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About This Guide 

Anyone owning a property will, at some time or other, find 

themselves subject to tax on that property.  If the property is 

rented out income tax may be payable, on sale possibly capital 

gains tax and/or stamp duty land tax charged, whilst on death 

inheritance tax may be levied.  

However, there is much that can be done to save or at least reduce 

the actual amount of tax payable. This guide contains 101 tax 

savings tips relating specifically to property.  

The tips follow the lifecycle of the ownership of a property starting 

with the different ways a property can be owned and financed, and 

continuing with any tax saving possibilities whilst renting, including 

how losses can be utilised effectively. There are chapters 

suggesting ways of minimising the capital gains tax and stamp duty 

land tax chargeable on sale, and a chapter giving tax planning tips 

on inheritance tax, including the use of trusts. 

It should be noted that the tips in this guide are for illustration 

purposes only and are intended to demonstrate where tax savings 

may be made. Any tax savings that are made will be dependent 

upon the precise circumstances of the situation and the examples 

are included as a guide only.  

It must be stressed that professional advice should always be 

sought when undertaking any form of tax planning. 
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1. Sole Trader 

A ‘sole trader’ is an individual who buys properties in his own 

name. The sole trader is taxed on any profits made on letting 

income received and any capital gain made on sale. 

Non-tax reasons for buying property as a sole trader: 

• You have no partner with whom to share the investment. 

• You wish to keep control of your investment, making your own 

decisions without having to consult another. 

Tax reasons for buying property as a sole trader: 

• If you have no other income the annual personal allowance 

can be deducted from any profit made on the letting income. 

• The property is purchased jointly and you are a non or basic 

rate taxpayer. If your partner is a ‘higher’ or ‘additional’ rate 

taxpayer then their share of the profit will be taxed at the 

higher rates. 

Sole Trader 

Joanne and Robert own a rental property 50:50. Joanne has no other 

income but Robert is a 50% (‘additional’) rate taxpayer. Net rental 

profit is £600 per month – £7,200 per tax year. 

Joanne:  No tax £7,200 x 50% = £3,600 (less than the personal 

allowance of £8,105). 

Robert:  Tax liability of £1,800 (£3,600 @ 50%). 

If Joanne owned the property as a sole trader there would be no tax 

liability on the full profit (£7,200 is less than the personal allowance). 
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2. Partnership 

A partnership exists when two or more persons let out more than 

one property. The difference between owners who let out jointly 

owned property and a partnership is that in a partnership there 

needs to be a degree of organisation similar to that required for an 

ordinary commercial business with a view to making a profit. A 

partnership agreement is therefore required. The individual 

partners are taxed on their share of the annual profits or gains 

made – not on their drawings. 

Non-tax reasons for buying as a partnership: 

• You wish to share the investment. 

• On death you wish the property to be transferred 

automatically to the partner who may not be your next of kin.  

• You wish to share the control and running of the properties. 

• You are not able to fund the investment on your own. 

Tax reasons for buying as a partnership: 

• You are a ‘higher’ or ‘additional’ rate taxpayer and your 

partner is a basic rate or a non-taxpayer. Correct tax planning 

can enable a reduction of the total tax bill. 
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Partnership 

Joanne and Robert own a portfolio of rental properties 50:50.  

Joanne is a basic rate taxpayer but Robert is a 50% ‘additional’ rate 

taxpayer. Net rental profit is £600 per month i.e. £7,200 per year = 

£3,600 each 

Joanne: Tax liability of £720 (£3,600 @20%). 

Robert:  Tax liability of £1,800 (£3,600 @ 50%). 

If Robert owned the properties as a sole trader the tax liability would 

be £3,600; by owning the properties in partnership there is a tax 

saving of £1,080. 
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3. Limited Liability Partnerships 

A Limited Liability Partnership (LLP) is a corporate body with its 

own legal personality.  

It must be registered at Companies House and have a minimum of 

two ‘members’.  Each partnership member is taxable on the income 

they derive from the LLP.  A company can be a member of a LLP. 

