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Section 1) Executive Summary

Residential property can be a lucrative business, but profits or gains will be subject to 
tax. In this report we discuss some of the property tax planning options which are 
currently available.

Trading stock vs Investment property tax   (Section 2)  

Residential property can be purchased for different motives and this will impact upon 
the property tax treatment:

• to be resold in the short term at a profit (trading stock)
• for capital appreciation whilst generating rental income (investment property)

When trading stock is sold, it will generate trading profits which are taxable as 
business income. A trading business will also be eligible for additional tax reliefs such 
as Entrepreneur’s Relief and Substantial Shareholding Exemption to minimise tax.

An investment property, however, will generate capital gains or losses which are taxed 
differently, and many of the reliefs available to trading businesses are not available to 
investment businesses.

For properties held individually, higher or additional rate taxpayers will pay a much 
lower rate of 28% on capital gains from investment properties compared to 40% or 
45% on profits from trading stock.

Limited company vs Individual property ownership   (Section 3)  

The tax liability will depend on whether owners are basic, higher or additional rate 
taxpayers. The example in the table below shows the tax payable on a gain/profit of 
£80,500 for a higher rate taxpayer:

Total tax paid using: Investment property (£) Trading stock (£)

Ltd co. & all profits retained 14,600 16,100

Ltd co. & all profits 
distributed

31,075 32,200

Individual purchaser 19,488 29,845

This clearly shows that for both investment properties and trading stock, a limited 
company would save tax if profits are kept within the business or are re-invested. This 
is because a company only pays tax at 20%.

However, if the company were to pay out the profits as dividends, there would be 
another level of tax. So if the intention is to extract significant profits on a regular 
basis, it may better to hold the properties individually. This is especially the case for 
investment properties as individuals can also benefit from capital gains tax allowances 
and CGT tax rates are lower than income tax for higher/additional rate taxpayers.
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If multiple properties are purchased, multiple limited companies could also be used to 
contain risk if any 1 property runs into difficulties with mortgage repayments. Although 
lenders may demand cross or personal guarantees.

A director could also give a startup loan to the company to initially purchase property 
and this could be repaid tax free.

At the end of the company’s life, it could be closed down and the shareholder would 
pay capital gains tax on the return of capital. This may save tax compared to taking 
dividends out on annual basis. A company with trading stock could also claim 
entrepreneurs relief and so pay tax at only 10%.

The main disadvantage of using a limited company is that there is a double level of 
taxation, as more tax will need to be paid when the shareholders extract profits, 
A limited liability partnership (LLP) may offer the best of both worlds,. This is because 
they are transparent for tax purposes and can be structured with 1 individual partner 
and 1 corporate partner. This allows capital and income to be allocated to partners in 
an efficient manner to save property tax.

The following table highlights some of the key differences:

Trading stock 
(business income)

Investment property
(capital gains)

Corporation tax rate 20%* 
(if profits > £1.5m rate is 23% 

in 2013 & 21% in 2014)

20% 
but can also deduct indexation 

allowance for inflation

Individual tax rate Income tax rate (20/40/45%) 
plus Class 4 NIC (9/2%) 

depending on total level of 
income.

Capital gains tax at 18% for 
basic rate or 28% for higher 
rate taxpayers. (also higher 
personal allowance for CGT)

Entrepreneur’s relief 
(see Section 6)

Eligible: an individual could 
pay CGT at 10% on first £10m 
of lifetime gains, if dispose or 
close down a trading business 

Ineligible

Substantial 
shareholding 
exemption 
(see Section 8)

Eligible: a company can get 
tax free gains from selling 

trading companies if 
conditions are met.

Ineligible

Expenses (repairs vs 
capital)
(see Sections 10-11)

Expenditure on the property 
will be added to stock, and so 

will normally get the tax 
deduction on sale.

Immediate tax deduction for 
repairs which do not improve 

the property. Capital expenses 
will get relief from CGT on sale.

*From 1 April 2015 there will be one tax rate of tax rate of 20%. 
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Section 2) Trading stock vs Investment property

Trading stock and investment properties are taxed very differently.

In order to determine whether property is trading stock or investment property for tax 
purposes, a subjective test needs to be performed based on the principles derived 
from case law and HMRC interpretation. 

