
 

 

The UK residential property tax regime 
 
Over the past few years there have been significant changes to the taxation of UK residential property. The 
government’s changes include:  

 Introducing new taxes on high value UK residential property held by companies, partnerships with a 
corporate partner and collective investment schemes. 

 Increasing certain taxes on UK residential property. 

 Extending capital gains tax (“CGT”) to non-UK residents disposing of UK residential property. 

 Various inheritance tax (“IHT”) changes. 
 
The following provides an outline of the changes and the rules as at September 2015 and looks particularly at 
those changes that affect the non-UK domiciled purchaser of UK residential property. 

 

Purchasing the property 
 

Stamp Duty Land Tax (“SDLT”) 

SDLT is paid by a buyer on the purchase of a property. The rates of SDLT for purchasing residential property have 
changed significantly for transactions occurring on or after 4 December 2014.  

Before 4 December 2014  

If the purchase price was within a particular band, a single rate of SDLT applied.  For example, a property in the 
£250,000 - £500,000 band would be subject to SDLT at 3%. The top rate of SDLT at this time was 7%. 

On and after 4 December 2014  

Only the amount of the purchase price falling within a particular band is taxed at that rate. The top rate of SDLT has 
been increased to 12%.  

 

The table below compares the SDLT position before and after 4 December 2014: 

 

Before 4 December 2014 On and after 4 December 2014 

Purchase Price Rate % 
charged on total 
purchase price 

Purchase Price Rate % 
charged as part of 

purchase price within 
each band 

£0 – 125,000 0 £0 – 125,000 0 

£125,000 – 250,000 1 £125,000 – 250,000 2 

£250,000 – 500,000 3 £250,000 – 925,000 5 

£500,000 – 1,000,000 4 £925,000 – 1,500,000 10 

£1,000,000 – 2,000,000 5 >£1,500,000 12 

>£2,000,000 7   



 

 

The overall impact of the above change is that SDLT has increased for the purchase of properties in excess of 
£1,125,000 and the most expensive UK properties will now incur SDLT at an average rate very close to 12%.  

Since 20 March 2012 the purchase of UK residential property worth over £2,000,000 by a company, a partnership 
with a corporate partner or a collective investment scheme has been subject to an SDLT rate of 15% which applies 
to the entire purchase price. On 20 March 2014 the threshold was lowered to £500,000. There are exclusions from 
the higher rate charge, for example, if the property is rented out as part of a property rental business. If an 
exclusion applies, so long as it applies throughout the first 3 years of ownership, SDLT at the normal rates applies 
(see table above). 

 

Funding the purchase – using foreign income and gains as security 
 

Background 

Generally, an individual who claims the remittance basis of taxation only pays UK tax on their offshore income and 
gains to the extent that they are remitted to the UK. Before moving to the UK, many such individuals segregate 
their income and gains from capital, which is neither income or gains, for example a gift or inheritance (often 
referred to as “pure” or “clean” capital). This segregated capital, unlike the foreign income and gains, may be 
remitted to the UK without triggering any UK tax. 

The statutory definition of what constitutes a “remittance” is wide and the interpretation of it can be uncertain. 
HMRC has therefore published guidance on how it interprets the legislation. On 14 August 2009, HMRC introduced 
a statement in their guidance on the remittance basis that, if a loan was made in a “commercial” situation and 
“serviced” (i.e. regular interest payments were made to the lender), offshore income and gains used as security 
would not be treated as remitted and subject to UK tax. Offshore income or gains used to service the debt would 
still be treated as a taxable remittance. 

 

The position on and after 4 August 2014 

On 4 August 2014, HMRC announced a change of their interpretation relating to loans secured on offshore income 
and gains. HMRC now treats offshore income/gains used as security for a loan used in the UK as a taxable 
remittance regardless of whether there was a commercial reason. This means that loans used in the UK secured 
on offshore income and gains will give rise to an income tax or CGT charge (or both). Our recent blog, “Neither a 
borrower (with foreign income or gains used as collateral) nor a lender be…” provides further details on this change 
and the options available to those who have previously relied on HMRC’s 2009 guidance.   

