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F o r w a r d   
 

This booklet has been prepared for the use of clients, 

partners and staff of Menzies LLP. It is designed to 

give some general information to those contemplating 

doing business in the United Kingdom (UK) and is not 

intended to be a comprehensive document. You 

should consult us therefore before tak ing further 

action. Menzies LLP cannot be held liable for any 

action or business decision taken on the basis of 

information in this booklet. 

 

Laws in the United Kingdom that regulate businesses 

and taxes are numerous and complex. Therefore we  

would advise you to consult a Menzies advisor before 

tak ing any specif ic action. 
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A b o u t  M e n z i e s  L L P   
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T h e  U K  p r o p e r t y  m a r k e t  
 

 

 

UK property has always been an attractive asset for 

domestic and international investors alike. This is 

partly due to the strength and stability of the UK 

market and polit ical system, but also due to the 

profitability of UK property.  

 

In some parts of London in particular, property prices 

have increased by up to 700% in the last twenty years 

and around a third of Londoners now rent, compared 

to just 15% in 2001. Demand for property continues to 

outstrip supply, meaning UK property benefits from 

both capital appreciation and reliable monthly returns 

in terms of rent. 

 

In recent years the UK government has introduced a 

number of tax changes, aimed at ensuring overseas 

property investors are taxed on profits and gains 

made on UK property. Whilst UK property remains an 

attractive investment, the tax regime is complex and 

there are a number of common pitfalls to be avoided.  

 

This guide aims to highlight the main taxes that 

international investors should consider before 

deciding whether to acquire UK property. However, it 

does not replace professional advice, which should 

always be sought before any property is acquired.  
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B u y i n g  a n d  s e l l i n g  

p r o p e r t y  i n  E n g l a n d ,  

W a l e s  a n d  N o r t h e r n  

I r e l a n d  

 
Sellers of UK property will usually engage an estate 

agent to market the property for sale. Estate agent 

fees are usually paid by the seller and are commonly 

a percentage of the final property sale price, although 

it is possible to negotiate f ixed fees.  

 

Once a sale or purchase has been verbally agreed, 

both the buyer and the seller instruct independent 

lawyers, often known as conveyancers, to agree the 

sale and purchase contract. A purchaser’s 

conveyancer wil l typically conduct a number of 

property searches to confirm that the seller can pass 

good tit le of the property to the buyer and will review 

any mortgage or other f inance agreements.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

It is common for the purchaser to instruct a surveyor 

to undertake a site visit of the property to ensure it is 

structurally sound and that it complies with relevant 

build ing regulations. A mortgage lender wil l usually 

insist that a basic survey is carried out, but the 

purchaser will not normally receive a copy of the 

report and a more detailed survey is therefore 

recommended. 

 

The obligation to buy and sell a property only 

becomes legally binding once contracts have been 

exchanged. This takes place once both the buyer’s 

and the seller’s conveyancers are satisfied that 

everything is in order. The buyer usually pays a 10% 

deposit to their conveyancer at this point and the date 

for completion is agreed. The conveyancer wil l hold 

the deposit in an escrow account until the funds are 

paid to the seller at completion. 

 

The balance of monies are transferred at completion. 

The purchaser’s conveyancer will normally receive the 

funds in an escrow account and will pay the seller 

after deducting any fees. The conveyancer will usually 

pay any taxes or other charges owed by the purchaser 

at this point.  
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T a x  o n  p r o p e r t y  

a c q u i s i t i o n  

S t a m p  D u t y  L a n d  T a x  
 

 
 
Stamp Duty Land Tax (“SDLT”) is charged on 
purchases of freehold and leasehold land and 
property in England, Wales and Northern Ireland.  
 
The charge is normally based on the price paid for the 
property, but can also apply where land and property 
is acquired in exchange for non-cash payment, for 
example for the transfer of a mortgage or other debt, 
or in exchange for services etc. 
 
An SDLT return must be filed and the tax must be paid 
within 30 days of the property acquisit ion completion 
date. This process is normally managed by a solicitor 
or conveyancer, who wil l usually f i le the form and pay 
the tax on the purchaser’s behalf and add the cost to 
their fees. 
 
