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Interest deductions in the UK 

 

Up until April 2017 landlords of UK buy-to-let properties were able to deduct mortgage interest costs 
and allowable expenses from rental income when declaring profit to HMRC.  

- In 2017-18 tax year, landlords could claim 75% of mortgage interest deductions 
- In 2018-19 year, landlords could claim 50% of mortgage interest deductions 
- In 2019-20 year, landlords could claim 25% of mortgage interest deductions 
- From April 2020, no interest deductions can be claimed 

Instead, landlords now receive a tax-credit. The reduction is the basic rate of income tax (currently 
20% - see appendix for income tax schedule) of the lower of: 

- finance costs - costs not deducted from rental income in the tax year (this will be a 
proportion of finance costs for the transitional years) plus any finance costs brought forward 

- property business profits - the profits of the property business in the tax year (after using 
any brought forward losses) 

- adjusted total income - the income (after losses and reliefs, and excluding savings and 
dividends income) that exceeds your personal allowance 

 This was also rolled out gradually over the past 4 years  

 

 

(source: which.co.uk) 

  

The new rules apply to: 

- UK resident individuals who let residential properties in the UK or overseas; 
- Non-UK resident individuals who let residential properties in the UK; 
- Individuals who let residential properties in partnership; and 
- Trustees or beneficiaries of trusts liable for income tax on the property income profits. 

The new rules do not apply to: 

- UK and non-UK resident companies; and 
- Furnished holiday lettings and commercial lettings. 



 

 

Implications of this change include: 

- Landlords with taxable income near the upper threshold of a tax band may end up moving 
into a higher bracket, depending on both rental income and other income beyond property 

o According to the National Landlords Association, the loss in tax relief will push over 
400,000 UK resident lower-rate taxpayers into a higher bracket   

o Landlords who receive Child Benefit may become liable for the High-Income Child 
Benefit tax charge  

- Landlords may have a taxable profit in relation to their rental business for periods in which 
they realise an economic loss 

 

 

Info from HMRC Policy paper – Restricting finance cost relief for individual landlords (Feb 2017) 
link : 

 

Policy objective 

- To make the tax system fairer, the government will restrict the amount of Income Tax relief 
landlords can get on residential property finance costs (such as mortgage interest) to the 
basic rate of tax 

- This will ensure that landlords with higher incomes will no longer receive the most generous 
tax treatment 

- To give landlords time to adjust, the government will introduce this change gradually from 
April 2017 over 4 years  

 

Economic impact 

- This measure could marginally reduce demand for housing, but it is not expected to have a 
significant impact on either house prices or rent levels due to the small overall proportion of 
the housing market affected and the offsetting impact of wider budget measures.  

- The costing includes a behavioural response from the impacted population having relief for 
finance costs restricted to the basic rate of Income Tax. 

 

Impact on individuals, households and families 

- It is expected that 1 in 5 individual landlords will receive less relief as a result of this 
measure. Administratively this measure will affect individuals with income from residential 
property that incur finance costs.  

- It is also expected that both the one-off and on-going administrative burdens for these 
individuals will be negligible as the majority will still only need to complete one box for 
finance costs on the self-assessment return and the new tax calculation will be automated 
for those filing online. For those filing a paper return, we expect a tax calculator to be 
available.  



 

 

- There will be an additional administrative burden for individuals with rental income from 
both commercial and residential properties as they will need to complete an additional box 
as a result of the measure. 
 

Equalities impact 

- It is likely that this measure will impact on those with above average incomes. It is not 
anticipated that the measure will adversely impact on any protected characteristic group. 

 

Operational impact 

- The additional costs for HMRC for implementing this change are estimated to be in the 
region of £420,000 for the IT changes and £150,000 for customer information and support. 

- Compliance will be carried out in accordance with HMRC's compliance strategy, with an 
indicative cost of around £500,000 - £1 million for resource, training and guidance. 
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Appendix 

 

Income Tax schedule in the UK 

Band Taxable income Tax rate

Personal Allowance Up to £12,500 0% 
Basic rate £12,501 to £50,000 20% 
Higher rate £50,001 to £150,000 40% 
Additional rate over £150,000 45% 
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