
38



39

the UK for income tax, capital gains tax, and 
inheritance tax purposes.

 
THE ADVANTAGES OF 
BEING AN EXPAT
If you are an expat in the UK, there are a 
number of possible tax planning opportunities 
to consider, provided of course that you are able 
to navigate what are often staggeringly complex 
rules and regulations. Here we will focus on just 
a few of the key advantages.

 
1. THE “REMITTANCE BASIS”
The “remittance basis” of taxation is a peculiar and 
often bewildering concept by which a person is able 
to exempt their offshore investment income (and in 
very limited cases, employment income) and capital 
gains from UK taxation on the condition that they do 
not remit the income or gains to the UK. 

Broadly a remittance occurs when a person 
brings the income or gains into the UK, uses the 
income or gains to settle a UK debt or liability, 
or otherwise ‘enjoys’ the income and gains in the 
UK. Sounds simple, doesn’t it?

Unsurprisingly, the way in which the 
remittance basis of taxation works is nowhere 
near as simple as perhaps it might be. 

Firstly, there is the question of what actually 
constitutes a remittance to the UK. Aside from the 
obvious case of moving money from an offshore 
account to a UK account, there are a raft of other 
scenarios which can constitute a remittance to 
the UK including: using an offshore credit card 
to fund purchases in the UK, and paying the bill 
from an offshore account; borrowing money 
using offshore assets as security and bringing 
the loan principle into the UK; and buying a 
property financed by a mortgage, and using 
offshore funds to service the mortgage.

Secondly, once you have worked out what 
a remittance actually is, how on earth do you 
quantify what portion of it is attributable to 
offshore income or gains? This is where life 
gets extremely complicated, especially where the 
source of the offshore money consists of a mixture 
of income, capital gain, and ‘clean’ capital. There 

After a major overhaul of the tax rules relating to 
expats living in the UK two years ago (some of 
which is still the subject of uncertainty), the past 
year has been relatively quiet in terms of new 
developments. It is almost as if the Government 
has been preoccupied with other matters! 

As a result, this article takes a look at some of 
the aspects of the UK tax regime that may be of 
particular interest to expats living here.

THE BASIC PRINCIPLES OF 
UK TAXATION
The scope of UK income tax, capital gains 
tax, and inheritance tax is based on a person’s 
residence status and on their domicile status.

Residence under UK tax law is determined by 
reference to a complex set of criteria known as 
the “statutory residence test”. Broadly, this works 
to treat a person as resident in the UK based on 
the extent of their connections to the UK and 
the amount of time that the person spends in the 
UK. It would require an entire article to cover the 
subject of the statutory residence test in detail, but 
as a general principle if you live here and work 
here, you are resident here.

Domicile is a concept of UK general law. A 
person’s domicile is generally the territory which 
that person considers to be their permanent home. 
For tax purposes, there are three main categories 
of domicile: domicile of origin; domicile of 
dependency; and domicile of choice. For most 
people, the most important are their domicile of 
origin (broadly the jurisdiction in which their 
father was domiciled when the individual reached 
majority) and domicile of choice (generally 
the jurisdiction which a person adopts as their 
permanent home). Most expats living in the UK 
will remain domiciled in their ‘home’ country 
unless or until they sever their ties to that country 
with the intention of remaining here indefinitely.

Expats who have been in the UK for several 
years should also be aware of the concept 
of “deemed domicile”. Broadly speaking, this 
means that any person who has been resident in 
the UK at any point in fifteen out of the previous 
twenty tax years will be treated as domiciled in 
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are detailed rules setting out the order in which 
funds are deemed to be brought into the UK, 
which are designed to result in the most favourable 
result for HM Revenue & Customs.

Thirdly, and particularly for those who have 
been in the UK for more than seven years, there 
is a price to pay!
(i) Every UK resident whose total income is 

less than £100,000 is entitled to a personal 
allowance. This is an amount of income that 
they can earn before tax becomes due (a tax 
free allowance). The personal allowance 
is phased out gradually if the individual’s 
income is between £100,000 and £123,700, 
and is not applicable to any individual whose 
income exceeds £123,700. However, for 
remittance basis taxpayers however, there is 
no personal allowance available regardless 
of the level of their income.

(ii) Any non-domiciled individual who has 
been resident in the UK in at least seven of 
the previous nine tax years, is subject to a 
“remittance basis charge”. The remittance 
basis charge amounts to an additional £30,000 
tax charge for any person claiming the 
remittance basis who has been resident in the 
UK in seven of the previous nine years. This 
becomes £60,000 for people resident in the 
UK in twelve of the previous fifteen years.

Once a person becomes deemed domiciled in the 
UK, they lose the option to claim the remittance 
basis of taxation.

 
2. OVERSEAS WORKDAY RELIEF
It is not uncommon for expats in the UK to have jobs 
which require some international travel. Under UK 
tax law, an expat who comes to the UK can exclude 
a portion of their earnings from UK taxation for the 
first three tax years in which they are UK resident.

The relief relies on the individual being not 
domiciled in the UK and claiming the remittance 
basis of taxation. The level of relief is the lesser 
of: the proportion of the individual’s earnings 
which are attributable to time spent working 
overseas; or the amount of the individual’s 
earnings which are not remitted to the UK.

Furthermore, it is possible for the individual’s 
employer to obtain a ruling from HM Revenue & 
Customs to the effect that the anticipated amount 

of relief can be dealt with via payroll. This 
means that the expat may not have to wait until 
their tax return is due in order to feel the benefit.