Non-tax reasons for buying as a LLP: 

• It is a legal body separate from its members. 

• The partners are protected from the acts of other partners, 

not having joint liability as for a general partnership. 

Tax reasons for buying as a LLP: 

• Different tax rates between partners. 

• Using an LLP combined with a company enables each 

individual partner to be allocated a sufficient share of profit to 

cover his drawings; the balance can then be allocated to the 

company which pays tax thereon at only 20% (provided the 

share is less than £300,000). 



101 Property Tax Secrets Revealed 

6  www.taxinsider.co.uk 

4. Profit Allocation 

A property owned jointly or in partnership does not necessarily 

mean that the rental profit or loss must be allocated in the same 

proportion as the underlying ownership of the property.  

The owners can agree a different split, the proportion referring to 

profits and losses only and not to the capital received should the 

property be sold. 

It would be advisable for there to be an agreement quite separate 

from the property purchase deed that confirms the proportion.  

The agreement could accommodate any change in the owners’ 

circumstances on an annual basis and thus ensure that the personal 

allowance and different tax rates are used to the best advantage 

each year. 
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Profit Allocation 

The purchase deed of 54 Dorchester Place shows that the property 

ownership is split 90:10 between John and his partner, Jane. The net 

rental profit is £7,200 per year. John is a ‘higher’ rate taxpayer whilst 

Jane is a student with no income other than her share of the profit. 

John’s annual tax bill is £2,592 on his 90% share (£7,200 x 90% @ 40% 

= £2,592); Jane has no tax to pay on her 10% share (£7,200 x 10% = 

£720 – less than the personal allowance). 

Joint net amount remaining after tax = £7,200 – £2,592 = £4,608. 

It would be more beneficial for the 90:10 split to be in Jane’s favour as 

this would mean a tax bill for John of £288 and nil for Jane. 

Joint net amount remaining after tax = £7,200 – £288 = £6,912. 

There would be a tax saving of £2,304. 
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5. Company 

There are different types of company but the one most commonly 

used for property tax planning is the private company limited by 

shares. Shareholders are the owners of the company which is 

administered by directors. Property can be owned by a limited 

company which can have just one shareholder/director. 

Non-tax reasons for buying as a company:  

• a limited company is a separate legal entity from the 

shareholders;  

• profits and losses belong to the company; 

• the company can continue regardless of the death, resignation 

or bankruptcy of the shareholders or directors;  

• the liability of shareholders is limited to the amount unpaid (if 

any) on the shares held; 

• if the company fails, the shareholders are not normally 

required to make good the deficit (unless personal guarantees 

have been given); 

• suppliers may be more ready to give credit to a company than 

to a sole trader or partnership; 

• a company may find it easier to raise finance. 

Tax reasons for buying as a company: 

The ‘small profits rate’ for a company is 20% on profits up to 

£300,000. Although companies do not have a personal allowance, if 

the net rental profits from a property business are taxed at the 

higher rate tax as an individual, it would potentially be more 

beneficial for the properties to be held inside a company. 
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6. Dealer Or Investor? 

Difference 

Someone buying property to let out on a long-term basis is deemed 

to be an investor, whereas someone buying property to refurbish 

then sell, whether resulting in a gain or not, will most likely be 

deemed to be trading in properties – the main factor being 

intention. 

Capital/investment transaction 

Unless losses are incurred on sale it is usually preferable for a 

transaction to be of a capital/investment nature and for the 

property to be held personally or via a partnership/joint 

investment, rather than held within a company. This is because 

individuals are allowed an annual exempt amount and invariably 

are charged a lower rate of capital gains tax than the tax rates 

charged on company profits.  

Property dealing/trading transaction 

If the transaction is in a property dealing/trading situation and the 

property owner is a ‘higher’ or ‘additional’ rate taxpayer, it is 

preferable for the property to be owned within a company because 

the corporation tax rates charged will be lower than the income tax 

rates charged. 

Dealer Or Investor 

Investment property does not qualify for Business Property Relief 

(BPR) when considering inheritance tax. 