Different SDLT rates apply, depending on the price of 
the property and whether it is residential or  non-
residential.  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Residential property 

 
The SDLT rates for the purchase of residential 
property are as follows:  
 

Price or transfer value, 
including lease 
premium 

Rate on 
purchase 
of  only or 
main 
residence 
by an 
individual 

Rate for 
companies 
and for 
individuals 
acquiring 
additional 
properties 

Up to £125,000* 
  

Zero 3% 

The next £125,000 (the 
portion from £125,001 to 
£250,000) 

2% 5% 

The next £675,000 (the 
portion from £250,001 to 
£925,000) 

5% 8% 

The next £575,000 (the 
portion from £925,001 to 
£1.5 million)  

10% 13% 

The remaining amount 
(the portion above £1.5 
million)  

12% 15% 

Net present value of  rental payments under 
lease 

Over £40,000 but not 
more than £125,000 

Zero 3% 

Over £125,000 1% 4% 

 
*Transactions for no more than £40,000 are excluded 
from the surcharge. 
 
The lower rates apply to individuals who replace their 
only or main residence within three years of selling an 
existing main residence. Where an existing main 
residence is not sold at the date of acquiring the new 
main residence, the higher SDLT rates must be paid, 
but it may be possible to claim a refund of the 
additional 3%, if the previous main residence is sold 
within three years. 
 
The higher rates apply to all companies and to any 
individuals acquiring share in a second home or an 
investment property, even where all other properties 
are overseas. 
 
Where a leasehold property is acquired, SDLT is paid 
on the lease premium and on the net present value of 
the rentals payable over the life of the lease.  
 

Properties acquired by certain non-

natural persons 

 
SDLT is charged at 15% on residential properties 
costing £500,000 or more if they are acquired by non-
natural persons who fall within the Annual Tax on 
Enveloped Dwellings (“ATED”) regime, unless they are 
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entit led to claim an exemption. Further information on 
the ATED regime can be found below.  
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Multiple dwellings relief  

Where a purchaser acquires more than one residential 
property in a single or in linked transactions, it is 
possible to make a claim for multiple dwe llings relief, 
if  this is beneficial. If relief is claimed, the total 
amount paid for the properties is divided by the 
number of properties, SDLT is then calculated at the 
usual rates on this f igure and the result ing amount is 
multiplied by the number of properties. 
The minimum SDLT charge under this method is 1% of 
the total purchase price, so if the calculations produce 
a lower charge, the amount payable is increased to 
1%. 
 

Acquisitions of six or more residential 

properties 

 
Where six or more residential properties are acquired 
in the same transaction, the lower, non-residential 
rates of SDLT apply.  
 

Non-residential property 

 
Non-residential property includes commercial property 
such as shops and offices, agricultural land, forests 
and any other land that or property which is not used 
as a residence. It also includes mixed use property, 
i.e. property that has both residential and non-
residential elements.  
As mentioned above, purchases of six or more 
residential properties in the same transaction also fall 
to be treated as non-residential.  
 
The SDLT rates for acquisit ions of non-residential 
property are as follows:  
 

Price or transfer value, including 
lease premium 

SDLT 
rate 

Up to £150,000 Zero 

The next £100,000 (the portion from 
£150,001 to £250,000) 

2% 

The remaining amount (the portion 
above £250,000) 

5% 

Net present value of  rental payments 
under lease 

 

Over £150,000 but not more than £5 
million 

1% 

Over £5 million 2% 

 

Reliefs for builders and property 

developers 

 
Builders and property developers are generally 
subject to SDLT like any other purchaser. However 
relief may be available in the following limited 
circumstances. 

 

Part exchange on new homes 

 
Where a builder acquires a home from an individual in 
part exchange for a new home that the builder is 
build ing for them, the builder may be exempt from 
SDLT on the purchase of the old home if certain 
conditions are met. 
In order for the builder to qualify for exemption, the 
individual must have lived in the old property as their 
main residence at some time within the two years 
before the part exchange, they must buy a new home 
from the builder and they must intend to live in the 
new home as their main residence. There is also a 
restriction on the size of the land that the builder can 
acquire with the property. This is normally 0.5 
hectares. 
 