The key test depends on the purchaser's motive, however this is difficult to prove and 
so the courts and HMRC will analyse a number of factors to try and ascertain the true 
motives. There are also further rules to prevent avoidance of tax by trying to classify 
trading profits as capital gains1. 

The key factors are presented on the following page:

1 CTA 2010, ss 815–833 and ITA 2007, ss 752–772 
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Period of ownership Trading stock is generally sold relatively quickly, although a 
short time frame is not conclusive

Reason for the 
disposal

A property could have been purchased for long term 
investment but sold after a few months due to financing 
difficulties or to raise cash.

Significant marketing activities or dedicated sales 
operations could indicate trading.

Frequency of 
transactions

Several disposals at around the same time or in quick 
succession could indicate trading. 

An isolated sale could also be classified as trading if the 
normal badges of trade are present.

Transaction history If an established property trader acquires an investment 
property, there is a risk all their properties could be seen as 
trading stock eg Parkstone Estates Ltd v Blair [1966].

A separate company could be useful to maintain trading or 
investment status.

Activities to enhance 
value

Development to enhance the property to specifically to 
increase its value could be evidence of a trading motive, 
especially if sold in the short term.

Financing 
arrangements

Short term financing, or loans which cannot be repaid 
without disposing the property could indicate a trading 
motive

Income from the 
property

If no rental income is received, it may be difficult to prove 
an investment motive.

If a property is sold after a period of letting, it could still be 
investment or trading property depending on other factors:

• In Rellim v Vise [1951], the company was treated as 
an investment company for 7 years for properties it 
had purchased and let, but was treated as trading 
during the next 2 years during which they sold some 
of their properties.

• However, in CIR v Hyndland Investment Co Ltd 
[1929], a company sold 16 of 40 flats that it had held 
and let for > 20 years and this was deemed as a 
realisation of capital, not trading.

• In both cases of Spiers & Son Ltd v Odgen [1932], 
and Grenville Building Co Ltd v Oxby [1954], the 
builders built for sale, but on occasions let buildings 
before selling them. The profits on the sale of the let 
buildings were recognised as trading profits.

Accounting treatment Although inconclusive for tax purposes, classification as 
trading stock could provide evidence of a trading motive.
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Section 3) Holding vehicle: individual vs limited company

Property can be purchased individually or via a limited company. Apart from the legal 
considerations regarding the benefits of limited liability, there are also significant tax 
consequences as shown in the examples below and also in the table in Section 1) 
above.

In the examples below we have assumed that there is a profit or unindexed gain of 
£80,500 and the full calculations are attached in the appendices. 

A) The taxpayer has no other income: 

Total tax paid using: Investment property (£) Trading stock (£)

Ltd co. & all profits retained 14,600 16,100

Ltd co. & all profits 
distributed

20,805 21,930

Individual purchaser 16,287 26,059

This clearly shows that for trading stock, a limited company would be the most tax 
efficient vehicle as the overall level of tax is lower whether or not the company pays 
dividends to shareholders.

However, for an investment property, a limited company would only be best if the 
gains are retained. If a property were to be sold and the owner wanted to extract the 
gains, it would be more efficient to do this as an individual.

B) A higher rate taxpayer:

Total tax paid using: Investment property (£) Trading stock (£)

Ltd co. & all profits retained 14,600 16,100

Ltd co. & all profits 
distributed

31,075 32,200

Individual purchaser 19,488 29,845

Investment property strategy is similar to A). But if there is trading stock and all profits 
are to be distributed, an individual purchase would be more tax efficient than using a 
limited company.

C) An additional rate taxpayer:

Total tax paid using: Investment property (£) Trading stock (£)

Ltd co. & all profits retained 14,600 16,100

Ltd co. & all profits 
distributed

34,736 35,778

Individual purchaser 19,488 33,398

Similar position to higher rate taxpayers.
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Limited company
The key advantage of using a limited company is that it is a separate legal entity. 
Although it has to pay corporation tax on its profits, the shareholders will only suffer 
additional taxation if the company's post tax profits are distributed as dividends. 

If profits are retained or re-invested in the company to purchase further properties, 
there is no additional income tax or NIC to be paid for the shareholders. 

