
 

Property Income Changes  
in the Summer Budget 

Background 
The summer Budget announced to Parliament on 8 July 2015 saw George Osborne reveal plans to 
overhaul the taxation of property investments to ‘create a level playing field between those buying a 
home to let and those buying a home to live in.’ How this will be achieved in practice can be seen in 
three key changes to the taxation of property income: 
 

1. The restriction of property finance costs to the basic rate of income tax, 

2. The abolition of the 10% wear and tear allowance, 

3. Increasing the level of tax relief under the ‘rent a room relief’ scheme. 

 

Restriction on Finance Costs  
Probably the most significant change in the Budget for property investors is the restriction of relief 
for finance costs to the level of basic rate tax, being phased in from 6 April 2017.  This is only 
relevant for individuals who own residential property. Residential properties owned and let by 
corporate entities are not caught by the new rules. Furnished Holiday Lets (whether in corporate or 
personal ownership) are also unaffected. 
 
What are included as ‘finance costs’? HMRC have confirmed finance costs will include mortgage 
interest, interest on loans for furnishings and professional fees incurred on arranging mortgages or 
loans. 
 
How will the restriction work in practice? In the past finance costs have been deducted from 
property income to arrive at the level of taxable rental profit, under the new rules, a basic rate 
reduction will be applied to an individual’s tax liability for any finance costs incurred. 
 
The change is being phased in from 2017/18 and is expected to affect 1 in 5 individual landlords. 
 
The nature of the changes and the phased introduction of the restriction to relief are such that the 
easiest way to make sense of the changes is by way of an example. Each individual will of course 
have differing circumstances and for a personal illustration please contact a member of the Chiene 
+ Tait Private Client Team (details below). 



 

Case Study 1  
Our example landlord is a higher rate tax payer and has annual property income of £15,000. The 
finance costs each year amount to £7,000.   
 
Tax Year 2015/16 

 £ 

Property Income 15,000 

Finance Costs (7,000) 

Taxable Profit £8,000 

  

Tax @ 40% £3,200 

 
 
 
 

Tax Year 2017/18 

 £ 

Property Income 15,000 

Phased 75% Finance Costs (5,250) 

Taxable Profit £9,750 

  

Tax @ 40% 3,900 

Less: Unclaimed finance costs 
@ 20% 

(350) 

Tax Payable £3,550 

In 2017/18, the client’s tax liability is £350 higher than in 2015/16 – 11% increase. 
 
Tax Year 2018/19 

 £ 

Property Income 15,000 

Phased 50% Finance Costs (3,500) 

Taxable Profit £11,500 

  

Tax @ 40% 4,600 

Less: Unclaimed finance 
costs @ 20% 

(700) 

Tax Payable £3,900 

 
In 2018/19, the client’s tax liability is £700 
higher than in 2015/16 – 22% increase. 

 
Tax Year 2019/20 

 £ 

Property Income 15,000 

Phased 25% Finance Costs (1,750) 

Taxable Profit £13,250 

  

Tax @ 40% 5,300 

Less: Unclaimed finance 
costs @ 20% 

(1,050) 

Tax Payable £4,250 

 
In 2019/20, the client’s tax liability is £1,050 
higher than in 2015/16 – 33% increase

Tax Year 2020/21 

 £ 

Property Income 15,000 

Phased 0% Finance Costs 0 

Taxable Profit £15,000 

  

Tax @ 40% 6,000 

Less: Unclaimed finance costs @ 
20% 

(1,400) 

Tax Payable £4,600 

 
For a higher rate taxpayer, the difference in the amount of tax payable between 2015/16 and 2020/21 

is a 44% increase. 



 

Case Study 2  
As the finance costs are no longer deductible from the rental profits the situation may also arise 
where tax is payable even though there is an overall loss. Using our example client from the case 
study above, assuming finance costs of £10,000 and other costs of £7,000, the position would be 
as follows: 

Tax Year 2015/16 

 £ 

Property Income 15,000 
Finance Costs (10,000) 
Other Costs (7,000) 
Rental Loss (£2,000) 

  
Tax @ 40% £0 
 
 
 
 

Tax Year 2020/21 

 £ 

Property Income 15,000 
Other Costs (7,000) 
Taxable Profit £8,000 

  
Tax @ 40% 3,200 
Less: Unclaimed finance costs @ 20%* (1,600) 
Tax Payable £1,600 
*Tax reduction for finance costs is restricted to 20% of the lowest 
of finance costs not deducted from income, property business 
profits and total non savings income. 

The restriction of relief for finance costs does not impact on the ability to carry losses forward, 
where these losses arise without taking into account finance costs. 
 

What Can You Do? 
If the restriction on finance costs is material to your rental business then you could consider 
incorporating. However, while this may seem intuitive, you would have to consider any likely Capital 
Gains Tax arising on this transfer.  This could also create a potential Land Building Transaction Tax 
(SDLT outside Scotland) charge.  Added to the administrative burden of incorporation this will 
potentially negate any advantage. 
 

Abolition of the 10% Wear and Tear Allowance 

The Wear and Tear Allowance currently provides relief for landlords, whether individuals or 
companies, renting out fully furnished residential property. This is achieved by allowing a claim of 
10% of the total rental income received as a deduction, prior to calculating the taxable profits for the 
property in any given tax year. This relief is currently available irrespective of the expenditure 
actually incurred. From 6 April 2016 this relief will be abolished. 
In its place, HMRC intend to impose a system whereby landlords can only deduct the cost of 
fittings/furnishings which have actually been replaced during the course of the tax year, similar to 
the renewals basis that existed previously.  More details on this will follow as HMRC have launched 
a Consultation on this proposed change which will close on 9 October 2015. 
 

Rent a Room Relief Increase 
In the final measure impacting income tax on property income, George Osborne announced an 
increase in the level of ‘Rent a Room’ Relief from £4,250 to £7,500 per year.  The change will come 
into effect from 6 April 2016 and will continue to apply to anyone who rents a room within their 
main residence. 

 
Summary 
George Osborne’s Summer Budget has set a clear intention to look at balancing any perceived 
advantage in the property market that is currently experienced by landlords rather than individual 
homeowners. Whether it has the negative impact on the rental housing market that some are 
predicting remains to be seen. 
 
 
 

 

Information correct at 12 August 2015  

 
 

To discuss the impact any of the above changes may have on your own tax position contact our  
Private Client Team: Gavin Morton at gavin.morton@chiene.co.uk | 

Moira McMillan at moira.mcmillan@chiene.co.uk | Hazel Gough at hazel.gough@chiene.co.uk 
 

 


