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Historically, the calculation of SDLT on the acquisition of residential 
property in England, Wales and Northern Ireland was a relatively 
simple exercise.  However, following the introduction of a 3% 
additional rate for purchases of additional residential property 
and the differential rates dependent on whether the transaction is 
classed as residential or non-residential in nature, the application 
of SDLT is fast becoming an area for which professional advice is 
recommended.

Properties located in Scotland are subject to land and buildings 
transaction tax (LBTT) which is closely aligned to SDLT but a distinct 
tax enforced by Revenue Scotland. Land transaction tax (LTT) is 
due to come into force from 1 April 2018 for properties in Wales.

What counts as residential property?
The legislation defines residential property as any building that is 
used or is suitable for use as a dwelling or which is in the process 
of being constructed or adapted for such use. The reference to 
a dwelling includes gardens and grounds to be enjoyed with the 
dwelling and also extends to land that subsists for the benefit of 
the dwelling. This definition is open to interpretation and it can 
frequently be uncertain if the residential SDLT rates are applicable 
(which can present alternative filing positions).  

What counts as non-residential?
Non-residential means anything that is not wholly residential. 
However, the legislation specifically lists the following as being 
non-residential for this purpose:

• Halls of residence; for students in further or higher education 
• Hotels;
• Homes providing residential accommodation for children; and
•  Homes or other institutes providing personal care for those 

in need because of old age, disablement, dependence on 
drugs/alcohol or mental disorders.

Transactions involving six or more residential properties are 
deemed to be non-residential although the purchaser has the 
option to elect into the residential rates by applying multiple 
dwellings relief as referred to below.

The 3% additional rate
The 3% additional rate applies to all residential property purchases 
of £40,000 or more by individuals (who already own or have an 
interest in a residential property), companies, collective investment 
schemes and discretionary trusts (unless acting as nominee). This 
is the case regardless of where in the world their existing property 
is located.
If a residential property is being acquired by more than one owner, 
the 3% additional rate will apply to the total purchase cost for all 
owners if any one of them would be liable to the 3% additional rate. 

Spouses and civil partners will be treated as already owning other 
residential property if either of them holds such property on the date 
of completion of the new purchase. However, the 3% additional rate 
is not applicable in some cases where an individual already owns 
another dwelling; advice is recommended if the purchaser has an 
interest in an inherited residential property or is the life tenant of a life 
interest trust to ensure the correct SDLT is paid. 
For the purchase of residential property, the following rates of SDLT 
will apply to the portion of consideration that falls into each band:

Freehold purchase rate Normal Higher rate  
  (with 3% additional rate)

Up to £125,000 zero 3%

£125,001 - £250,000 2% 5%

£250,001 - £925,000 5% 8%

£925,001 - £1,500,000 10% 13%

£1,500,000 and over 12% 15%

Leases and SDLT
Payments made in connection with leases are also liable to SDLT.

SDLT is calculated on both the net present value (NPV) of rent and 
the lease premium, which are calculated separately.

SDLT on the premium is calculated using the normal residential, 
non-residential or mixed use rates as applicable with the 3% 
additional rate potentially applying to residential properties.

SDLT will also need to be calculated on the NPV. The NPV is the 
total rent payable across the lease term discounted by a factor of 
3.5%. The rates are as follows:

 Mixed use properties Residential properties

 NPV of rent   SDLT rate  NPV of rent SDLT rate

 £0 to £150,000 zero  

 The portion from  
 £150,001 to  1% £0 to £125,000 zero 
 £5,000,000 

 The portion above 2% The portion  1% 
 £5,000,000  from £125,000 

The 3% additional rate is not relevant to the calculation of SDLT on 
the NPV even if the NPV refers to a dwelling. 
The 3% additional rate may not apply if the dwelling is the only 
residence owned by the individual or is being acquired to replace 
the individual’s former main residence.
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Replacement main residences
A replacement of a main residence should not attract the 3% 
additional rate even if the individual also owns an investment 
property. However, if the sale of a former main residence does 
not complete on or before the end the day of completion of a 
new residence, the 3% additional rate of SDLT must be paid. The 
purchaser then has the opportunity to reclaim the 3% additional 
rate once the old residence has been sold.    
The above is subject to a three year rule whereby the purchaser 
must dispose of the former residence in either the three years prior 
to (effective from November 2018), or following, the purchase of the 
new main residence. Transitional rules may apply to transactions 
substantially performed prior to 26 November 2015.