 

Holding the property 
 

Annual Tax on Enveloped Dwellings (“ATED”) 

Since 1 April 2013, ATED has applied to high value UK residential property held by a UK resident or non-UK 
resident company, partnership with a corporate partner or collective investment scheme. ATED initially only applied 
to properties worth over £2,000,000 but this was reduced to £1,000,000 on 1 April 2015 and will fall to £500,000 on 
1 April 2016. The value of a property for the purposes of ATED is the value of the property on 1 April 2012 or at 
acquisition, if later. Properties have to be re-valued every five years, and the next statutory valuation date is 1 April 
2017. The property value on that date will determine the level of charge for the five years on and after 1 April 2018. 
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ATED charges for periods 1 April 2014 to 31 March 2015 and 1 April 2015 to 31 March 2016 

Property value ATED Charge 

 1 April 2014 – 31 March 2015 1 April 2015 – 31 March 2016 

£500,000 – 1,000,000 £0 £0
 
(£3,500 from 1 April 2016) 

£1,000,000 – 2,000,000 £0 £7,000 

£2,000,000 – 5,000,000 £15,400 £23,350 

£5,000,000 – 10,000,000 £35,900 £54,450 

£10,000,000 – 20,000,000 £71,850 £109,050 

>£20,000,000 £143,750 £218,200 

 

There are exemptions and reliefs from ATED, for example, if the property is rented out as part of a rental property 
business and not occupied by a person connected to the company.  

Generally, an ATED return must be made within 30 days of the date on which the owner of the property comes 
within the charge to ATED. For example, a company that owns a property within ATED on the first day of the ATED 
period (1 April each year) will have a filing date for the return of 30 April. A separate ATED return is required for 
each property for which an ATED charge arises. However, subject to certain conditions, HMRC will accept a single 
return covering more than one property if the same relief is being claimed for each of those properties. 

Companies with existing property portfolios may wish to review such portfolios and arrange valuations to check 
whether any properties are or will be brought within the ATED charge as a result of the changes to the thresholds. 
It is also important for companies to keep track of any changes in circumstances which may result in an ATED 
relief applying or no longer applying. For example, a property which is currently let on a commercial basis to third 
parties but is later let to someone connected with the company would cease to be within one of the ATED reliefs. 

 

Disposing of the property 
 

ATED-related CGT 

Since 6 April 2013, UK resident and non-UK resident companies, partnerships with a corporate partner and certain 
collective investment schemes are subject to CGT at 28% on the disposal of high value UK residential property 
within ATED. For ATED-related CGT purposes, properties are rebased to their value as at 6 April 2013 so that on 
disposal, only the increase in value after 5 April 2013 is subject to ATED-related CGT.  

For properties in the new £1,000,000 - £2,000,000 band, ATED-related CGT will apply to disposals after 5 April 
2015, such properties will be rebased to their 5 April 2015 value. Properties within the new £500,000 - £1,000,000 
band will be exposed to ATED-related CGT after 5 April 2016, such properties will be rebased to their 5 April 2016 
value. 

The same reliefs apply as for ATED, so ATED-related CGT does not apply, for example, to companies holding 
property that is let on a commercial basis to a non-connected person. Where the property does not qualify for relief 
for the whole of the period of ownership, only the relevant proportion of the CGT relief is available. 

A liability to ATED-related CGT must be reported on or before 5 October following the end of the tax year in which 
the disposal occurred. The tax must actually be paid no later than 31 January following the end of the tax year in 
which the disposal occurred. 

 

 



 

 

CGT for non-UK residents 

On and after 6 April 2015, non-UK resident individuals, trustees, personal representatives and closely-held 
companies who dispose of UK residential property are liable to CGT. 