Developers subject to planning 

obligations 

 
In exchange for granting planning permission, 
planning authorit ies may require developers to provide 
community amenities such as community build ings. 
These buildings are usually transferred to the local 
authority once completed and this can give rise to a 
double charge to SDLT; once on the acquisit ion of 
land by the developer and again on the transfer of the 
build ing to the local authority. In these cases the 
developer can claim relief from SDLT on the first 
purchase. 
 

Other reliefs 

 

Other reliefs from SDLT are available, for examp le on 
certain transactions between group companies and on 
some acquisit ions of property by charit ies. The rules 
can be complex and professional advice should 
always be sought. 
 

First t ime buyers 
Individuals buying their f irst home and paying 
£300,000 or less for a residential property are exempt 
from SDLT. A first t ime buyer paying between 
£300,000 and £500,000 pays SDLT at 5% on the 
amount of the purchase price in excess of £300,000. 
However If the purchase price is more than £500,000, 
no relief is due and SDLT is payable in accordance 
with the normal rates. 
 
A first t ime buyer is defined as an individual or 
individuals who have never owned an interest in a 



M E N Z I E S . C O . U K           

 

9 
 

residential property in the United Kingdom or 
anywhere else in the world and who intends to occupy 
the property as their main residence. 
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V a l u e  A d d e d  T a x  
 

 
 
VAT is not normally payable on acquisit ions of 
residential property. 
 
Acquisit ions of non-residential property may be 
subject to VAT at 20% if either the property is a new 
build and acquired less than three years from 
construction, or if the seller has opted the building to 
VAT. However, the seller may not be required to 
charge VAT if the property is sold as part of a 
business which is being transferred as a going 
concern. 
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T a x  o n  p r o p e r t y  i n c o m e  

 
Income from property is taxed in different ways, 
depending on the nature of the income and on the 
status of the owner. 
 

Property rental and investment 

businesses 

Taxation of rental profits 

Rental income arising on UK property is taxed in the 
UK regardless of the residency status of the property 
owner. In general, tax is charged on the net rental 
income after allowing for the deduction of expenses 
such as lett ing fees, insurance, repairs and 
maintenance etc.  
 
Special rules determine the deductibility of certain 
expenses for tax purposes, as follows:  
 

• Finance costs – the tax deductibility of interest 

and other f inance costs incurred by individuals 

(not companies) is being restricted for tax 

purposes starting from 6 April 2017. The effect 

of the restriction is to ensure that tax relief for 

these costs is only given at the basic rate of 

tax (currently 20% - see below) regardless of 

the overall tax rate at which the individual 

pays tax. The restriction is being phased in 

over four tax years so only 25% of total 

f inance costs will be restricted in tax year 

2017-18, increasing to 100% by tax year 2020-

21. 

 

• Capital expenditure – depreciation and capital 

expenditure is generally not tax deductible, 

however for residential lett ing businesses 

relief is given for the cost of replacing items 

such as furniture and appliances on a like for 

like basis. Non-residential lett ing businesses 

may be entit led to claim capital allowances (a 

type of tax deductible depreciation) for certain 

f ixtures and fitt ings within the build ing. Capital 

allowances are normally given at a rate of 

either 8% or 18% per annum on a reducing 

balance basis, depending on the nature of the 

fixture. This is a valuable form of relief which 

should be negotiated with the seller at the 

time a property is acquired. Unless joint 

elections between a property buyer and seller 

are made, the buyer may be unable to claim. 

 

Tax rates 

 
UK resident individuals are subject to income tax on 
rental profits. Income tax rates currently range from 
20% to 45%, depending on the individual’s total 
taxable income. 
 
UK resident companies are subject to corporation tax 
on their profits. The current rate of corporation tax is 
19%. 
 
Non-resident individuals and companies may be 
subject to the Non-Resident Landlord scheme. Under 
this scheme, lett ing agents and tenants who pay more 
than £100 per week in rent are required to deduct tax 
20% tax at source from rents paid to the landlord and 
are required to pay this to HMRC on a quarterly basis. 
Non-resident landlords can apply to HMRC to receive 
their rental income gross, but if successful wil l still be 
required to pay tax annually and file either an income 
tax or a corporation tax return. 
 
Like resident individuals, non-resident individual 
landlords are subject to the interest restriction rules 
described above. 
 

