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CONTEXT

At the Summer Budget 2015, the then Chancellor George Osborne 
announced that the amount of Income Tax relief landlords can get on 
residential property finance costs will be restricted to the basic rate of tax, 
which currently stands at 20%.

THE CHANGES

Landlords can currently deduct mortgage interest from rental income 
before calculating the tax they owe. For instance, higher rate taxpaying 
landlords can claim tax relief at 40%, and additional rate taxpayers at 45%. 
However, this tax relief will be restricted to the 20% basic rate of Income 
Tax for all landlords by 6 April 2020. The restriction will be phased in over 
four years, starting from 6 April 2017. 

NB: Finance costs won’t be taken into account to work out taxable 
property profits. Instead, once the Income Tax on property profits and 
any other income sources has been assessed, landlords Income Tax 
liability will be reduced by a basic rate ‘tax reduction’.

The Government have also reformed how landlords of residential property 
can account for the costs they incur in improving and maintaining rental 
property. The Wear and Tear Allowance was abolished in 2015/16. Since 
April 2016, landlords can claim a ‘Replacement of domestic items’ relief, 
which is a tax relief on the costs of replacing a domestic item such as beds, 
sofas and fridges.

ELIGIBILITY

The rules affect UK residents who let residential properties in the UK or 
overseas as well as non-UK residents who let residential properties in the 
UK. Individuals who let residential properties in a partnership and/or as 
a trustee or beneficiary of trusts liable for Income Tax on the property 
profits are also affected.    

NB: The introduction of the finance cost restriction will not affect 
UK resident companies, non-UK resident companies or a landlord of 
Furnished Holiday Lettings. 

Restriction of Financial Costs 
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Finance costs include:

• Mortgage interest 
• Interest on loans to buy furnishings 
• Overdrafts 
• Alternative finance returns 
• Fees and any other incidental costs for getting or repaying  

mortgages and loans  
• Interest on discounts, premiums and disguised interest 

If a loan is taken for both residential and commercial properties, landlords 
will need to use a reasonable apportionment of the interest to work out 
their finance costs for the residential properties. For instance, only the 
finance costs for the residential property business are restricted and this 
also applies if the landlord’s loan was partly for a self-employed trade and 
partly for residential property.  

NB: The legislation does not stipulate how the apportionment is to be 
made, other than that it must be on a ‘just and reasonable basis’. 

WORKING OUT THE TAX REDUCTION

The reduction is the basic rate value (currently 20%) of the lower of 
finance costs (costs not deducted from rental income in the tax year 
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) and adjusted total income (the income after losses and 
reliefs excluding savings and dividend incomes that exceeds the landlords 
personal allowance).  

The basic rate tax reduction is calculated using the property business 
profits or adjustable total income then the difference between that 
figure and finance costs is carried forward to calculate the basic rate tax 
reduction in the following years. 

NB: Landlords will still be able to deduct some of their finance costs 
when they work out their taxable property profits during the transitional 
period. However, these reductions will be gradually withdrawn and 
replaced with a basic rate relief tax reduction as outlined in the  
table below.   
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WHAT DOES THIS MEAN?

Landlords will no longer be able to deduct all of their finance costs from 
their property income to arrive at their property profits. They will instead 
receive a basic rate reduction from their income tax liability for their 
finance costs. The restriction will be phased in gradually from 6 April 2017 
and will be fully in place from 6 April 2020.

Tax year Percentage of finance 
costs deductible from 

rental income

Percentage of basic 
rate tax reduction

2017/18 75% 25%
2018/19 50% 50%
2019/20 25% 75%

2020/21 and onwards 0% 100%

NB: Any excess finance costs may be carried forward to following years if 
the tax reduction has been limited to 20% of the profits of the property 
business in the tax year.

HOW WILL DIFFERENT LANDLORDS BE AFFECTED?

As a result of the changes landlords will see an increase in their rental 
profit as the finance costs / mortgage interest is no longer deducted 
within the rental accounts. 

Where a landlord remains a basic rate taxpayer, even with the restriction 
of finance costs, then they will not see a difference in the amount of   
tax payable. 

If a landlord is a higher or an additional rate taxpayer or, if the removal of 
the finance costs within the landlords’ rental accounts means they will fall 
into the higher rate or additional rate tax bans, they will have a greater  
tax liability.   

NB: In order to properly plan for and manage the new tax relief system, 
landlords should in the first instance seek professional tax and financial 
advice. How the rules impact their finances and portfolio will very much 
demand upon landlord’s individual circumstances.  
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