However, if the profits are distributed to shareholders, this creates a double level of 
taxation as the shareholders need to pay income tax on their dividends.

A limited company does not benefit from any personal allowances such as those 
received by individuals for income tax and capital gains tax.

A limited company can also benefit from SSE, where applicable.

Individual
If a limited company is not used, for trading properties there would be a much higher 
marginal tax rate of upto 47% for individuals earning more than £150k (45% income 
tax plus 2% Class 4 NIC). 

In addition, the taxpayer cannot exercise any choice over whether or not to distribute 
profits for tax purposes. The legislation simply assumes that all profits are distributed 
to the proprietors as there is no legal separation between the business and the owner. 
So all of the business' profits will be taxed at 47%, even if they are retained in the 
business bank account or re-invested. 
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Section 4) Structure if using a limited company

The owner could invest a minimal amount into the new company's share capital, eg 
£100 for 100 shares.

The remainder of the financing could then be introduced as a director's loan. Once the 
company starts to generate gains or profits, wealth can be extracted from the 
company by repaying the loan to the director without suffering any tax. Only once the 
director's loan has been fully repaid should the director receive salary or dividends 
(unless they are required to utilise the annual personal allowance for income tax)

If multiple properties will be purchased, it may be beneficial to establish multiple 
companies for individual properties or groups of properties financed by a common 
lender. This can help to limit liability in case any 1 property runs into difficulties. For 
example, if a property is unable to meet mortgage repayments due to long running 
disputes with tenants.

However, lenders may demand cross or personal guarantees where property is held in 
special purpose vehicles ('SPV') or where they consider covenants to be insufficient. 
This could potentially negate the benefit of using multiple companies.

If trading or capital losses are a possibility, multiple companies could be structured so 
as to be contained within a group and subject to at least 75% control by the parent 
company. This would allow losses and assets to be transferred throughout the group to 
save tax.
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Section 5: Partnerships

As shown in Section 3) above, there are instances where a limited company may be 
best for retaining profits in a business, whilst an individual purchase may be better for 
capital gains tax.

A partnership could be used to combine the best of both worlds as they transparent 
trading vehicles. This means that a partnership doesn't pay any tax itself, and the 
taxes on income and capital gains are bourne directly by the partners, depending on 
their profit share or fractional interest in assets. 

A formal partnership agreement can be used to allocate capital gains and income 
separately.

For example,  an investment property business could benefit from using a partnership 
to allocate its rental income to a corporate partner to build up reserves with which to 
make further investments. The capital gains could potentially be allocated to the 
individual partner to save tax, as shown above in Section 3).

The partnership agreement can also potentially be changed from time to time if 
required, however advice should be sought when doing so.
The partnership could be in the form of a Limited Liability Partnership (LLP), Limited 
Partnership (LP) or a General Partnership. Their characteristics are outside of the scope 
of this report, but LLPs are often used for property businesses due to:

• limited liability (although this may be negated by lenders requiring personal 
guarantees)

• no minimum capital requirement for utilising losses
• no requirement for general partner with unlimited liability
• no restriction on activities and an LLP can hold property in the same way as an 

individual
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However, an LLP will involve greater levels of administration for filing of accounts etc. 
An LLP will also need to demonstrate that it is carrying on a business with a view to a 
profit to benefit from tax transparency2, for example by using business plans and 
budgets.

2 s.59A of Taxation of Chargeable Gains Act 1992 and s.863 of Income Tax (Trading and Other Income) Act 2005 
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Section 6) Entrepreneur’s relief

Entrepreneur’s relief allows lifetime capital gains of £10m to be taxed at just 10%, 
generating significant savings compared to 28% which is normally paid by higher rate 
taxpayers.

There are a number of conditions to be met outside the scope of this report and 
subject to these, the following disposals qualify for relief3:

a) a disposal of the whole or part of a business as a going concern;
b) a disposal of (or of interests in) one or more assets in use, at the time at which 

a business ceases to be carried on, for the purposes of the business;
c) a disposal of one or more assets consisting of (or of interests in) shares in or 

securities of a company;
d) assets used in a partnership or company if the disposal coincides with the 

individual's withdrawal from the partnership or with the sale of their shares in 
the company. 