Value Added Tax 

 
Rent on residential property is not normally subject to 
VAT. Rent on non-residential property, may be subject 
to VAT if the property has been opted to VAT. 
 

Tax on profit from sale of investment 

property 

 
UK resident individuals who sell UK property which is 
held as an investment are subject to capital gains tax 
(CGT) at either 18% or 28%, depending on whether 
they are a basic rate or higher rate taxpayer.  CGT is 
charged on the difference between the proceeds 
received for the sale of the property, less the original 
property purchase cost and the cost of any 
improvements. Where property is either gifted or sold 
for less than market value, CGT is calculated on the 
basis of deemed market value proceeds. 
 
The sale is reported on the individual’s annual income 
tax return and currently the tax is paid at the time the 
individual normally pays his or her income tax l iabil ity 
for the relevant tax year. All individuals are entit led to 
an annual CGT exemption, which is £11,300 for tax 
year 2017-18, which may reduce the amount of tax 
due. 
 



M E N Z I E S . C O . U K           

 

12 
 

UK resident companies are subject to corporation tax 
at 19% on chargeable gains from the sale of 
investment property. Unlike individuals, companies 
are entit led to claim indexation allowance which 
reduces the chargeable gain by the rate of inflation 
over the period the property was owned. Property 
sales are reported in the company’s corporation tax 
return and any tax due is paid on the normal 
corporation tax due dates. 
 
From 6 April 2015, gains arising on the sale of UK 
residential property by non-resident individuals and 
certain non-resident companies are also subject to UK 
tax, but only in respect of the proportion of any gain 
arising from 6 April 2015. Where companies and 
individuals fall within the non-resident CGT regime, 
tax is charged at the same rates as for resident 
companies and individuals, however a return must be 
filed with HMRC within 30 days of the date the 
property is sold and any tax must usually be paid at 
the same time.  
 
Generally, companies fall within the non-resident CGT 
regime if they are close companies. Broadly speaking, 
close companies are companies controlled by 5 or 
fewer shareholders. 
 

Sale of residential property by certain 

non-natural persons 

 
Where a residential property falls within the Annual 
Tax Charge on Enveloped Dwellings (ATED) regime 
and is not able to claim any reliefs (see further details 
below), any gain on that property accruing from 6 April 
2013 will be subject to CGT at 28%. This rate will 
apply regardless of the residency status of the 
property owner, unless one of the specif ic exemptions 
or reliefs apply. 
 
If the relevant property sells at a loss, that loss may 
only be used against ATED-related chargeable gains 
in the same or future years.   
 

Property construction and development 

businesses 

 

Calculation of taxable profit  

 
Companies and individuals that make profit from the 
construction or development of property are subject to 
either corporation tax or income tax on the profit from 
the sale of such property, regardless of residency 
status. Taxable profit is calculated after allowing a 
deduction for the cost of acquiring and land or 
existing buildings to develop and the cost of any 
development or construction work. 
 
 

Tax rates 

 
Individuals are subject to income tax on rental profits. 
Income tax rates currently range from 20% to 45%, 
depending on the individual’s total taxable income.  
 
Companies are subject to corporation tax on their 
profits. The current rate of corporation tax is 19%.  
 

Value Added Tax 

 
VAT on the construction or development of UK 
property can be complex. Generally speaking, the 
construction of brand new residential properties is 
zero rated, meaning that the builder can recover input 
VAT on building costs. The conversion of non-
residential property into residential property or the 
conversion of empty residential property, on the other 
hand may qualify for a reduced rate of VAT of 5%.  
 
VAT on the construction or development of non-
residential property is normally charged at 20%. 
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A n n u a l  T a x  o n  

E n v e l o p e d  D w e l l i n g s  

 
The Annual Tax on Enveloped Dwellings (“ATED”) 
regime applies to companies and other non-natural 
persons (e.g. partnerships with corporate members or 
other collective investment vehicles), that own 
dwell ings valued at £500,000 or more. For this 
purpose, the valuation is taken at the earlier of the 
date the property was acquired, or at the 5 year 
revaluation date fixed by HMRC. The last f ixed 
revaluation date was 1 April 2017, so any properties 
already owned at this date must be revalued.  
 
