taking more time to
uncover the best deals.

The rate you agree will also be important when you apply for funding in the
first place as it will affect the stress tests made by the lender (page 7).

What’s more, stricter lending criteria set by the Bank of England (page 7)
and the reduction of buy-to-let mortgage interest tax relief (page 8) can
also complicate matters for landlords.
This is where the services of a mortgage broker can be useful thanks
to their expertise and established relationships with lenders. They could
also save landlords time in a more complex market, while often providing
access to a wider range of products.
The principal downside of using the services of a mortgage broker is
the additional cost. On top of this, there will be another step in the chain
which could prolong your transaction.
Meanwhile, the advice of a broker may not be necessary for the growing
number of professional landlords with extensive portfolios - it all depends
on your circumstances and level of experience.

The most important thing when it comes to getting the best BTL mortgage
rate is shopping around. You could do this yourself via price comparison
websites or employ the services of a specialist broker to do it for you.
When attempting to secure the best deal for your circumstances, the
interest rate is not the only thing you’ll need to pay attention to. You’ll need
to consider product fees, the length of the mortgage term, repayment
charges and whether the interest rate could be increased across the
course of the mortgage.
The mortgage rate you secure could be particularly low, but other factors
could mean that it’s not the best deal for you and could end up costing you
more.
For example, a longer agreement with a steady fixed rate could save
you more over the long-term compared to a short-term tracker which
culminates with you being placed on the lender’s SVR.
The key to getting the best deal is a combination of keeping up to date with
the latest market rates, seeking relevant advice and switching regularly to
take advantage of favourable deals and introductory offers.
While mortgage rates remain exceptionally low, it’s still a very good time
for landlords to get a favourable BTL deal.
However, after dropping consistently for a number of years, the average
cost of BTL mortgages has started to plateau.
Add into the mix the potential for the Bank of England’s base rate to rise
above 0.75% and everything points to investors acting sooner rather than
later in order to secure the best mortgage rate.
That said, choosing your buy-to-let mortgage is an extremely important
decision and one you should take your time over. If you make the right
choice for your circumstances, you’re more likely to enjoy impressive
returns and less stress when letting a property.

*All information provided in this brochure is correct as of November 2019. The information provided in this brochure is for information purposes only and
should not be treated as legal or professional mortgage advice. If you require further buy-to-let mortgages, you should contact a professional mortgage
broker or rental sector expert.
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We hope this guide has been useful but
if you need assistance on anything to do
with buy-to-let mortgages, please don’t
hesitate to get in touch with us.

Kennington Office

Balham Office

Tel: 020 7840 3205

Tel: 020 8772 6106

181 Kennington Lane, SE11 4EZ

31 Bedford Hill, London SW12 9EY

kennington@atkinsonmcleod.com

balham@atkinsonmcleod.com

Hackney Office

Wapping Office

Tel: 020 8510 4430

Tel: 020 7488 5050

295 Mare St, London E8 1EJ

143 Leman St, London E1 8EY

hackney@atkinsonmcleod.com

city@atkinsonmcleod.com

Canary Wharf Office

Property Management

Tel: 020 7001 9680

Tel: 020 7068 7650

45 Westferry Rd, London E14 8JH

45 Westferry Rd, London E14 8JH

canarywharf@atkinsonmcleod.com

propertymanagement@atkinsonmcleod.com