Multiple dwellings relief
Where a purchaser is acquiring more than one dwelling as part 
of the same or linked transaction, they can elect to apply multiple 
dwellings relief (MDR). This means the SDLT is calculated by 
reference to the average consideration paid for each residential 
property. The 3% additional rate will apply but the averaging 
of the property values can, in some cases, lead to a significant 
SDLT saving, subject to a minimum tax rate of 1% or 3% when 
the additional rate applies. This election is available to both 
companies and individuals. The relief can be withdrawn in 
situations where an event occurs within three years from the sale, 
which had it occurred immediately before the sale, would have 
affected the eligibility for the relief. E.g. reducing the number of 
dwellings. 

Mixed use transactions
If a transaction includes a mixture of both residential and non-
residential property, the non-residential SDLT rates will apply.  
If the mixed transaction includes more than one residential 
dwelling, an election may be made for the MDR provisions to 
apply. The rules surrounding the application of multiple dwellings 
relief for mixed use property can be complex and professional 
advice should be sought where the rules are thought to apply. 
SDLT rates for the acquisition of non-residential properties 
(including transactions consisting of mixed property or six or 
more dwellings) are:
Purchase price Rate

Up to £150,000 Zero

£150,001 - £250,000 2%

£250,001 and over 5%

Acquisitions by non-natural persons
As introduced by FA 2013, a SDLT ‘slab’ charge of 15% 
applies to the purchase of a single residential property where 
consideration paid exceeds £500,000 by a ‘non-natural person’, 
including a company, a partnership with a corporate partner or a 
collective investment scheme.
The 15% rate of SDLT will apply to the entire consideration 
unless an exclusion applies. Where an exclusion applies normal 
banded SDLT rates must be applied (potentially including the 3% 

additional rate). The exclusion must continue to apply for three 
years from the effective date to prevent the ‘relief’ from the 15% 
charge being clawed back. Additionally, the property may be 
subject to the annual tax on enveloped dwellings (ATED) regime - 
please see our fact sheet ‘ATED and capital gains tax’. 

What constitutes an exclusion?
Broadly, this includes property that is:

• let to a third party on a commercial basis,
• acquired as part of a genuine property development trade,
•  intended to be run as a commercial trade and open to the

public for at least 28 days per year,
•  held as employee accommodation and made available to

employees in connection with the trade
•  acquired by a financial institution carrying on the business of

lending money,
•  a farmhouse occupied by working farmers or qualifying

former long-serving farmers

Linked transactions
Property transactions which take place as an arrangement or 
series of transactions between the same vendor and purchaser 
(including persons connected to either of them) are linked 
for SDLT purposes. In such cases, SDLT is calculated as if 
the purchase took place as one transaction. The purchaser 
does, however, have the option to elect for MDR to apply if the 
transaction includes more than one dwelling.

Penalties
SDLT returns are normally due for submission within 30 days 
of completion however this can be earlier if an agreement is 
substantially performed prior to completion. Returns received 
after the deadline but within three months of the due date will 
attract a penalty of £100. In all other cases, a penalty of £200 will 
apply. If not filed within 12 months, a tax based penalty and fixed 
penalty will apply. Penalties are due for payment within 30 days 
of the formal notice to pay being issued. Incorrect returns can 
attract a penalty of up to £3,000. 

Amending or correcting a return
If the transaction has already taken place, there is an opportunity 
to file an amended return, provided this is done within 12 months 
of the original filing date.  
Where SDLT has been overpaid, there is scope to claim a refund 
up to four years from the date of the purchase on which the 
SDLT was paid.
The complex rules mean that planning for SDLT has become an 
important consideration. If expecting to pay the 3% additional 
rate, it is recommended that the buyer seeks specialist 
professional advice. In cases where the transaction has already 
occurred, a SDLT review may produce an unexpected refund.
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