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Prime property in the new 
tax world
The draft Finance Bill gave much needed detail on the tax changes first 
proposed in March 2012. Gráinne Gilmore takes stock of the new environment:
The overhaul of the tax treatment of residential 
properties worth over £2m began in the March  
2012 Budget when the Chancellor announced 
higher rates of Stamp Duty Land Tax (SDLT).

His introduction of a new 7% SDLT rate for the 
purchase of residential properties over £2m, and 
a rate of 15% for the same properties bought 
by a “non-natural person” (broadly speaking 
companies, partnerships including companies,  
and collective investment schemes) came into 
effect immediately (figure 1).

He also went further, announcing a consultation  
on the introduction of an annual charge (figure 2) 
on residential properties valued at over £2m  
owned by “non-natural persons”, and an  
extension of the capital gains tax regime.

The clear overarching purpose of these tax changes 
was to prevent people avoiding SDLT by holding 
residential property through a company structure.

But the lack of detail caused uncertainty for 
owners and potential purchasers, in particular 
for developers, investors, trusts and property 
companies. This in turn has had a knock-on  
effect on the market.

The draft Finance Bill has provided some much 
needed clarity. Firstly it lists those that will not be 
affected by the new tax rules – something which 
was not clear from the consultation.

The ‘exemptions’:
•  Properties held for purpose of property 

development trade
•	 	Properties	acquired	and	held	for	purpose	of	

renting to third parties on a commercial basis 
•	 	Properties	used	for	trading	purpose	and	which	

are open to the public for at least 28 days a 
year or used as a venue or for other commercial 
purposes

•	 Properties	held	by	charities
•	 	Company	properties	used	to	provide	employee	

accommodation
•	 Farmhouses	occupied	by	working	farmers
•	 	Some	other	diplomatically	or	publicly	 

owned properties.

Those included on the list will be able to claim 
relief from the annual change. In addition, from 
summer 2013, they will pay 7% stamp duty on the 
purchase of a £2m+ property, rather than 15%.

Apart from farmhouses and houses offering public 
access, the reliefs will be revoked if any person 

This information is correct to the best of our 
knowledge and belief at the time of going to 
press. It is written as a general guide and we 
recommend that specific professional advice is 
sought before any action is taken.

connected with the owner of the dwelling occupies 
it	for	three	years	following	the	date	of	acquisition.

Annual Residential Property Tax 
(ARPT) 
The annual change or ARPT will be applied to 
properties worth £2m+ held by a “non-natural 
person” (not included in the previous list).  
The charges, outlined in figure 2, will be  
levied according to the value of the property  
on April 1 2012.

Property owners will submit their own valuation  
to HMRC. Where the property value is within 10%  
of one of the ARPT thresholds (eg: £2m or £5m) 
owners can ask for a pre-return banding appraisal 
before submitting their valuation – this free service 
is expected to start in June 2013.

The first return for this annual tax will be on  
October 1 2013, with payment due on October 31. 
This will revert to an annual deadline of April 30 
from 2014 onwards.

The ARPT charges will rise in line with CPI inflation, 
and the value of the property will need to be 
re-assessed every five years.

Capital Gains Tax
This tax will be levied on the disposal of £2m+ 
properties by some non-resident, non-natural 
persons from April 6 2013 – broadly the same 
bodies who are subject to ARPT: companies, non-
natural persons which are members of partnerships 
which include companies and collective investment 
vehicles which own and dispose of UK property.

Trustees of offshore trusts will not be liable to CGT 
(though, as at present, the gains may be taxed on 
UK resident settlors or beneficiaries).

Capital gains tax will be levied at 28%, with a  
taper relief for those close to the £2m threshold.  
The taper relief is explained in the box on page 3.

The tax will only be levied on the gains arising after 
April 6 2013. This marks significant progress from 
the consultation document which implied that the 
tax could be charged on all gains from the date that 
the	property	was	initially	acquired	by	the	company.

The Government is also considering switching the 
tax regime for disposals by UK-based non-natural 
persons from corporation tax to capital gains tax.  
It will confirm its decision in January. The current 
rate of corporation tax is 24%, falling to 23% in  
2013 and 21% in 2014.

Gráinne Gilmore, Head of UK Residential Research

“ By listing those  
that will receive 
reliefs from the  
new tax rules,  
the draft Finance  
Bill has provided 
some clarity.”

Figure 2 

Annual residential property tax
Applicable to properties held by “non-natural” persons

Property value   Annual charge

£2m-£5m £15,000 

£5m-£10m £35,000 

£10m-£20m £70,000 

£20m+ £140,000 
Source: HMRC

Figure 1

Residential Stamp Duty  
Land Tax rates

Purchase price/lease  SDLT 
premium or transfer value rate

Up to £125,000 Zero

Over £125,000 to £250,000 1%

Over £250,000 to £500,000 3%

Over £500,000 to £1 million 4%

Over £1 million to £2 million 5%

Over £2 million 7%

Over £2 million (purchased by certain 15% 
non-natural persons)

Source: HMRC
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How will the market react? 
It is always dangerous to assume that changes in market performance can 
be laid at the door of a single issue. However, as Liam Bailey argues, there 
is compelling evidence that sales volumes, and even stock levels, for £2m+ 
property have been directly impacted by this year’s property tax changes.