“A business” includes anything which is a trade, profession or vocation, and is 
conducted on a commercial basis and with a view to the realisation of profits4. 
Property trading businesses should therefore qualify for Entrepreneur's relief. 

One method for taking advantage of Entrepreneur's relief would be to allow profits or 
assets to build up in a limited company by extracting only a minimal level of 
dividends, and to then sell the shares or to close the company down.

However, owners of property investment businesses cannot claim Entrepreneur's relief 
as they are not trading and this also applies to point c) above for shares in a limited 
company which is not trading5. 

Note also that a trading company cannot have substantial non-trading activities and 
that substantial is normally interpreted as 20%6. This means that investment 
properties may need to be kept in separate vehicles from trading properties if their 
rental income or asset base exceeds 20% of the total for the company.

3 TCGA 1992, s.169I
4 TCGA 1992, s.169I (6)(a)
5 TCGA 1992 s.169L(4)(b)
6 TCGA 1992 s.165A and CG64090
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Section 7) Loan interest

If an individual finances property purchases using loan finance, the interest expense 
will normally be a deductible expense against the rental income.

If a limited company is used, a shareholder will normally obtain the tax deduction if 
they borrow to buy shares in the company or give them a loan.

However, if an individual borrows money to finance a property purchased by an LLP, 
then no relief is usually available and the loan would need to be taken out by the LLP 
itself to obtain the deduction.

If a limited company borrows a loan, the interest will be normally be tax deductible.

Section 8) Substantial shareholding exemption
If a company disposes of its shares in another company, then the gain will be exempt 
if the following criteria7 are met:

1) the seller holds at least a 10% interest in the ordinary share capital, profits 
available for distribution and assets upon winding up of the company being 
sold 

2) the shareholding must have been held throughout a 12 month period in the 2 
years preceding the disposal

3) the buyer must be a trading company or member of a trading group both 
before and immediately after the disposal

These criteria mean that a parent company could potentially setup various 
subsidiaries to hold trading properties and then sell the shares in the subsidiaries, 
rather than selling the properties directly. This could create tax free property 
development.

However, the third requirement will not always be possible as it excludes individual 
buyers and also investment property companies which are not classed as trading. 

Illustration
In the example below, Company A wishes to sell Property 2. But rather than sell it 
directly, it sells its shares in Company B to a third party, Company C. Although 
Property 2 now has a new indirect owner, the name on the title register would remain 
the same, as it is still directly owned by Company B.

7 TCGA 1992 Sch 7AC
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Section 9) Principal private residence exemption

In some cases an individual could nominate an additional residential property as their 
main residence and live there for a time. If this is done, then the proportion of time 
spent living there, compared to total period of ownership, will be exempt from CGT, in 
addition to the final 3 years of ownership.

However, this exemption is not available if a dwelling house is acquired for the 
purposes of realising a gain on disposal.

Section 10) Investment property expenses: revenue vs capital

An investment property with a rental business will have various costs and expenses. 
Expenses of a revenue nature are tax deductible against the rental income, reducing 
the profits for tax.

However, expenses of a capital nature are only deductible against capital gains, and 
so will only be realised on disposal of the assets.

The nature of revenue vs capital expenditure is explained by HMRC 
PIM2020:

Capital
The cost of land and any buildings on it is capital expenditure. So is the cost of any  
new buildings erected after letting has started and any improvements.  

Examples of capital expenses include:

• expenditure which adds to or improves the land or property; for example,  
converting a disused barn to a holiday home,

• the cost of refurbishing or repairing a property bought in a derelict or run-down  
state,”

Repairs
Repair means the restoration of an asset by replacing subsidiary parts of the whole  
asset. There won’t be a repair if a significant improvement of the asset beyond its  
original condition results.

Examples of common repairs that are normally deductible in computing rental  
business profits include:

• exterior and interior painting and decorating,
• stone cleaning,
• damp and rot treatment,
• mending broken windows, doors, furniture and machines such as cookers or  

lifts,
• re-pointing, and
• replacing roof slates, flashing and gutters.

A repair or replacement of a part of a building using modern materials may give an  
apparent element of improvement because of the greater durability, superior qualities  
and so forth of the new material. But the cost normally remains revenue expenditure  
where any improvement arises only because the taxpayer uses new materials that are  
broadly equivalent to the old materials.
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Where a significant improvement arises from the change of materials, the whole of  
the cost is capital expenditure. This includes things like redecoration after the main  
work has been done (redecoration would ordinarily be a revenue expense). The entire  
cost is capital expenditure, including the expense of making good any damage to  
decorations.

