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Treatment of rental income for non-resident.
Rental income
We have a new client who is in the armed forces. He is being seconded for two years to
Cyprus. My understanding is that so long as he continues to be paid by the army his
employment income will be taxed as though he is UK resident.
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However, he also has rental income, interest and dividends, which should be taxed on
the basis that he is not resident. The double tax agreement takes the dividends and
interest outside the UK tax net, but the rental income will remain taxable here.
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I would normally expect the income to be covered by personal allowances for a nonresident. However, his salary will use the allowances and basic rate band, so that the
rental income would attract higher rate tax if included in self assessment. Is this
correct? If not, what is the mechanism for reporting this rental income to achieve the
correct tax position?
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Query 19,769 – Querist.
Residency affects the taxation of different income sources
Members of the armed forces are considered to be crown servants, so the client will
continue to receive their personal allowance, no matter whether they are UK or non-UK
resident. What residency will do is affect how the different sources of income are taxed.
This needs to be understood to then see the impact on rental income.
The employment income of a crown servant is taxable in the UK irrespective of where
the posting may be, as the duties are deemed to be performed in the UK. See
tinyurl.com/mm4uvmey. So, this will remain taxable, with the benefit of the personal
allowance.
The client’s UK dividend and interest income are taxable in the UK as they have a UK
source. Article 10 of the UK/Cyprus DTA does not exclude a UK tax charge. However,
under UK law, UK dividends and interest income that is received by a non-UK resident is
‘disregarded income’, meaning that UK liability is restricted to the tax credit deemed to
attach to this income. The effect of the rules in ITA 2007, s 811 is that no further UK tax
will be due on the UK dividends or interest income.
Rental income received in the UK by a non-UK resident will be taxable as it is a UK
sourced income (ITTOIA 2005, s 269). The method by which tax is collected will depend
on whether an approved application has been made to receive gross rent under the
non-resident landlord scheme (NRLS).
Without the NRLS, the default method of collecting tax is by way of the landlord
receiving rental income net of tax. ITA 2007, s 971 states that basic rate income tax
must be deducted by the landlord’s representative who could be a letting agent or
tenant where there is no letting agency. The representative is responsible for ensuring
that any taxes due are paid directly to HMRC.
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However, on the basis that the client is registered under self assessment, an application
can be made under the NRLS to receive gross rental income and pay any taxes due
through self assessment. So as the Querist states, the rental income will be assessed to
higher rates of tax, payable via his tax return. – Elman Wall, a Xeinadin company.
Tax on rental income can be paid through self assessment
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Querist is correct, that as a crown servant, the salary and allowances his client receives
from the armed forces will continue to be taxed in the UK. The taxation of any other
income will be dependent on the client’s residence status. Assuming he is not UK
resident under the statutory residence test then his investment income will not be
subject to UK tax under the UK/Cyprus double tax agreement.
If the client has UK rental income and is non-UK resident, then the letting agent or
tenant will be required to deduct basic rate income tax from the rent paid to the client.
A letting agent should allow for any expenses they have paid when working out how
much tax to deduct. The client can apply to use the non-resident landlord scheme
under which he can receive rental income with no tax deducted, by making an
application to HMRC on form NRL1. If the property is jointly owned, each owner must
complete a separate form.
Querist does not state what the client’s income is. If the client’s armed forces salary will
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use personal allowances and basic rate band, then the rental income will attract higher
rate tax. The tax on rental income can either be paid through the self-assessment
system or through adjustments to the client’s tax code so it is effectively collected
through his armed forces salary. The latter can be requested by a telephone call to the
HMRC helpline. – ANA.

MOST POPULAR
This week's opinion: 1 July 2021
L ow corporation tax bills may not be all they
seem

Issue: 4798 / Categories: Forum & Feedback

VAT rate of electricity for electric vehicles
Tax and farming arrangements
Importance of dealing with enquiries correctly

LexisNexis, Quadrant
House, The Quadrant,
Sutton, Surrey, SM2 5AS
CONTACT US

0330 161 1234
GET IN TOUCH

Worldwide:
Kingdom

Copyright © 2021 LexisNexis

United

QUICK LINKS

PARTNER SITES

News

Tolley, LexisNexis, Tolley's

Cases

Tax Books, Tax Guidance,

Comment & Analysis

Taxation jobs, Tax Journal

Newsletter sign-up
Subscribe

Readers' Forum
Tolley CPD
Awards

Advertise with us
POLICIES

Directory

Cookie Settings

Jobs

Data Protection

Authors

Privacy Policy

Twitter

Events

Terms & Conditions

Linked in

Writing guide

Terms for authors

FOLLOW US ON

Protecting human rights: Our
Modern Slavery Act Statement