While the new, higher, 7% rate of SDLT has 

been largely absorbed by purchasers since 

its introduction in March this year, albeit 

with tougher negotiations around the £2m 

threshold, it is the new rules surrounding 

non-natural persons which have been  

most disruptive.

The combination of a new 15% SDLT entry 

charge, the proposed new annual charge and 

extension of capital gains tax have acted to 

create an air of uncertainty among buyers 

who were considering purchasing property 

through a company structure.

Demand from these buyers has 

unsurprisingly fallen, pushing transactions 

lower (figure 3), as they waited for clarity 

from the publication of the draft Finance 

Bill regarding the structures which could be 

employed to maintain privacy within the new 

tax regime.

For existing non-natural property owners 

there	has	been	a	separate	question	to	

consider, how should they respond to the 

new tax environment?

While some have opted to do nothing, 

anecdotally many have been preparing to 

“de-envelope” their properties and place 

them in individual ownership. Another group 

have been assessing their portfolios and 

have investigated selling some properties 

prior to April 2013 in order to avoid CGT on 

disposal, as evidenced by the recent growth 

in the volume of £2m+ stock (figure 4).

The urgency of this de-enveloping activity 
may be diminished in the light of the 
confirmation that CGT will be calculated only 
on gains made after March 6 2013.

Market response
Over recent months, developers, as well as 
private vendors, have been reviewing pricing 
around the SDLT thresholds. For example, 
buying a property valued at £4.5 million 
rather than £5 million will save a buyer 
£20,000 a year in annual charges. 

With a large portion of the new-build 
investment market being dominated 
by overseas investors, there have been 
concerns that these buyers would be 
less likely to invest in London as costs 
for purchase rose; thus far there is little 
evidence to support this view, with healthy 
sales volumes continuing in Singapore, 
Hong Kong and Kuala Lumpur.

In fact, the investment market has already 
seen a boost from investors shifting their 
focus from the £2m+ market and targeting 
the £750,000 to £1.5m bracket.

With an exemption to the 15% rate of 
SDLT and annual charge to be extended 
to companies which own property as 
commercial investments this area of the 
market should see a boost, especially after 
April next year.

“Non-natural” structures are 
in retreat.
Perhaps the biggest objective the Chancellor 
set out to achieve in his reform of SDLT was 
to persuade owners of £2m+ properties to 
stop using company wrappers, especially 
offshore companies. Our research confirms 
that George Osborne can be fairly confident 
that he has significantly dented the appeal 
of these structures.

Liam Bailey, Global Head of Residential Research

“ Our research 
confirms that George 
Osborne can be fairly 
confident that he has 
significantly dented 
the appeal of owning 
property in company 
structures.”

Source: Knight Frank Residential Research

Figure 4 

Residential stock volume
Prime central London, residential stock volume
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Figure 3 

Sales volumes (exchanges)
Year-on-year change for prime London

 Sub-£2m £2m-£5m £5m+ All £2m+ 

Q1 10% -7% 78% 17%

Q2 23% -14% -6% -11%

Q3 13% -44% -13% -33%

Source: Knight Frank Residential Research



Taper relief on CGT: (for properties sold at or around £2 million) 
Capital gains tax will be charged on the lowest of either: 
A. the actual gain in value of a property, or 
B. the sum of disposal value above £2 million x 5/3

Example 1: 

Property bought for £1.4 million and sold for £2.6 million
Under A: the gain is £1.2 million

Under B: the gain is [£0.6 million x (5/3) =] £1 million 

Gain B is lower, so that is taxed at 28%. CGT charge is £280,000

Example 2: 

Property bought for £1.6 million and sold for £2.8 million
Under A: the gain is £1.2 million

Under B: the gain is [£0.8 million x (5/3) =] £1.3 million

Gain A is lower, so taper relief does not apply. Gain A is taxed at 28%. CGT charge is £336,000

KnightFrank.com
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Our assessment of the shift in structures 
used by purchasers, based on our experience 
of the market, confirms a dramatic reduction 
in the use of UK or offshore companies to 
purchase prime London property since the 
UK’s March 2012 budget.

Figure 5 confirms that the average proportion 
for all £1m+ properties being bought through 
these structures dropped from 13.6% in the 
12 months prior to the March budget, to 2.1% 
in the period April to early December.

Significant falls have been experienced in  
all price brackets, including a drop from 
32.3% to 3.8% for £10m+ properties.

