
Private Client Tax PREC ISE .  PROVEN.  PERFORMANCE .

Update

Anyone who is considering letting their home or a room in their 

home should be aware of the tax rules regarding the rental of 

property and also the rent-a-room relief that may be available to 

reduce any tax liability. 

Taxation of rental income
When a person receives income from the rental of a property in 

the UK this is taxed as property income and must be declared to 

HMRC on a self assessment tax return. 

In calculating the profit arising on the rental of a property an 

individual can make deductions from the gross rents received for 

certain expenses where they were incurred wholly and 

exclusively for the purposes of providing the rental property. If a 

profit arises, this will be taxable at the taxpayer’s marginal rate 

of tax – 20%, 40% or 45%. If losses are made, these will be 

carried forward to future years to be offset against future profits 

arising from property rental. Further details are provided in our 

Buy to let property, and Furnished holiday lettings factsheets. 

Visit our website for details.

Conditions of the rent-a-room scheme
The rent-a-room scheme is designed to enable individuals to 

benefit from an income tax exemption where they let a 

furnished room or rooms in their only or main home. The 

individual does not have to be the owner of the property to 

claim rent-a-room relief; individuals subletting part of a property 

can also make a claim. 

In order for an individual to qualify for the rent-a-room relief the 

tenant must be using the area as living accommodation. The 

exemption will not apply where a tenant is renting a room to use as 

an office or a place to study, for example, but is not living there.  

 

Rent-a-room relief

Under the scheme taxpayers are exempt from paying income tax 

on the income they receive from the letting of a room in their 

house if the gross amount received is less than £4,250 per year 

(this threshold is being increased to £7,500 from 6 April 2016). 

However, if more than one person is receiving rents from the 

letting of the same house, this amount is halved for each person 

(even where there are more than two of them). 

Applying rent-a-room relief
When considering whether the £4,250 limit (or £7,500 limit 

from 6 April 2016) has been exceeded, all income received from 

the tenant during the tax year must be taken into account and 

this will include any amounts received for additional services 

such as cleaning or laundry. When claiming rent-a-room relief, 

no deduction is allowed for actual expenses incurred. If the 

gross receipts are less than £4,250 in the year, the whole 

amount will be exempt from tax under the rent-a-room scheme. 

Where gross rents exceeding £4,250 have been received, there 

are two options available. The amount of £4,250 can be 

deducted from the gross receipts received, creating a profit which 

will then be subject to tax, or the landlord can decide to disregard 

the rent-a-room relief and instead deduct the actual expenses 

incurred from the gross rents received, as a normal property rental 

business would. The most beneficial option will of course depend 

on the level of expenses incurred and whether the total expenses 

exceed the rent-a-room relief amount of £4,250. 

If a taxpayer does not normally receive a tax return, and receipts 

are below the £4,250 limit, the exemption applies automatically, 

so nothing further need be done. If the receipts are above the 

limit HMRC must be notified that rental income is being 

received and that rent-a-room relief is being claimed. This 

should be done by submitting a tax return by 31 January 

following the end of the tax year in which the rents are 

received. For example, if a room is being let during the summer 

of 2015, a tax return for 2015/16 should be submitted by 

31 January 2017. 
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Renting a room or a house?
With the short-term letting of property, it is possible that some 

visitors would prefer to rent a whole property, rather than a 

room, for example during an event such as the Wimbledon 

tennis tournament. In this situation the individual may decide to 

let the whole property and temporarily stay with friends while 

their home is occupied. There has been some speculation as to 

whether the letting of a whole property would still qualify for 

rent-a-room relief. 

HMRC issued a press release on the rent-a-room scheme in 

2011, which stated that the relief is not available if the whole 

property is let. However, there is no legislative authority to 

support this view. The rent-a-room legislation does not state 

that only part of the property must be available to the tenant  

or that the individual must also be living in the property at the 

same time as the tenant. 

The legislation simply states that the rent-a-room relief can be 

applied to income received from the use of furnished 

accommodation in an individual’s only or main residence. The 

fact that that individual may be temporarily living elsewhere, or 

be on holiday themselves, does not mean the property ceases to 

be their main residence. 

 

Of course, if a property is being let while the individual is away 

for an extended period, such as working abroad, the 

rent-a-room relief rules are unlikely to apply. In this situation the 

individual may be considered to have taken up a new main 

residence themselves and any rental income received would be 

taxable as normal property rental income.

In cases where the whole property is let for any period, 

taxpayers should ensure that the tax return makes this clear, so 

that HMRC cannot claim at a later date that the full facts were 

not disclosed.

Other issues
For individuals hoping to let rooms in their homes, the rent-a-

room relief could prove valuable in reducing any tax liability 

arising on rental income received. However, in addition to the tax 

considerations other areas should be considered before letting a 

property. For example, the terms of any lease or mortgage should 

be reviewed to check that a letting is permitted and insurance 

policies should also be reviewed and possibly amended to take 

into account the change in circumstances. 

For more information on the taxation of rental properties and 

the rent-a-room scheme, please contact your usual 

Moore Stephens adviser.
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