An Empty Property Tax

1.1 A recent report
 has suggested that there are at least one million vacant properties in the UK. This is a national scandal: waiting lists for social housing are interminable for many whilst large numbers are simply unable to afford a home of their own. 

1.2 The same report suggested that the owners of many of these vacant properties were offshore, tax haven companies registered in locations such as the British Virgin Islands, Jersey, Guernsey and Switzerland. For all practical purposes, it is almost impossible to determine who owns these companies. They could, for example, be owned by UK resident people who are hiding that fact by registering these properties in the names of tax havens companies.

1.3 Anecdotal evidence from HM Revenue & Customs also suggests that, although there is a requirement that a non-resident landlord company be registered with HM Revenue & Customs
 this scheme has become a virtual rubber stamping exercise: enquiry is not made as to the beneficial ownership of the companies that apply to receive rent from the UK without taxes being deducted at source and a list of properties the landlord owns is not demanded. 

1.4 This combination of circumstances suggests a considerable problem exists within the UK housing market and that a problem exists with the taxation of offshore landlords and that the two issues might coincide, especially when landlords have kept properties empty, holding them purely for speculative purposes on which no tax will arise. These issues need to be tackled, and in combination.

1.5 We propose three changes to taxation as a result. Firstly, we suggest that there be an annual tax on empty homes. This tax should be designed to force the property back into the housing stock available for use i.e. the rate should be designed to encourage those facing the charge to avoid it by selling or letting the property. The charge should therefore be a sum equivalent to five times the council tax charge that would be due upon the property if it were in use as a dwelling. This is reasonable: it represents the cost to society of having available dwellings left unoccupied in terms of deterioration of neighbourhoods, cost of alternative housing, the artificial increase in rents because available property is not made available to the market, and more. 
1.6 The current average annual council tax
 in England is £1,175 meaning the average tax charge under this proposed arrangement would be £5,875 and the total tax raised would amount to more than £5 billion a year, with a declining yield over time as properties are brought back into the housing stock. The average house price in the UK is currently
 approximately £225,000, meaning that the average tax due would be about 2.6% of a property’s value. The yield from this tax would be increased if vacant properties in the top council tax band were individually assessed to the tax at 2.6% of estimated current value. This would make the tax charge on an averagely priced detached house in Greater London (currently
 £521,000) approximately £13,500. In the event that tax was not paid the charge would be registered as due on the land registry entry for the property and would be collected whenever a future sale of the property took place, plus interest.

1.7 The second tax we propose is that unless an overseas landlord who is an individual is willing to prove that they have paid tax in their place of residence on the rent they will receive from a property in the UK then tax at basic rate should be deducted from all payments of rent made to them either by their tenant, or with much greater likelihood, by their letting agent. Procedures to do this are already in existence, but it is at present possible to apply for gross payment of the rent without ever proving that tax is paid elsewhere on the income arising. This should now change and tax should be paid in the UK in the first instance, until the income can be proven to have also been declared elsewhere.

1.8 In the case of the non-resident landlord being a company there should be a different requirement. In every such case tax should be withheld at source on the grounds that the property in the UK represents a taxable branch of the company in the UK. That tax withheld should be required to be paid to HM Revenue & Customs at least quarterly, but with the right to make applications for repayment at the year-end if it can be shown that the tax due on a  properly computed profit was less, but then only if the full beneficial ownership is reported to HM Revenue & Customs with evidence of the standard required by anti-money laundering regulations being submitted as evidence e.g. copies of passports as proof of identity and utility bills as proof of place of residence. This would curtail the massive risk of tax evasion in this market through the use of impenetrable offshore companies. 

1.9 The third tax would apply in the case of landlord companies that had not proven the identities of their owners: in such cases capital gains tax should be assessed on sale by requiring that 20% of all sale proceeds be paid as tax unless full beneficial ownership of the offshore owners of the company are provided and tax computations submitted, with tax still then being due on the resulting profit.

1.10 Research to date has not indicated precisely what part of the UK private rented sector is owned by companies to which these provisions might apply. The measure is suggested for reason of tackling abuse as well as for raising revenue, although it is very likely that a sum of hundreds of millions of pounds would be raised annually as a result of such changes.  
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