Our research appears to confirm that the 
market has reacted to the very heavy hints 
that the Chancellor made in March 2012 that 
ownership of residential property in the UK 
through a company structure will be made 
increasingly untenable.

Future impact
Following the release of the draft Finance Bill 
on December 11, we are now in a stronger 
position to assess the likely impact of the 
new tax regime for £2m+ residential property.

While there may be a further increase in 
supply, our experience since the March 
Budget has been that owners have been 
looking to restructure rather than sell. It 
seems a fair assumption that the majority of 
owners who had planned to sell, as a result 
of the new rules, have already acted.

The positive aspect from the publication 
of the draft Finance Bill is that after eight 
months the market finally has some 
additional clarity on the new rules, which 
should bring forward transactions which 
have been postponed.

However, any boost to activity will be 
minimal – especially due to the fact that  
new, wider, exemptions to the 15% SDLT 
change will apply from April next year, 
meaning we are likely to see the groups 
covered by this change delaying purchase 
until then.

London remains an attractive market, and,  
in terms of relative tax rates globally it is 
still not an especially expensive place to  
buy property.

The problem the Chancellor has caused is 
that international buyers now have a reason 
to	question	their	decision	to	buy	in	London,	
whereas before March they didn’t. Our view 
remains that the London market will see an 
end to the strong price growth we have seen 
over recent years, in part due to the impact of 
tax changes since March.

Figure 5 

Proportion of £1m+ London properties 
bought through UK or offshore  
company structures

Source: Knight Frank Residential Research
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To keep up to date of the latest 
developments in the prime residential 
market visit Global Briefing

http://globalbriefing.knightfrank.com/post/2012/04/19/Stamp-duty-change-leaves-London-a-bargain-buy-for-wealthy-foreign-buyers.aspx
http://globalbriefing.knightfrank.com
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Opportunity for action
The raft of changes and reforms put in place relating to £2m+ properties means that for some owners action is required, 
and for number of groups fairly rapid action. Working alongside your legal and tax advisors Knight Frank’s expert team 
is ready to assist with your property requirements.

Valuation
“Homeowners should act as soon as possible to 
check if they are liable for annual charges. There will 
be some properties on the ‘cusp’ of the £2m threshold 
and the higher levels. If owners do sit above these it 
is important that they know how the new legislation 
affects them. We are able to advise clients who need 
valuations to aid de-enveloping and can provide a full 
valuation service for those directly impacted by the 
introduction of annual charges.”

David Peters, Head of Valuation  
T +44(0)20 7861 1067  
david.peters@knightfrank.com

Financing
“Knight Frank Finance can offer advice on 
mortgages and loans for all types of property 
transactions and is also a whole of market broker 
for life insurance. Given the current economic 
environment, the need for professional advice and 
guidance from people with the right relationships in 
place has become more pronounced. Please do get 
in touch with Knight Frank Finance if you feel that 
we can help.”

Simon Gammon 
T +44(0)20 7268 2581  
 simon.gammon@knightfrank.com

portfolio 
review

“Before you make any decisions on whether to 
‘buy’, ‘sell’ or ‘hold’ it is important to review 
your property portfolio, finances and your 
personal circumstances to ensure you make the 
right decisions. Our leasing team specialises 
in overseeing residential properties, provides 
consistent management and regularly examines 
portfolios to recommend ways to preserve and 
enhance asset values.”

Tim Hyatt, Head of Lettings  
T +44(0)20 7861 5044  
tim.hyatt@knightfrank.com

Residential Research
Liam Bailey
Global Head of Residential Research
T +44(0)20 7861 5133
liam.bailey@knightfrank.com

Knight Frank Residential Research provides strategic advice, consultancy services  
and forecasting to a wide range of clients worldwide including developers, investors, 
funding organisations, corporate institutions and the public sector. All our clients 
recognise the need for expert independent advice customised to their specific needs. 
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This report is published for general information only and not to be relied upon in any way. Although high standards 
have been used in the preparation of the information, analysis, views and projections presented in this report, no 
responsibility or liability whatsoever can be accepted by Knight Frank LLP for any loss or damage resultant from 
any use of, reliance on or reference to the contents of this document. As a general report, this material does not 
necessarily represent the view of Knight Frank LLP in relation to particular properties or projects. Reproduction of this 
report in whole or in part is not allowed without prior written approval of Knight Frank LLP to the form and content 
within which it appears. 

Knight Frank LLP is a limited liability partnership registered in England with registered number OC305934. Our 
registered office is 55 Baker Street, London, W1U 8AN, where you may look at a list of members’ names.

Knight Frank research reports are available at: 
www.KnightFrank.com/Research
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Gráinne Gilmore 
Head of UK Residential Research
T +44(0)20 7861 5102 
grainne.gilmore@knightfrank.com
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