To calculate the gain for properties that were held by a non-UK resident before 6 April 2015 the default position is 
for the property to be rebased to its value as at 5 April 2015 so that only the gain accruing after that date is subject 
to CGT. There are other alternative bases for computing the gain and the non-UK resident taxpayer may choose 
whatever is most advantageous.  

The rates of CGT will be 18% or 28% for individuals (depending on total UK income and gains), 28% for trustees 
and personal representatives and 20% for companies. Where the company is subject to ATED-related CGT, 
ATED-related CGT takes precedence. The full annual exemption is available for individuals and available at half 
the individual exemption for trustees. Personal representatives have the full annual exemption for the year of the 
deceased’s death and two tax years after.  

There are a number of exemptions and reliefs available but the one most likely to be applicable to individuals is 
Principal Private Residence Relief (“PPR Relief”). This generally applies where a person sells their main residence. 
It is not available where a property is held by a company. Non-resident individuals must satisfy a day count test in a 
given tax year to qualify for PPR relief in that tax year. Such an individual must spend at least 90 days (not 
necessarily consecutive days) in the property in the tax year in question. These 90 days can be shared with a 
spouse, for example each spouse may spend 45 days in the property in the tax year, although this may not be at 
the same time. This is important where, for example, individuals are attempting to minimise their days spent in the 
UK for the statutory residence test. For each tax year that the individual satisfies the day count test the gain on the 
property will be relieved from CGT. PPR Relief may also be available to non-resident trustees who hold residential 
property directly where a beneficiary satisfies the day count test. 

A non-UK resident who disposes of UK residential property must complete and submit to HMRC a return 
regardless of whether the disposal gives rise to a gain or loss. The return must be made within 30 days of 
completion and generally any tax paid at the same time.  

A non-UK resident who is considering selling UK residential property which is likely to increase in value significantly 
after 5 April 2015 may wish to consider disposing of it sooner rather than later to limit any CGT liability.   

Death 
 
Inheritance Tax 

 
Deductibility of debts 
 
Generally, individuals who are not domiciled or deemed domiciled in the UK are only subject to IHT on their assets 
which are situated in the UK. This includes UK residential property. Broadly, on the death of the owner, the net 
value of UK property will be subject to IHT at 40% (unless exemptions or reliefs apply). So in principle a loan 
secured on a UK property is deductible from the value of the property on the death of the owner. From 17 July 
2013, the government has imposed restrictions on the extent to which that debt can be deducted, namely: 

 If the non-UK domiciled owner borrows against the UK property to invest outside the UK in “excluded 
property” (this includes property situated outside the UK owned by a non-UK domiciled individual and is 
generally not subject to IHT) the loan is not deductible; and 

 Where the debt is deductible, the debt must be repaid after death from the estate of the deceased unless 

there is a commercial reason for it not being so repaid. An example of a commercial reason for not 

repaying a debt out of the estate on death and one currently accepted by HMRC is if responsibility for a 

mortgage with a commercial lender is taken over a beneficiary of the estate or surviving joint owner of the 

property over which the mortgage is secured. 



 

 

July Budget 2015 – changes to excluded property 
 
As noted above, non-UK domiciled or deemed domiciled individuals are generally only subject to IHT on their UK 
situs assets. Assets held by them which are situated outside the UK are considered excluded property and 
generally not subject to IHT. Therefore, if a non-UK domiciled individual holds shares in an offshore company that 
owns property in the UK there is in principle no IHT to pay on the death of the owner because the relevant assets 
for IHT purposes are the shares in the offshore company which are considered excluded property if held by a non-
UK domiciled or deemed domiciled individual. Often, an offshore trust could avoid the IHT regime applicable to 
trusts by holding UK property through an offshore company.  
 