Repairs etc after a property is acquired:
Repairs to reinstate a worn or dilapidated asset are usually deductible as revenue  
expenditure. The mere fact that the taxpayer bought the asset not long before the  
repairs are made does not in itself make the repair a capital expense. But a change of  
ownership combined with one or more additional factors may mean the expenditure is  
capital. 

Examples of such factors are:
• A property acquired that wasn’t in a fit state for use in the business until the  

repairs had been carried out or that couldn’t continue to be let without repairs  
being made shortly after acquisition.

• The price paid for the property was substantially reduced because of its  
dilapidated state. A deduction isn’t denied where the purchase price merely  
reflects the reduced value of the asset due to normal wear and tear (for  
example, between normal exterior painting cycles). This is so even if the  
taxpayer makes the repairs just after they acquire the asset.

Note that capital allowances are not available for plant and machinery in  residential 
properties.

However, individuals letting furnished accommodation can claim wear and tear 
allowances of 10% of the net rent (rent less charges and services normally bourne by 
the tenant but are actually bourne by the landlord, such as council tax or water rates).

Capital gains tax

Except where there is specific provision to the contrary, allowable expenditure for 
capital gains tax purposes is restricted to the amount paid by the taxpayer wholly and 
exclusively for8:

• acquiring the asset
• creating the asset
• enhancing its value
• establishing, preserving or defending title to or rights over the asset
• incidental costs of acquisition and disposal such as legal and professional fees 

that directly relate to the cost of acquiring or disposing of an investment are 
also also allowable.

However, sums allowable in computing income or profits are not allowable for CGT 
purposes so this will exclude interest and mortgage fees, general legal and 
professional fees and also insurance against risk of damage/depreciation, amongst 
others.

8 TCGA 1992, s.38
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Section 11) Valuation of trading stock

Trading stock is valued at the lower of cost or net realisable value9 or mark to market 
for tax purposes, however mark to market would result in unrealised profits being 
taxable.

The accountancy treatment of stock is set out in SSAP9 - “Stocks and long term 
contracts” is normally accepted as being valid for tax purposes10. 

SSAP 9 para 17 defines Cost as expenditure which has been incurred in the normal 
course of business in bringing the product to its present location and condition. This 
expenditure should include, in addition to the “cost of purchase”, such “costs of 
conversion” as are appropriate to that location and condition.
Para 18 mentions “Cost of purchase” comprises purchase price, handling costs and 
other directly attributable costs.   (ie This would include legal and professional fees 
and stamp duty etc)

Para 19 mentions “Cost of conversion” comprises:
a) costs which are specifically attributable to units of production eg direct labour, 

direct expenses and sub-contracted work
b) production overheads (ie unrelated to selling or administration)
c) other overheads if attributable to bringing the product to its present location 

and condition.

This means that most expenditure on trading properties would normally be held in 
stock in the balance sheet and wouldn't expensed in the profit and loss until the 
property is disposed. Expenditure which may have been classified as revenue for 
investment properties would potentially need to be included within stock. However, 
this would appear to be reasonable as the deduction would be matched against the 
income In the period of the disposal.

HMRC explain what is meant by trading stock in   BIM33015 & 33030 & 33035:  

The stock of a trade can be anything acquired with a view to reselling at a profit.

Stock includes work-in-progress and long-term contracts.

The stock of a trade will consist of any asset, whether tangible or intangible, which is  
acquired with the intention of resale at a profit. It is important, from the viewpoint of  
determining the amount of a businesses profits, to distinguish between stock,  
sometimes described as ’circulating capital’, and the ’fixed capital’ of the business.

Viscount Haldane in John Smith and Son v Moore [1921] 12TC266, said “fixed capital  
is what the owner turns to profit by keeping it in his own possession, circulating  
capital is what he makes profit of by parting with it and letting it change masters”.