Unless one of a number of exemptions or reliefs 
apply, the regime imposes an annual tax charge on 
the property owner, based on the value of each 
individual property. The property values at which the 
charges apply has changed frequently over recent 
years, but for the year to 31 March 2018, the following 
apply: 
 

Property value Annual 
charge 

More than £500,000 but not more 
than £1 million 

£3,500 

More than £1 million but not more 
than £2 million 

£7,050 

More than £2 million but not more 
than £5 million 

£23,550 

More than £5 million but not more 
than £10 million 

£54,950 

More than £10 million but not 
more than £20 million 

£110,100 

More than £20 million £220,350 

 

Exemptions 

 

There are some exemptions from ATED and where 
these apply, the property owner is exempt from both 
the ATED charge and from the requirement to f ile 
ATED returns (see below). The exemptions are 
automatic and do not need to be claimed. 
 

Properties not meeting the definit ion of a 

dwelling 

 
Some types of living accommodation are not classed 
as dwellings and therefore exempt from the regime. 
These include: 

• Hotels and guest houses 

• Accommodation for school pupils and students 

• Hospitals and hospices 

• Prisons 

• Care homes 

• Accommodation for members of the armed 

forces 

Other exemptions 

 

Other exemptions from the regime apply to public 
bodies, bodies established for national purposes, 
charit ies that own dwellings for charitable purposes 
and to properties conditionally exempt from 
inheritance tax.  
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R e l i e f s  
 
As well as outright exemptions from ATED, a number 
of reliefs apply to mitigate the annual tax charge. 
However, these reliefs are not automatic must be 
claimed by filing ATED relief returns within certain 
t ime limits (see below). 
 

Property rental businesses 

 

Relief is available to property rental businesses that 
are carried out on a commercial basis with a view to 
making a profit. Relief is also available for periods 
when the property is not let, if  steps are being taken 
to rent the property without delay. 
 
Where a property is unoccupied following the 
cessation of a rental business, relief from ATED may 
continue as long as the property is to be sold, 
converted to or replaced by another property that also 
qualif ies for relief, or converted to or replaced by a 
non-residential property. 
 
It should be noted that relief is not available for any 
days where the dwelling is occupied by a non-
qualifying individual. Broadly speaking, a non-
qualifying individual is an individual who is either a 
member or shareholder of the entity that owns the 
property and relatives of those individuals.   
 

 

 

Property developers and traders 

 

Relief can also be claimed by property developers 
who develop residential property on a commercial 
basis for resale or by traders who buy and sell 
properties for profit. In order to claim the relief, 
property traders must be able to demonstrate that 
properties are acquired with a view to sale and not to 
hold as investments, which may not qualify for relief.  
  
As with property rental businesses, the relief is not 
available on any day when the property is occupied by 
non-qualifying ind ividuals.  

 

Other reliefs 

 

Other ATED reliefs are available on properties that 
are open to the public, properties acquired by 
financial institut ions in the course of lending, 
farmhouses, properties that are occupied by certain 
employees and to providers of social housing.  
 

Administration 

 
Where a person comes within the ATED regime for the 
first t ime due to the purchase of a relevant dwelling, 
the deadline for f iling an ATED return and for paying 
any charge is 30 days following the completion of the 
acquisit ion.  
 
Where a person comes within the regime after 
build ing a new dwell ing or after completing the 
conversion of a new dwelling from an old one, the 
filing and tax payment deadlines are extended to 90 
days following the earlier of the date on which the 
dwell ing comes into existence for council tax domestic 
rating purposes, or the date it is f irst occupied.  
 
Thereafter, ATED returns must be completed and 
charges paid annually within 30 days of the start of 
the chargeable period, which runs 1 April to 31 March.  
Therefore if a person owns chargeable property on 1 
April 2018, a return must be submitted and the tax 
paid by 30 April 2018. 
 
Where a person is eligible to claim relief from ATED, 
this relief must be claimed by submitt ing the relevant 
ATED relief return within the above deadlines.  
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C o n s t r u c t i o n  I n d u s t r y  

S c h e m e  

 
 
Individuals and companies that either sub -contract 
construction work to others or spend an average of £1 
million a year on construction must register as 
contractors with HMRC under the Construction 
Industry Scheme (CIS). These rules apply both to UK 
resident businesses and to non-resident businesses 
where construction work is undertaken in the UK.  
 
