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THE UK TAX SYSTEM FOR NON-DOMS 

• UK tax year runs April 6 to April 5 
• Tax charged by residence and domicile not nationality 
• Tax residence: new Statutory Residence Test from 6 April 2013 but still not a pure 

“bright line” test: complex formula based on day counting and connections to the 
UK 

• Domicile is a question of someone’s ‘permanent home’: not the same as habitual 
residence 

• Relatively easy for foreigners to remain in the UK a long time but not domiciled 
• Resident non-domiciled individuals can access the “remittance basis” of taxation: 

investment income and capital gains are only taxed on UK source and on 
“remittances” to the UK 

• After 7 tax years remittance basis costs GBP30,000 per year and GBP50,000 
after 12 tax years 
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THE UK TAX SYSTEM FOR NON-DOMS: THE REMITTANCE BASIS 

UK/non-UK source? 
• RNDs claiming the remittance basis taxed on income and realised capital gains: 

- From UK sources 
- From non-UK sources ‘remitted’ (ie brought) to the UK 

• What is UK source is complex (eg consider custody and closely held companies 
are generally transparent): portfolio managers need very detailed guidance and 
advice 

Remittances 
• ‘remitted’ is broader than just bringing funds physically to the UK: 

- Investing into UK assets – relief for certain private company investments 
- Lending arrangements, mortgages secured on UK assets 

Employment / remuneration? 
• For the mobile resident non-UK domiciled executive employment related income 

for non-UK work days can be taxed on the remittance basis but only for the first 
two tax years 

• Otherwise all employment related income will be taxable (bonuses, share options 
etc included) 

• ‘Split contracts’ typically unworkable and heavily scrutinised by HMRC 
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THE UK TAX SYSTEM FOR NON-DOMS: TAX RATES 

• Income Tax: 20% basic rate; 40% higher rate (over GBP35,000); 45% further rate 
(over GBP150,000) 

• Capital Gains Tax: 28% for higher rate taxpayers 
• ‘Non-reporting’ foreign funds: realised capital gains charged at income tax rates 
• Remittance basis taxpayers have no personal allowances 
• National Insurance: complex but for most 12% employee NICs up to GBP42,750 

and 2% NICs above that; employer NICs are 13.8% 
 

News from the Thames: Tax for Non-Doms | 31 October 2013 4 



THE UK TAX SYSTEM FOR NON-DOMS: INHERITANCE TAX 

• Non-UK domiciliaries only chargeable to UK Inheritance Tax on UK assets 
• At the start of the 17th tax year (or part) of tax residency the taxpayer becomes 

“deemed” UK domiciled for Inheritance Tax and chargeable on global assets 
• Nil rate band (credit) GBP325,000 less transfers in previous 7 years 
• 40% rate on death 
• 20% lifetime rate for transfers to trusts with 6% rate every ten years thereafter 
• No gift tax: outright gifts can be clawed back into account within 7 years of the 

date of death 
• Spouse relief generally unlimited and portable 
• UK domiciled (actual or deemed) spouse transferring has relief limited to 

GBP325,000 unless survivor elects to be treated as domiciled  
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BASIC TAX PLANNING FOR NON-DOMS 

Pre-residency planning 
• Establish ‘pre-residency capital’ 
• Refresh capital gains basis of assets preferably in UK tax year before arrival 
• Put in place new bank / portfolio mandates 

Bank / portfolio management 
• Separate non-UK income to account from capital so capital may be remitted 
• Avoid assets providing UK source income and gains 
• Realised capital gains cannot be segregated: consider separate accounts for 

proceeds of sale of different ‘tax classes’ of assets 
• Consider strategies for or avoid: 

- Non-reporting funds 
- Reporting non-distributing funds 
- Zero coupon bonds 
- Bonds where sale/purchase prices comprises coupon 

• Consider likely funding required in the UK and whether to have tighter mandates 
and controls only on those funds likely to be remitted 
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NON-UK CORPORATE HOLDING VEHICLES 

Corporate transparency and new defences 
• Closely held non-UK companies are generally transparent for income and capital 

gains taxes 
• Nature of the tax rules mean that realised capital gains can be double taxed if not 

extracted within 3 years 
• New amendments to anti-avoidance rules to make them compatible with EU legal 

principles leaves open the possibility to block the ‘transparency’ using holding 
companies in certain EU jurisdictions (eg Luxembourg) 

• In order to use the new ‘EU friendly’ rules the motive must not be one of avoiding 
income, capital gains or corporation taxes (does not apply to Inheritance Tax) 

• Cellular fund vehicles can in certain circumstances also override the transparency 
for capital gains purposes 

Corporate tax residency 
• Company is UK tax resident if ‘managed and controlled’ in the UK – much 

tougher line being taken since Laerstate case 
• UK resident company chargeable to UK corporation tax on its profits – no 

remittance basis for RND shareholder 
• Non-UK resident company still liable to tax on UK profits if trading through a 

branch or agency in the UK 
• UK resident company going non-resident is deemed to dispose of its assets at 

market value (no rebasing on becoming UK resident) 
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TRUSTS – WHAT’S THE BIG DEAL FOR NON-DOMS? 

Benefits of an offshore trust 
• Permanent shield from Inheritance Tax on non-UK even once gone ‘deemed’ UK 

domiciled 
• Deferral on realised capital gains even if UK source and even if £30k / £50k 

charge not paid (exception is on non-reporting funds and other assets charged to 
income tax on gains) 

• Allows sophisticated strategies for dealing with non-reporting funds, reporting 
non-distributing funds and zero coupon bonds 

• With care and limitations: wealth protection against divorce and bankruptcy of 
beneficiaries 

Issues for German RND families 
• Lack of familiarity with and poor reputation of the common law trust 
• German tax implications for potential beneficiaries remaining in Germany 
• German tax implications for holding German assets 
• German ‘tax tail’ on leaving Germany 

Is a foundation a suitable substitute for a trust? 
• In general the UK tax treatment of a foundation is uncertain and can be different 

for different UK taxes – many are considered simply a ‘nominee’ 
• With careful drafting / preparation / governance it is possible to create a 

foundation that has a fairly certain tax treatment as a trust 
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OWNING A UK HOME FOR THE NON-DOM 

• Biggest tax exposure is Inheritance Tax 
• Non-UK corporate vehicle can shield for Inheritance Tax BUT: 

- New Annual Tax on Enveloped Dwellings (ATED) for properties over £2m (£15k 
to £140k per annum) 

- Capital gains tax on properties over £2m and loss of principle private residence 
relief 

- Possible income tax on ‘benefit in kind’ received by ‘shadow directors’ unless 
company clearly managed and controlled outside the UK 

- If company or holding trust / foundation comprises other assets then risks of 
remittances of income and realised capital gains 

• Personal ownership may be best option for many: 
- Inheritance Tax can be mitigated using life insurance or a mortgage (if incurred 

in the acquisition of the property – new change from 6 April 2013) 
- Confidentiality can be maintained using a non-UK company as nominee 
- English succession law will apply and tax efficient Wills are possible 

• Complex structuring using trusts and debts still possible for very high value 
properties but the Inheritance Tax benefits have been limited since 6 April 2013 
and since the introduction of the General Anti-Abuse Rule (GAAR) 
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FURTHER INFORMATION 

For more information on our services, please contact: 
 
Mark Summers 
+41 (0)43 430 0240 
mark.summers@speechlys.com 
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