


The amount on which tax is charged is the net rental income for each tax year (i.e. for each tax year ending on  
5 April). Net income consists of the gross rent attributable to the tax year in question, less allowable expenses (see  
following page).

If rent is charged, or expenses are incurred, for a period which overlaps the tax year end, this would normally be  
apportioned accordingly. For example, if letting commenced on 1 October 2007, at £12,000 per annum, the amount  
assessable in 2007/2008 would be £6,000 (6/12). Similarly, if an expense of £1,200 for  
an annual period were paid on 1 December 2007, the amount 
allowable in 2007/2008 would be £400 (4/12).

If the property is jointly owned, the net income is then  
split in the relevant proportions and assessed separately 
on each individual, at the appropriate tax rate, after taking  
into account any allowances or losses which may be due.

For each tax year, half of the expected tax liability will normally  
be due on account on 31 January in the relevant year, and half on 
the following 31 July, with any balance on the following 31 January.
For 2008/2009, therefore, Payments on Account will be due on  
31 January 2009 and 31 July 2009, with any balance payable on  
31 January 2009. Payments on Account may not be required in the first  
year of letting, or if letting income is small in relation to an individual’s  
overall taxed income.

The scheme which operates for non-resident landlords is that a return must be submitted, and tax accounted for to  
HM Revenue and Customs, on a quarterly basis, payment being due thir ty days after the end of each quarter. Where 
there is a letting agent, the amount subject to tax is the rent less expenses for that quarter, with possible adjustments 
when expenses have exceeded rent in any quarter. If there is no letting agent, the tenant should deduct tax at the  
basic rate from the gross rent and remit this to HM Revenue and Customs, unless annual rent is less than £5,200,  
in which case rent may be paid over gross.

It is, however, possible to apply to HM Revenue and Customs for exemption from the scheme, so that the landlord  
can receive the gross rent. For application to be accepted, it must be shown either that all UK tax obligations have  
been met (or that there have been no UK tax obligations) before making the application, or that it is not expected that 
there will be any UK tax liability for the year in which the application is made.

Landlords may still be entitled to UK personal allowances (which can be used against letting income) despite 
being non-resident. The main categories of those entitled are British, Commonwealth and European Economic Area 
citizens. An annual claim form will normally have to be submitted to HM Revenue and Customs.



Income arising from the letting of furnished accommodation which is part of an individual’s main residence is  
exempt from tax, provided that the rent (before any deductions for expenses) does not exceed £4,250 in the tax year 
in question.

The property must in fact be used as a main residence at some point in the relevant period for the exemption to apply. 
For example, if an individual goes overseas on 1 December 2007 for 18 months and decides to let part or all of the 
house from that date for a year, rent a room relief will not be due for 2007/2008, because the 
property was not in use as a main residence between the start of the period (1 December 
2007) and the end of the tax year (5 April 2008).

If the gross rent does exceed £4,250 in a tax year, one can either elect to 
be assessed on the amount by which the gross rent exceeds £4,250,  
or alternatively a statement of income and expenses can be drawn up 
and the net income assessed in the normal way.

Similarly, if expenses exceed income, one  
can elect for the exemption not to apply so
that tax relief can be obtained for the loss.

Rent a room relief only applies to residential,
not commercial, letting.



Private Letting Relief is given on the sale of a property which was your main residence and had been let as residential 
accommodation. The amount of the Private Letting Relief is up to a maximum of £40,000.



Capital gains tax may be payable when a property which has been let is sold at a profit.

No capital gains tax will be due where a sale takes place within 3 years of the date when the property was last used  
as the owner’s private residence.

Where a chargeable gain arises on a property which has been a private residence and was also let out at some point,  
a lettings exemption of up to £40,000 (maximum) is available.

It may be possible to reduce Capital Gains Tax by transferring part of an interest in a property to a spouse or civil  
partner, in order to maximise the use of annual exemptions and lower rate bands.



Deal with HM Revenue and Customs notification and all relevant forms on commencement of letting

Prepare an annual lettings account

Submit the account to HM Revenue and Customs and, if appropriate, agree and tax liability

Take advantage of any tax-saving opportunities