Registered contractors are required to deduct tax at 
source from payments they make to subcontractors. 
These deductions are treated as advance payments of 
the subcontractor’s tax and National Insurance.  
 

Work included within CIS 

 
The scheme covers most construction work including 
work to permanent and temporary structures and to 
civi l engineering work such as roads and bridges. The 
type of work includes: 
 

• preparing the site, e.g. laying foundations and 

providing access works 

• demolit ion and dismantling  

• build ing work 

• alterations, repairs and decorating 

• install ing systems for heating, lighting, power, 

water and ventilation 

• cleaning the inside of buildings after 

construction work 

 
 
 
 
Architecture and surveying are specif ically excluded 
from the scheme, as are some other ancillary services 
such as carpet f itt ing, machinery hire without labour 
and delivery of materials etc. 
 

Responsibilit ies of contractors 

 
Contractors are required to check whether their 
subcontractors are registered with HMRC and if so, 
what their payment status is. Unless a  subcontractor 
has HMRC approved gross payment status, the 
contractor must deduct tax at source from the money 
they pay to the subcontractor and must pay this to 
HMRC on a monthly basis. They must also keep 
detailed records to demonstrate that the necessar y 
checks have been made.  
 
The applicable withhold ing tax rate that the contractor 
must apply depends on the status of the 
subcontractor, as detailed below. 
 

Responsibilit ies of subcontractors 

 
Subcontractors are not required to register for CIS 
with HMRC, but if they don’t register contractors are 
required to deduct tax of 30% from any payments 
made to them. For registered subcontractors the 
standard withholding tax rate is 20%, unless they 
have approved gross payment status from HMRC. 
 
A subcontractor can apply for gross payment status 
when they register, or at a later t ime. In order to 
qualify, the subcontractor wil l need to be able to 
demonstrate that all their taxes are up to date, that 
they are carrying out construction work in the UK and 
that their turnover exceeds the following amounts:  
 

• £30,000 for a sole trader 

• £30,000 for each partner in a partnership, or 

£100,000 for the whole partnership  

• £30,000  for each director of a company, of 

£100,000 for the whole company 
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I n h e r i t a n c e  T a x  

 
UK property held by both resident and non-resident 
individuals (from 1 April 2017) wil l potentially be 
subject to inheritance tax (IHT) at 40%, if held at 
death and may be subject to IHT at 20%, if gifted 
during life t ime. A number of reliefs and exemptions 
are available that may reduce or even eliminate the 
tax charge. 

 
 

Lifetime gifts 

 
Outright lifetime gifts of property to individuals will be 
exempt from IHT. Other lifetime gifts (for example into 
a Trust) wil l be subject to IHT at 20% to the extent 
that the value of the property exceeds the individual’s 
nil rate band, which is currently £325,000.   

 
The nil rate band resets every 7 years so gifts of 
property worth up to £325,000 could be made every 7 
years without IHT becoming due. However, if the 
donor dies within 7 years of making a gift, IHT could 
retrospectively become due on a tapered scale if the 
remainder of the donor’s estate exceeds the nil rate 
band. 
 

On death  

 
UK domiciled individuals wil l be subject to IHT on their 
entire worldwide estate, whereas non-domiciled 
individuals wil l only be subject to IHT on their UK 
property (including real estate).  
 
If there have been no lifetime gifts during the 7 years 
before death, the nil rate band of £325,000 should be 
available and IHT will be charged on the value of the 
estate in excess of this amount. Assets left to spouses 
and civil partners are generally exempt from IHT, 
unless the transferee is not UK domiciled but the 
transferor was. 
 
Reliefs from IHT of 100% or 50% may be available for 
relevant business property or agricultural property. 
Real estate held for the purposes of a trade m ay 
qualify for relief, but property held for investment 
purposes wil l not.  
 
An additional residential ni l rate band of up to 
£100,000 may be available where a main residence is 
passed down to direct descendants, if the deceased’s 
estate does not exceed £2 million.  
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A p p e n d i x  I  –  T a x  R a t e  T a b l e s  
 
 
 

 

 
 


