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Draft Taxation Determination

Income tax: is interest paid on a loan used to acquire income
producing property an allowable deduction where non income
producing property (e.g. the family home) is used as security for the
loan?

1. Yes. The deductibility is determined by the use of the borrowed money. If the money is
used to buy income producing property, the interest expense is an allowable deduction.

2. If the money borrowed is used only partly to produce assessable income, only that part of
the interest which relates to the production of assessable income is an allowable deduction.

Example 1

Zeb owns his own home and does not have a mortgage outstanding. He decides to invest in a rental
property. He obtains a bank loan in order to buy a rental property. The bank requires Zeb to mortgage his
home as security for the loan to buy the rental property.

As all the money is used to buy a rental property, interest incurred on the loan is an allowable deduction.
Example 2

Debbie has finished paying off her home and has decided she would like to do some renovations to her home
and buy a rental property. She borrows $100,000 from the bank, using her home as the security for the loan.
Debbie uses $20,000 to renovate her home and the remaining $80,000 to buy a rental property.

As only 8/10 of the loan was used for the purpose of buying the rental property, only 8/10 of the interest is an
allowable deduction.
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