Note: ‘Furnished holiday lettings’ are a business, not a property 

income investment, thus a BPR claim is potentially available. 
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7. Record Keeping 

UK-resident landlords are taxed on rental profits made wherever 

the properties are situated in the world. 

A record of the rental income, expenses incurred and capital items 

purchased must be kept. Separate sets of records are needed if the 

properties are let as furnished holiday lets. 

Keep: 

• invoices, expense and capital item receipts, rental statements; 

• past years’ income and expenditure accounts and Tax Returns 

submitted; 

• bank statements; 

• details of purchase of property – date of acquisition, purchase 

price including costs; and 

• if the property was previously the landlord’s main residence, 

details of periods when the landlord lived in the property and 

of periods let – to ensure PPR and letting relief are claimed. 

Record Keeping 

Keep records manually, using spreadsheets, or use software packages, 

for example ‘Landlords Property Manager’.  

HMRC have an index of the record-keeping requirements for a 

business at  

www.hmrc.gov.uk/recordkeeping/index.htm 

A penalty of up to £3,000 can be imposed by HMRC for failure to 

maintain adequate records for self-assessment purposes. 
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8. Ownership 

Persons who own property on their own do so in their sole name 

with sole rights. 

Spouses/civil partners can own property in their own names or 

joint names.  

The two legal ways in which property can be held jointly are: 

• Joint tenants – each has equal rights over the property; when 

one dies the property is automatically transferred into the 

other owner’s name. 

• Tenants in common – the share of each is separate, may be 

unequal and may be disposed of in lifetime or on death as the 

respective owner wishes. 
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9. Joint Spouse Ownership (1)  

By default, rental profit from property jointly owned by 

spouses/civil partners is taxed 50:50 irrespective of the underlying 

respective proportion of actual ownership. 

However, if it would be more income tax efficient for the split of 

profit to be different, the underlying ownership also needs to be 

changed to the same percentage. Plus, most importantly, a form 17 

‘Declaration of beneficial interest in joint property and income’ 

must be filed with HMRC within 60 days of the change of 

ownership (this restriction is strictly applied). 

The declaration comes into effect from the date of signature and 

remains in place until either the date on which the interests in the 

property or income change, or the owners stop living together as a 

married couple/civil partners.  
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 Joint Spouse Ownership (1) 

Andrew and Anne are married and jointly own a rented property.  

Andrew is a 50% ‘additional’ rate taxpayer and Anne is a 20% ‘basic’ 

rate taxpayer. Their accountant has calculated that it would be more 

beneficial for the profit to be split 80:20 to ensure that the least 

income tax is paid.  

The ownership is therefore changed to 80:20 and the declaration form 

17 signed, but unfortunately it was not submitted within the 60-days’ 

time limit.  

The income tax split therefore remains at 50:50 but legally the 

underlying ownership has changed to 80:20. 

To take advantage of the income tax benefit a new declaration form 

17 must be signed and resubmitted within a fresh 60-day time limit. 
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10. Joint Spouse Ownership (2) 

If one spouse owns rented properties in their own name but is a 

‘higher’ or ‘additional’ rate taxpayer and the other spouse is not, it 

would be beneficial for at least some of the rental profit to be 

taxed on the spouse.  

To alter the income tax percentage charged, ownership of part of 

the property must be transferred into the spouse’s name. 

Should the owning spouse not wish to transfer any material 

percentage ownership but still wishes to reduce their tax bill, a 

nominal amount of, say, 1% could be transferred.  

In this instance the HMRC form 17 ‘Declaration of beneficial 

interest in joint property and income’ must not be signed because 

not signing will ensure that the underlying property ownership is 

99:1 but the income split is 50:50. 

 Joint Spouse Ownership (2) 

Andrew and Anne are married. Andrew owns a property yielding 

£8,000 annually. Andrew is a 50% ‘additional’ rate taxpayer and Anne 

a non-taxpayer.  

Andrew transfers 1% of the property ownership to Anne, retaining 

99%. Each will be taxed on 50% of the income. As Anne is a non-

taxpayer this will produce a tax saving of £2,000. 

 




