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A UK Real Estate Investment Trust (REIT) is a UK resident 

investment company or group of companies which carries on  

a property rental business, meets the various conditions as 

detailed in this factsheet and has given notice to HM Revenue 

and Customs (HMRC) that it wishes to apply the UK REIT regime. 

For the purposes of the REIT tax regime, a property rental 

business includes UK property businesses and overseas  

property businesses. 

The REIT regime can be used by individual companies and 

groups of companies. For ease of reference, throughout this 

factsheet any reference to a company shall also refer to a  

group of companies, unless otherwise stated. 

The company’s tax position
When a company meets the qualifying conditions (as detailed 

overleaf) and gives notice to HMRC to become a REIT, the 

company becomes transparent for tax purposes. The profits  

and gains arising from the qualifying property rental businesses 

are exempt from corporation tax and are instead taxed on  

the shareholders. 

As a result of entering the REIT regime and becoming exempt 

from corporation tax, the REIT must distribute at least 90% of 

its taxable income from the rental business in each accounting 

period to the shareholders. This must be distributed before the 

normal filing date of the company’s corporation tax return. 

However, there is no requirement for the company to distribute 

any gains on disposal of properties that are part of the business. 

Although the profits and gains from the property rental 

businesses will be exempt from corporation tax, the REIT will 

continue to pay corporation tax on the profits and gains from 

any other activities. 

UK Real Estate Investment Trusts

The activities that qualify to be tax-exempt under the REIT 

regime are ring-fenced from any other activities that may be 

carried out by the company. The qualifying REIT activity is the 

holding of property to generate a return from rental income, 

and therefore does not include activities such as the building of 

property for sale or the trading of property. Income from, for 

example, land used for farming or the running of a hotel is also 

not included in the REIT regime as these businesses are taxable 

as trades rather than as property rental businesses. 

There are additional types of income which are not considered 

to be rental income for the purposes of the REIT regime and 

these include, but are not limited to, rent in respect of the siting 

of a wind turbine, a pipeline for gas or oil or a mast or similar 

structure designed for use in electronic communication.

The shareholders’ tax position
As outlined above, when a company acquires REIT status, the 

profits and gains become exempt from corporation tax and 

90% of the rental income profits must be distributed to the 

shareholders. Generally, the REIT must deduct income tax at the 

basic rate (currently 20%) from the dividend payments before 

they are made to the shareholders.

Instead of being taxed as dividend income, the income is taxed 

as property rental income in the hands of the shareholders, with 

a credit given for any tax withheld. The REIT vehicle therefore 

allows shareholders to broadly achieve the same returns from 

their investment in the REIT as they would have if they had 

invested directly in the property. 

Gains made by the shareholders on the disposal of the REIT 

shares are chargeable to capital gains tax under the normal tax 

rules for disposing of shares. 
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Company conditions
There are a number of company conditions that must be met for 

a company to give notice to become a REIT:

A. The company must be solely UK resident.

B. The company must not be an open-ended investment 

company. 

C. The shares forming the company’s ordinary share capital are 

admitted to trading on a recognised stock exchange. 

D. The company must not be controlled by five or fewer 

participators (unless there is only one participator and that 

participator is an institutional investor).

E. The company must only issue ordinary shares or non-voting 

restricted preference shares. The company must only have 

one class of ordinary share capital.

F. The company must not be party to any loan where the 

interest is not commercial or the results are dependent on 

the profits or assets of the business. 

Conditions A, B, E and F must be met throughout the first 

accounting period in which a company wants to apply the REIT 

regime. Condition C must be met for at least part of the first 

day of the first accounting period and then throughout that 

accounting period. There is a three-year period in which 

condition D must be met. This enables family and start-up 

companies a three-year window to attract new shareholders 

without losing the ability to operate the REIT regime. Where an 

accounting period begins but does not end in the three-year 

period from the date on which the company enters the REIT 

regime, condition D must be met for the part of the accounting 

period falling outside the three-year window.

Property rental business conditions 
The following property rental business conditions must be met 

for a company to give notice to become a REIT:

• The property rental business must involve at least three 

separate rental properties and these may be commercial or 

residential properties. Whether a larger property consists of 

one or more separate properties should be considered. For 

example, an office block or university halls of residence may 

count as more than one property. Partly owned properties are 

not included. 

• No single property must represent more than 40% of the 

total value of all the properties involved in the property  

rental business. 

• There must not be any owner-occupied properties in the 

property rental business. 

• For a REIT group, the property rental businesses of all 

members of the group are treated as being a single business. 

Balance of business conditions 
Although a REIT may carry on other activities apart from its 

property rental business, the following conditions ensure that 

the property rental business is the company’s or group’s  

main activity:

• Profits from the property rental business must form at least 

75% of the company’s total profits in any accounting period. 

• At the beginning of each accounting period, the value of the 

assets relating to the property rental business must be at least 

75% of the value of assets held by the company or group.

Failure to meet these two conditions does not result in a 

company automatically leaving the REIT regime. A number of 

breaches of these conditions may be permitted provided they 

fall within the exceptions in the ‘minor or inadvertent’ rules. 

Other considerations
It is worth noting that the REIT regime contains a rule that 

where the REIT’s financing costs exceed a certain proportion of 

the REIT’s property rental profits for an accounting period, the 

financing costs exceeding the limit (capped at 20% of the 

property rental profits) become chargeable to corporation tax.  

A further restriction applies where a distribution is made to a 

corporate shareholder holding more than 10% of the REIT’s 

share capital or controls more than 10% of the voting rights of 

the REIT. In this event the REIT is treated as having received an 

amount of income, calculated by reference to the REIT’s profits 

and the percentage of rights held by the corporate shareholder, 

and is chargeable to corporation tax on that income. This is to 

avoid the situation where a non-UK corporate shareholder 

receives a dividend from the REIT but due to the size of its 

shareholding is able to avoid or reduce the tax to be withheld. 

These events are not treated as breaches of the REIT conditions 

and the company is not required to leave the regime as a result.

“A further restriction applies where a 
distribution is made to a corporate 
shareholder holding more than 10%  
of the REIT’s share capital or controls 
more than 10% of the voting rights  
of the REIT.”
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Giving notice to HMRC
A company or group meeting the above requirements must give 

notice to HMRC that it wishes to apply the REIT tax rules. Where 

the principal company of a group gives notice to be a group 

REIT, all 75% subsidiaries of that company are automatically 

included in the REIT regime.  

For further information please visit:

www.moorestephens.co.uk
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Notice must be given before the start of the accounting period 

in which the company wants the REIT regime to apply. The REIT 

company or group remains in the regime until either a notice  

to withdraw from the regime is given by the REIT or the regime 

ceases to apply due to a breach in the qualifying conditions. 

For further information relating to the conditions attached to 

the REIT regime, please contact your usual Moore Stephens 

adviser. 


