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I bought my house back in 1970 for £10,000 when I just got married.  My wife died some years ago and I want to downsize to a smaller house.  I’ve managed to get planning permission to sell off part of the garden for a block of flats and I’ve just agreed a sale of the house.  That leaves the land, but I’d prefer to sell that later because I don’t fancy being there when the builders start digging up my old garden.  However someone has told me I should be selling the land first and the house second as otherwise I might get taxed – do you agree?

What you paid in 1970 would get you a very nice house, so although you don’t tell me the current figures I assume you are perhaps looking at figures of £400,000 for the house and £200,000 for the land.  That’s turned out to be a very prudent investment, particularly as I assume you paid off your £9,000 mortgage (90% maximum in those days) many years ago.

If my estimates are right, then you’ve got a massive total gain of almost £600,000.  Normally of course if you make a capital gain you have to pay tax on that gain from date of acquisition to date of disposal.  That’s charged at your income tax rate – so if you’re a higher rate taxpayer it could be a hefty 40% of your total gain – though the rules are more complicated than that.

However we have always enjoyed an exemption from capital gains tax for houses that we occupy as our residence (principal private residence exemption or PPR for short).  Other European countries don’t, so for how long this tax perk will remain is anyone’s guess.    So if you sell your house first, your PPR will apply to the sale price of the house and no capital gains tax will be levied.  However, once you have parted with ownership of the house you’ll no longer be able to claim PPR on the land since you don’t use the garden as your residence.  And when you come to sell your land, you’ll be taxed heavily on its increase in value from 1970 to date of sale.

So your friend is right – sit tight in the house and get that land sold first.  Then sell the house.    And arrange to be away on holiday spending that windfall when the diggers move in.  