In the July 2015 Budget the government announced that it intended to change the position outlined above. The 
intention is that on and after 6 April 2017, shares in offshore companies held by non-UK domiciled individuals and 
non-UK resident trusts which derive their value directly or indirectly from UK residential property will no longer be 
excluded property and as such will be subject to IHT. We are currently awaiting the detail of how this proposal will 
work in practice. In the meantime, many individuals are taking legal advice on the advisability of extracting their 
residential properties from such structures.  
 
Main-residence nil rate band 
 
On and after 6 April 2017, there will be a new main residence allowance for IHT purposes on homes left to children 
or grandchildren. The allowance will be phased in, starting at £100,000 in 2017/2018 and reaching a peak of 
£175,000 in 2020/2021. The allowance will be on top of the current tax free threshold of £325,000. Consequently, 
by 2020/2021 a couple could pass £1 million to their children tax free. Married couples can still pass any unused 
allowance to one another. The allowance will be gradually withdrawn for estates worth over £2million. The existing 
nil-rate band has been frozen at £325,000 until the end of the 2020/2021 tax year 
 

Conclusion 
 

Whether an individual decides to hold UK property directly, through a company or in a trust, the tax changes 
introduced over the past few years mean that there is much to consider in deciding which option is most suitable. A 
non-UK domiciled individual who wishes to purchase a home in the UK may find that keeping things simple is the 
best option. However, in light of the increased SDLT rates, many individuals are still considering purchasing shares 
in offshore companies that already hold residential property (after negotiating a discount for the potential CGT 
charge in the future) rather than purchasing properties directly. For those who wish to purchase property to rent out 
on a commercial basis, the use of a company is still an option worth considering because of the current availability 
of reliefs from ATED. Nevertheless, given the significant changes over the past few years, and the likelihood of 
more to come, tax advice should always be sought before deciding to invest in UK residential property.  

 

 

 

 

 

 

 

 

 



 

 

Whilst it is no substitute for specific tax advice, the following table provides a summary of the tax charges with 
respect to the different options for holding UK residential property: 

 

UK Residential Property Tax Regime 

as at September 2015 

 Direct 
Ownership 

Offshore Company Offshore 
Discretionary 

Trust 

Offshore Discretionary 
Trust with underlying 

Offshore Company 

SDLT Up to 12% 
15% on properties 

over £500,000 
Up to 12% 

15% on properties over 
£500,000 

ATED No 

2014/15 2015/16 

No 

2014/15 2015/16 

Up to 
£143,750 

Up to 
£218,200 

Up to 
£143,750 

Up to 
£218,200 

IHT 
40% subject to 
exemptions and 

reliefs 

None until 6 April 
2017 

Potential upfront, 
on-going and exit 

charges. 
None until 6 April 2017 

CGT 

Up to 28% 

(PPR relief 
available if main 

residence) 

20% 

(ATED-related CGT 
takes precedence) 

28% 

(PPR relief 
available in some 
circumstances) 

20% 

(ATED-related CGT takes 
precedence) 

ATED-related 
CGT 

No 28% No 28% 

Income tax on 
Rental Income 

Up to 45% 
Up to 45% if UK 

resident shareholder 
Up to 45% Up to 45% 

Corporation 
tax (if centrally 
managed and 
controlled in 

UK) 

No 

20% 

(19% in 2017 and 
18% in 2020) 

 

No 

20% 

(19% in 2017 and 18% in 
2020) 

 

 

 

 

 



 

 

Contact us 

 
Please don’t hesitate to contact us should you have any queries regarding the above. 

 
 

 

 

Zoë Sive 
Partner, Private Client 
szive@kingsleynapley.co.uk 
+44 (0)20 7369 3746 

  

 
 Daniel Brandon 

Solicitor, Private Client 
dbrandon@kingsleynapley.co.uk 
+44 (0)20 7566 5261 

 

 
This document should be used for information purposes only. It should not be relied on as an exhaustive 
explanation of the law or the issues involved.  
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