Millet LJ referred to the distinction between fixed and circulating capital in the case of  
Vodafone Cellular Ltd & Others v Shaw [1997] 69TC376. He described “a commodity  
which is turned over or exploited in the course of a trade at a comparatively early  
date” as having the characteristics of circulating rather than fixed capital.

9 CIR v Cock Russell & Co Ltd [1949]
10 Ostime v Duple Motor Bodies Ltd [1961]  and Threlfall v Jones [1993] 
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Trading stock is defined in ITTOIA/S174 and CTA09/S163. It is given a wide meaning.  
When considering whether these sections apply the trading stock must fall within this  
definition. In deciding what is trading stock generally the case law should be  
considered.

The definition in both ITTOIA and CTA09 include trading stock which would be sold in  
the ordinary course of the trade, and any stock which is still being manufactured or  
otherwise being made ready for sale. It also includes raw materials and consumables,  
that is materials that are used up in the production process, and any items that would  
be treated as work in progress. It also includes any services, article or material that  
would be work in progress of a profession or vocation.
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Section 12) Further considerations

Stamp duty
Stamp duty is a complex area of taxation outside of the scope of this report, however, 
it will normally be a tax deductible expense for capital gains tax or from trading 
profits. The rates for residential property are as follows:

Purchase price of property
Rate of SDLT (percentage of the 

total purchase price)
£0 - £125,000 0%
£125,001 - £250,000 1%
£250,001 - £500,000 3%
£500,001 - £1 million 4%
Over £1 million - £2 million 5%
Over £2 million 7%
Over £2 million bought by 
corporate bodies

15%

VAT
The sale, lease or letting of residential buildings is  generally exempt from VAT. This 
means that no output VAT will need to be added to rent or the sales price of the 
property. However, it also means that the input VAT suffered on expenses and 
overheads cannot be reclaimed.

The disposal of a property as part of a transfer of a going concern (ie disposal of a 
business) is also usually outside of the scope of VAT, subject to certain conditions.

Other issues
Property businesses and transactions cover a wide range of taxation issues. The 
following areas or issues which may also need to be considered, but are outside of the 
scope of this report:

• Group companies
• Change of intention
• Losses
• Residence/domicile/offshore
• Using EIS to defer gains arising on property-related assets 
• Inheritance tax
• Pensions

Please contact us if you should like advice on any of the above areas:

Phone 020 7100 3610
Email enquiries@mah.uk.com

Address MAH, Chartered Accountants
5 Wormwood Street
London
EC2M 1RQ
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Appendix A: No other income (besides this property)

Summary (2013/14 rates)

Total tax paid using:
company 14,600 16,100

company plus dividends 20,805 21,930
individual 16,287 26,059

Full calculations

Net sales proceeds
Sales proceeds 400,000 400,000
Less costs of selling -2,000 -2,000
Net sales proceeds 398,000 398,000

Less cost of acquisition:

Purchase price -250,000 -250,000
Acquisition costs -5,000 -5,000
Stamp duty -7,500 -7,500

-262,500 -262,500

Less cost of enhancement
Planning permission -2,000 -2,000

-50,000 -50,000

-3,000 -3,000
-55,000 -55,000

Unindexed gain/profit 80,500 80,500

1) Company

Corporation tax
Unindexed gain/profit from above 80,500 80,500
Less: indexation allowance N/A
Eg 1 yr rate approx 0.03 -7,500

Indexed gain 73,000 N/A

Corporation tax at 20% 14,600 16,100

Investment 
property

Trading 
stock

Investment 
property

Trading 
stock

Works to improve value of 
property or extensive alterations

Repairs to enable human 
habitation if unfit prior to 
acquisition



Income tax  

80,500 80,500

Less corporation tax -14,600 -16,100

Retained profit per accounts 65,900 64,400

Cash dividends 65,900 64,400

Deemed tax credit 7,322 7,156

Gross dividends 73,222 71,556

Less personal allowance -9,440 -9,440

Taxable income 63,782 62,116

First £32,010 taxed at 10% 3,201 3,201

Balance taxed at 32.5% 10,326 9,784

Less tax credit on dividends -7,322 -7,156

Total tax on dividends 6,205 5,830

Total tax paid 20,805 21,930

2) Individual

80,500 80,500

Less tax free allowance -10,900 -9,440
Statutory taxable income 69,600 71,060

Tax bands:

Basic rate tax upto £32,010 32,010 32,010
Higher rate tax 37,590 39,050

69,600 71,060

Tax to be paid:
Basic rate tax 18% 5,762 20% 6,402
Higher rate tax 28% 10,525 40% 15,620

16,287 22,022

National insurance
Class 2 N/A 138
Class 4 N/A 3,899

4,037

Total tax paid 16,287 26,059

Assume accounting profit is same 
as Unindexed gain

Capital gain or trading profit from 
above



Appendix B: Higher rate taxpayer

Summary (2013/14 rates)

Total tax paid using:
company 14,600 16,100

31,075 32,200
individual 19,488 29,845

Full calculations

Net sales proceeds
Sales proceeds 400,000 400,000
Less costs of selling -2,000 -2,000
Net sales proceeds 398,000 398,000

Less cost of acquisition:

Purchase price -250,000 -250,000
Acquisition costs -5,000 -5,000
Stamp duty -7,500 -7,500

-262,500 -262,500

Less cost of enhancement
Planning permission -2,000 -2,000

-50,000 -50,000

-3,000 -3,000
-55,000 -55,000

Unindexed gain/profit 80,500 80,500

1) Company

Corporation tax
Unindexed gain/profit from above 80,500 80,500
Less: indexation allowance N/A
Eg 1 yr rate approx 0.03 -7,500

Indexed gain 73,000 80,500

Corporation tax at 20% 14,600 16,100

Investment 
property

Trading 
stock

company plus all profits 
distributed as dividends

Investment 
property

Trading 
stock

Works to improve value of 
property or extensive alterations

Repairs to enable human 
habitation if unfit prior to 
acquisition



Retained profit after tax 65,900 64,400

Cash dividends 65,900 64,400
Deemed tax credit 7,322 7,156
Gross dividends 73,222 71,556

Taxed at 32.5% 23,797 23,256
Less tax credit on dividends -7,322 -7,156
Total tax on dividends 16,475 16,100

Total tax paid 31,075 32,200

2) Individual

80,500 80,500
Less tax free allowance -10,900 -9,440
Statutory taxable income 69,600 71,060

28% 19,488 40% 28,424

National insurance

Class 2 N/A 0

Class 4 N/A 1,421
1,421

Total tax paid 19,488 29,845

Capital gain or trading profit from 
above

Tax to be paid at highest available 
rate:



Appendix C: Additional rate taxpayer

Summary (2013/14 rates)

Total tax paid using:
company 14,600 16,100

34,736 35,778
individual 19,488 33,398

Full calculations

Net sales proceeds
Sales proceeds 400,000 400,000
Less costs of selling -2,000 -2,000
Net sales proceeds 398,000 398,000

Less cost of acquisition:

Purchase price -250,000 -250,000
Acquisition costs -5,000 -5,000
Stamp duty -7,500 -7,500

-262,500 -262,500

Less cost of enhancement
Planning permission -2,000 -2,000

-50,000 -50,000

-3,000 -3,000
-55,000 -55,000

Unindexed gain/profit 80,500 80,500

1) Company

Corporation tax
Unindexed gain/profit from above 80,500 80,500
Less: indexation allowance N/A
Eg 1 yr rate approx 0.03 -7,500

Indexed gain 73,000 80,500

Corporation tax at 20% 14,600 16,100

Investment 
property

Trading 
stock

company plus all profits 
distributed as dividends

Investment 
property

Trading 
stock

Works to improve value of 
property or extensive alterations

Repairs to enable human 
habitation if unfit prior to 
acquisition



Retained profit after tax 65,900 64,400

Cash dividends 65,900 64,400

Deemed tax credit 7,322 7,156

Gross dividends 73,222 71,556

Taxed at 37.5% 27,458 26,833

Less tax credit on dividends -7,322 -7,156

Total tax on dividends 20,136 19,678

Total tax paid 34,736 35,778

2) Individual

80,500 80,500
Less tax free allowance -10,900 -9,440

Taxable income/gain 69,600 71,060

28% 19,488 45% 31,977

National insurance
Class 2 N/A 0

Class 4 N/A 1,421
1,421

Total tax paid 19,488 33,398

Capital gain or trading profit from 
above

Tax to be paid at highest available 
rate:


