
 
 

French 2011 Supplementary Budget 

Taxation of Capital Gains on Immoveable Property 

 

The French 2011 Supplementary Budget has updated the rules of capital gains tax 
resulting in a considerable increase of tax for individuals selling their property as from 
February 1, 2012. 

The French 2011 Supplementary Budget (LFR 2011) voted by the French parliament on 
July 6, 2011 which came into force on July 31, 2011 includes substantial changes to the 
taxation of capital gains tax, wealth tax, income tax and inheritance tax for individual 
owners and property holding companies. This article focuses on the part of LFR 2011 
dealing with the taxation of capital gains on immoveable property and is especially relevant 
to a UK individual selling a French second home held directly or through a company from 
February 1, 2012. 

Background to the French system of taxing capital gains 

The general rules for taxing capital gains on property remain unchanged. The capital gains 
of individuals or tax transparent entities subject to art.8 of the Code Général des Impôts 
(e.g. SCIs) on the sale of immoveable property or on interest in such entities (SCI shares) 
are subject to French income tax.1 

There are exemptions for the individual’s main residence or where the sale price is less 
than 15,000 EUR and for the residence of EU nationals who have been residents of France 
for two consecutive years prior to the sale and are still in occupation of the property on the 
1st January of the year before the sale.  

The taxation is on the capital gain calculated by reference to the sale price and the 
purchase price. The sale costs are deducted from the sale price; and the purchase costs 
and capital improvements are added to the purchase price. 

If the actual purchase costs cannot be established with certainty, a fixed 7.5 per cent of the 
original purchase price may be added.  As regards the costs of capital improvements 
(additional building works), these may be added to the purchase price with supporting 
evidence of payment to a professional contractor (paid invoices). If the actual costs of 
improvements cannot be established with certainty, a fixed 15 per cent of the original 
purchase price may be added. This allowance is however only available as from the fifth 
year of ownership.2  

The conveyancing Notaire is responsible for calculating the capital gain and paying the tax.  
If the sale price is above 150,000 EUR, a représentant fiscal accrédité (tax representative) 
is appointed by the Notaire who will guarantee payment of the tax for 3 years. The French 
Revenue have three years to review the position after which statute of limitation applies. 

                                              
1 CGI art. 150U to 150UD. 
2 CGI art. 150VB. 



Taper relief  

The position prior to February 1, 2012 

A 10 per cent per year relief was available after the end of the fifth year of ownership, 
resulting in a total exemption after 15 years.3  A further 1,000 EUR fixed relief per individual 
seller (2,000 EUR for a couple) applied in addition.4 

The resulting net gain was subject to income tax as follows: 

 French residents: 19 per cent 

 Other EU residents: 19 per cent 

 Non-EU residents: 33 1/3 per cent 

 Residents of “Non-cooperative states”5 50 per cent 

The Notaire was responsible for calculating and paying the tax within two months from 
completion.6  

The position from February 1, 2012 

As previously relief is only available from the fifth year of ownership. However, the 10 per 
cent per year relief is replaced by the following progressive schedule: 

 2 per cent per year as from the end of the fifth year 

 4 per cent per year as from the end of the seventeenth year  

 8 per cent per year after the end of the twenty fourth year 

As a result, total exemption is now only available after 30 years of ownership instead of 15 
(see below).  The position may be summarised as follows: 

 

Years of ownership 
Relief 

Until 31/01/2012 Since 01/02/2012 

From 0 to 5 0% 
 

0% 
 6 10% 2% 

7 20% 4% 
8 30% 6% 
9 40% 8% 

10 50% 10% 
11 60% 12% 
12 70% 14% 
13 80% 16% 
14 90% 18% 
15 100% 20% 
16 100% 22% 

                                              
3 CGI art. 150VC. 
4 CGI art. 150VE. 
5 Since January 1, 2011: Anguilla, Belize, Brunei, Costa Rica, Dominica, Grenada, Guatemala, Cook 
Islands, Marshall Islands, Liberia, Montserrat, Nauru, Niue, Panama, Philippines, Saint-Vincent & the 
Grenadines, Oman and Turk & Caicos. 
6 CGI art. 647.3. 



17 100% 24% 
18 100% 28% 
19 100% 32% 
20 100% 36% 
21 100% 40% 
22 100% 44% 
23 100% 48% 
24 100% 52% 
25 100% 60% 
26 100% 68% 
27 100% 76% 
28 100% 84% 
29 100% 92% 
30 100% 100% 

 

The 1,000 EUR relief has been abolished and the Notaire now only has one month to 
submit the capital gains declaration. 

Example of calculation (all figures in Euros) 

 January 2002: purchase price 1,000,000 

 January/February 2012: sells for 2,000,000 

 

The update therefore results in a substantial increase of tax for a number of sellers. 

 

Sale price (2012)  2,000,000 

Tax representative + surveys (say) -25,000  

Total  1,975,000 

Purchase price (1992) -1,000,000  

Purchase costs allowance (7.5%) -75,000  

Building works allowance (15%) -150,000  

Total -1,225,000  

Capital gain  750,000 

 
 Jan 2012 Feb 2012 

Taper relief  50% 10% 

Fixed relief  1,000 0 

Net taxable gain  374,000 675,000 

Tax (19%)   71,060 128,250 



UK position / double tax treaty 

The application of particular French double tax treaties on income tax may override a 
charge to French tax in particular circumstances and needs to be carefully considered.7  
Under art.14 of the double tax treaty between France and the United Kingdom of June 19, 
2008 (effective from January 1, 2010):  

“1. Gains derived from the alienation of immovable property referred to in Article 6 
and situated in a Contracting State may be taxed in that State.  

2. Gains derived from the alienation of:  

(a) shares, other than those regularly traded on an approved Stock Exchange, or 
rights deriving their value or the greater part of their value directly or indirectly from 
immovable property referred to in Article 6 and situated in a Contracting State;  

……….. 

…. 

May be taxed in the State in which the immovable property is situated.” 

Whereas article 24 provides that: 

“Subject to the provisions of the law of the United Kingdom regarding the allowance 
as a credit against United Kingdom tax of tax payable in a territory outside the 
United Kingdom (which shall not affect the principle hereof): 

a) French tax payable under the laws of France and in accordance with this 
convention, whether directly or by deduction, on profits, income or chargeable gains 
from sources within France (excluding in the case of a dividend, tax payable in 
respect of the profits out of which the dividend is paid) shall be allowed as a credit 
against any United Kingdom tax computed by reference to the same on profits, 
income or chargeable gains by reference to which French tax is computed;”  

Therefore, as under most double tax treaties, France retains the right to apply tax to the 
sale of French situated property under its own domestic rules. If taxation also applies under 
UK domestic rules (i.e. the vendor is UK domiciled and resident), double taxation is avoided 
on the basis of a credit available in the United Kingdom. 

In most cases taxation in the United Kingdom will be at a higher rate than in France so that 
the new rules will be of limited impact.  The situation is obviously different if no tax is 
payable in the United Kingdom: for instance, if capital losses may have arisen or if the 
vendor is only taxed on a remittance basis. 

SCIs 

Double tax treaty protection is however only available if the tax and the taxpayers are the 
same in both countries. This is the case with an individual seller but results in a “mismatch” 
in the case of an SCI which is regarded as transparent in France (income tax payable by 
the shareholders) and opaque in the United Kingdom (corporation tax payable by the 
company). 

Until the late 1990s, it was generally accepted that French SCIs were transparent for UK 
tax purposes and should be treated, as they were in France, like a partnership rather than a 
company with the benefit of double taxation relief. However, following Memec PLC v Inland 
Revenue Commissioners,8 HMRC classified foreign entities as transparent or opaque for 
                                              
7 French tax treaties are available at: http://www.impots.gouv.fr. 

8 Memec PLC v Inland Revenue Commissioners [1998] STC 754. 

http://www.impots.gouv.fr/


UK tax purposes.9 French SCIs were classified as opaque which was subsequently 
confirmed in Tax Bulletin issue 50 [February 2001].   

The use of an SCI to purchase a residential property in France certainly has advantages10 
and may appear more flexible than holding the property directly. However, because the 
entity is opaque it is liable to UK corporation tax on the sale of the property or distribution of 
dividends resulting in double taxation. 

Taxation of the capital gain on a property owned by a UK company (UK limited 
company) 

French position - sale of the property by the company  

The position remains unchanged following the LFR 2011. Subject to the specific provisions 
of a double tax treaty, gains realised by foreign companies are subject to a specific 
prélèvement (withholding tax) of 33 1/3 per cent (50 per cent if the company is registered in 
a non-cooperative state). 

In case of a UK limited company, the prélèvement applies to UK companies under art. 6 of 
the Double Tax Treaty. 

As for any company domiciled in the EU, the gain is determined under the rules of French 
corporation tax (impôt sur les sociétés) which requires the annual depreciation of the 
property in the company’s accounts.  This results in an increased tax liability every year, 
the capital gain being calculated by reference to the depreciated value. 

If the company files an annual impôt sur les sociétés return (n° 2065), the prélèvement may 
be credited against the impôt sur les sociétés and any amount in excess is refundable. The 
normal rate of impôt sur les sociétés is 33 1/3. This rate is reduced to 15 per cent for small 
to medium companies with an annual turnover less than 7,630,000 EUR and a net profit 
less than 38,120 EUR. The latter amount can quickly be reached on the year of selling the 
property. 

Sale of the company’s shares 

Where there is a sale of the company’s shares, on the other hand, the LFR 2011 has 
introduced new reporting obligations and stamp duty provisions. 

As previously, the prélèvement above applies to the sale of the shares of a foreign private 
company deriving their value or the greater part of their value directly or indirectly from 
French immovable property (société à prépondérance immobilière). 

In this respect, LFR 2011 introduces new reporting obligations. The sale of the shares of a 
société à prépondérance immobilière even if agreed abroad must be confirmed by deed 
before a French Notaire and registered within a month11. The registration formality triggers 
a droit d’enregistrement (stamp duty) of 5 per cent of the share value which corresponds to 
the rate applicable to the transfer of ownership of property12. The droit d’enregistrement is 
payable by the purchaser. 

 

 

 

                                              
9 The List of Classifications of Foreign Entities for UK tax purposes is available at: 
http://www.hmrc.gov.uk/manuals/intmanual/INTM180030.htm 
10 Shares can be disposed of progressively under the law of domicile instead of French law  
11 CGI art. 635-2. 7°bis. 
12 726-1 2°. 

http://www.hmrc.gov.uk/manuals/intmanual/INTM180030.htm


UK position / Double Tax Treaty  

A UK limited company should in principle benefit from double tax treaty protection by using 
French impôt sur les sociétés as a credit tax against corporation tax in the United Kingdom.  
This will however only be the case if French impôt sur les sociétés is at a lower rate than 
the 20 or 24 per cent corporation tax that normally applies in the United Kingdom.13  

In any event the French droit d’enregistrement will definitely be lost since it has no 
equivalent in the United Kingdom and is paid by a different taxpayer. Therefore, purchasing 
a French property through a UK limited company is not tax efficient in most cases. 

 

For further information please contact: 
 

                                              
13 The rates of corporation tax are available at http://www.hmrc.gov.uk/rates/corp.htm 
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