Although this relief is relatively short-lived, 
it can be very valuable for the internationally 
mobile employee, although care should be taken 
to ensure that sufficient sums are kept offshore.

 
3. INHERITANCE TAX
Inheritance tax is levied on gifts made during a 
person’s lifetime as well as on bequests made on 
death. For any person who is domiciled in the 
UK, the inheritance tax net covers the value of 
their worldwide assets to the extent that those 
assets exceed the ‘nil rate band’. However, for 
any person not domiciled in the UK, inheritance 
tax can only be applied to UK situs assets, which 
leaves considerable scope for estate planning.

One thing that is important to point out is that the 
UK tax law which governs inheritance tax includes 
a provision to deem a person as being domiciled 
in the UK if that person has been resident for tax 
purposes in fifteen of the past twenty tax years.

However, a properly constructed offshore trust 
established prior to an individual becoming 
deemed domiciled in the UK can shelter the 
individual’s offshore assets from UK inheritance 
tax even after the fifteen-year test has passed.

 
TRAPS FOR THE UNWARY
Tax legislation in the UK has become extremely 
complex, and contains a plethora of provisions 
aimed at preventing tax avoidance. Many of 
these provisions are drawn in fairly broad terms, 
and can have implications for expats which may 
be unexpected.

 
1. IMPORTING AN OFFSHORE TRUST
Depending on which country an expat in the 
UK originates from, it is quite possible that a 
trust structure may have been put in place in that 
country without tax as its key rationale.

Generally, UK tax law determines the residence 
of a trust based on the residence of its trustees and 
on the residence and domicile status of the settlor 
of the trust when it was funded. If all of the trustees 
are UK resident, the trust is UK resident; if no 
trustees are UK resident, the trust is not resident in 
the UK. If at least one trustee is not resident in the 
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of an investment in an offshore fund is taxed 
as income (at rates of up to 45%) instead of 
capital gain (at rates of up to 20%). However, 
the fund is able to apply to HM Revenue & 
Customs for “reporting fund” status. Any funds 
which are granted this status are then treated 
for tax purposes in the same way as UK funds. 
Helpfully, HM Revenue & Customs do publish a 
list of these funds. 

 
3. EMPLOYEE STOCK OPTIONS
Employee stock options are nothing new, and 
certainly nothing that are specifically an issue 
for expats. 

Generally speaking, unless the option 
arrangement has been approved by the UK tax 
authorities, the exercise of an option granted 
by an employer to an employee is subject to 
income tax as earnings, with the taxable amount 
being the difference between the market value 
of the underlying shares and the amount paid to 
exercise the option.

Historically, UK tax law has stated that if you 
were granted stock options before your move to 
the UK, and provided that those options were not 
granted in anticipation of a move to the UK, there 
would be no charge to UK income tax when you 
exercise the options. This was nice and easy, not 
to mention quite beneficial where the expat had 
come to the UK from a lower taxed jurisdiction.

However, since April 2015, any stock options 
exercised in the UK are (at least in part) be taxable in 
the UK. So, in a case where the option was granted 
before the move to the UK but exercised afterwards, 
HM Revenue & Customs will want to tax a pro-rata 
portion of the income by reference to the period 
between grant and exercise. In other words, suppose 
you were granted some options by your employer 
on 30 June 2012, and moved to the UK on 30 June 
2014. If you exercised the option on 30 June 2018, 
two thirds of the income on exercise would be 
subject to UK income tax.
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UK, the trust will be resident only if the settlor was 
resident and domiciled in the UK when the trust 
was funded.

For example, it is very common in the US for 
individuals to create ‘revocable life trusts’ to hold 
their assets. These trusts have no tax benefits in 
the US, but do help to avoid the expense incurred 
in obtaining probate on the death of the individual. 
Typically, the individual will be the creator, 
trustee, and one of the beneficiaries of the trust. 
This is all fine, but when that individual moves 
to the UK, UK tax law would likely treat the trust 
as if it had also moved to the UK (subjecting its 
assets to income tax and capital gains tax). 

That may not be the end of the world for many 
people, given that the trust was never intended to 
provide a tax benefit in the first place, but there is 
a nasty sting in the tail. When the expat decides 
to return to his or her home country, the trust will 
also cease to be UK resident as well, and under 
UK tax law if a trust ceases to be UK resident, it is 
deemed to have sold all of its assets at their market 
value and must pay tax on the deemed gain.

The moral of the story - if you are the sole 
trustee of an offshore trust, make sure that the 
trust appoints another non-resident trustee before 
you move to the UK.

 
2. THE “OFFSHORE FUND” RULES
The use of collective investment funds such as unit 
trusts, investment trusts, exchange traded funds, and 
mutual funds has become increasing commonplace 
in the UK and elsewhere around the world. 

Aside from offering investment diversity, 
these funds are generally tax efficient for UK 
taxpayers, if the fund itself is established in the 
UK and meets certain requirements with regard 
to the income it distributes to its investors and 
the information that it reports.

For expats with investments in such funds 
outside the UK, there are potential tax issues 
that warrant some consideration. The reason 
for this is that offshore investment funds do not 
necessarily have to meet the same standards as 
their UK equivalents in terms of distribution 
and reporting. As such, they could be seen as 
vehicles for tax avoidance or tax deferral. 

UK tax law addresses this issue in two ways. 
By default, any gain realised on the disposal 



44


