
 

Tax on Savings – Simplified or Not? You decide. 

Following the introduction of the Personal Savings Allowance (PSA) on 6th April 2016, banks and 
building societies stopped making at-source tax deductions from interest payments. Gross payment of 
interest became the norm, regardless of the tax position of the account holder. 

In the time since, people seem to have generally got to grips with the PSA which gives most people a 
specific £1000 annual allowance for savings interest from taxable sources. If you’re a higher rate 
taxpayer this allowance reduces to £500.  However, the apparent simplicity of the PSA can 
sometimes mean other routes to tax free interest are forgotten, so here we look at those and also how 
HMRC intends to collect tax on interest from those who will still have some to pay. 

ISA interest is tax free, so is exempt. For many people tax on interest from other accounts is indeed 
as simple as the PSA suggests.  However, for those with modest incomes from employment/pensions 
there can be access to additional allowances for savings interest. These mean some will be able to 
receive more than £1,000 per year of taxable interest without actually having to pay tax on it. 

The order for allocating interest income against available relevant allowances should be as follows- 

1. Personal Allowance is £11,500 in 2017/18. Does any of it remain after allowing for non-
savings income from pensions, employment, etc?  If so, set taxable interest income 
against that first.  
 

2. Is any of the £5,000 “Starting rate (0%) band for savings” available. If so, set taxable 
interest income against that next. This rate was introduced on 6th April 2015. 
 

3. Allocate any remaining taxable interest income against the Personal Savings Allowance, 
as far as is possible.  

One of the consequences of the above is that someone with 2017/18 total taxable income (including 
taxable savings interest) up to £17,500 should not pay tax on their savings interest.  

Example 1 - Someone with pensions of £10,000 and taxable savings interest of £7,250 would be able 
to allocate that interest to Personal Allowance (where £1,500 remains unused), the whole of the 
potential £5,000 Starting rate (0%) band for savings, and then needs only £750 of the PSA to cover 
the rest. So no tax due on the interest. 

Example 2 – Someone with employment income of £15,000 will find that they are paying income tax 
at basic rate 20% on the £3,500 of that income which exceeds the Personal Allowance. If they 
additionally have £3,000 of taxable savings interest they will be able to have most of it tax free 
because £1,500 of the potential £5,000 Starting rate (0%) band for savings has not been used by the 
employment income and they then also have the full £1,000 PSA. So tax at 20% is due on just £500 
of the interest. 

HMRC presently only requires an individual to report to them via Self Assessment if taxable interest 
for the year exceeds £10,000. HMRC considers it has automated systems in place which will operate 
effectively in most cases where tax is due on smaller amounts of interest income, using computerised 
assessment of interest payments reported to HMRC from banks, building societies, etc.  Where 
possible, HMRC will look to collect the extra tax due by making tax code adjustments to increase at-
source tax on pension or employment incomes.   

Automation generally means lower administrative cost to HMRC. Those with tax liabilities which result 
from interest under £10,000 may feel they can leave it all to HMRC but should anyway self-monitor 
their incomes and HMRC’s actions to check it all works through fairly. Automation effectively puts an 
onus on taxpayers to monitor and check amendments to their tax codes to ensure HMRC’s 
adjustments are timely, relevant and appropriate to their circumstances – not always an easy task.   
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