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U.K. BUDGET PROCLAIMS DEATH KNELL
FOR REMITTANCE BASIS TAXATION

INTRODUCTION

As was widely tipped, the Chancellor used his budget speech on March 6th to an-
nounce the termination of the U.K.’s non-domicile regime and remittance basis of
taxation. This seems to be a complete steal from the Labour Party, which pledged to
abolish the “non-dom loophole” if and when it would come into power.

The full details are yet to be known. Some of the changes to inheritance tax are to
be the subject of a consultation. Based on the H.M.R.C. technical note published
shortly after the chancellor’s speech ended, this article addresses the highlights of
the proposal.

OVERVIEW OF BUDGET PROPOSAL

The current remittance basis of taxation will end on April 5, 2025. The remittance
basis of taxation as it currently operates will no longer be available after that date.
The following changes will then take effect from April 6, 2025.

. A new foreign income and gains (“F.I.G.”) regime will be available for indi-
viduals who become U.K. tax resident after a period of 10 tax years of non-
resident status with regard to the U.K. During the first four tax years of U.K.
tax residence, individuals who qualify for the new regime will be able to bring
F.I.G. to the U.K. free from any U.K. tax charges. Tax will also not be payable
on distributions received from nonresident trusts. During this period, U.K.
income and gains will be subject to U.K. tax in the normal way.

. If, on April 6, 2025, individuals have been nonresident for 10 years and U.K.
resident for less than four years they will be able to use the new regime for
any tax year of U.K. residence until the fourth year of residence is completed.

. Overseas Workday Relief (“O.W.R.”) will remain available for the first three
tax years of U.K. residence but will be based on an employee’s residence
and whether he or she opts to use the new four-year F.I.G. regime from April
6, 2025.

. The protection from taxation on income and gains arising within trust struc-
tures will be removed for all current nondomiciled and deemed-domiciled
individuals who do not qualify for the new four-year F.I.G. regime. Any F.I.G.
arising in a nonresident trust structure from April 6, 2025, will be taxed on
the arising basis when the settlor or transferor has been resident in the U.K.
for more than four tax years. This mirrors the way trust income and gains
are presently taxed when the settlor or transferor is domiciled in the U.K.
Any F.I.G. that arose within a trust or trust structure before April 6, 2025, will
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be taxed on settlors or beneficiaries if they are matched to worldwide trust
distributions.

Any individual who is currently taxed on the remittance basis and not eligible
for the new four-year F.I.G. regime will pay tax on 50% of foreign income
for the U.K. tax year ending April 5, 2026. This reduction applies to foreign
income only. It does not apply to foreign chargeable gains. Beginning with the
U.K. tax year commencing on April 6, 2026, no reduced tax rate will apply to
foreign income which will then be taxed in full on the arising basis.

For foreign capital gains, an individual who does not fall within the four-year
F.I.G. regime will be taxed when and as they arise after April 6, 2025. Tran-
sitional relief will be available for individuals who have claimed remittance
basis taxation in the past. They will be allowed to rebase any asset disposed
of to its value at April 6, 2019, if the asset was held at that date.

Where an individual was previously taxed on the remittance basis, an elec-
tion is available to pay tax at a reduced rate of 12% on remittances of pre-
April 6, 2025, F.I.G. This benefit is temporary. It will apply for two years from
April 6, 2025. The benefit will not be available for F.I.G. within trusts and trust
structures.

Subject to a consultation, it is intended that inheritance tax will be based on
residence from April 6, 2025. The proposal is for U.K. inheritance tax to be
charged on worldwide assets if an individual has been resident in the U.K. for
a period of 10 years. Once the 10-year period has been exceeded, it will be
necessary to remain resident outside the U.K. for a period of at least 10 years
to escape U.K. inheritance tax.

For assets held within trust structures, the inheritance tax position will follow
the residence of the settlor. However, trusts funded before April 6, 2025 will
remain outside the scope of U.K. inheritance tax provided trust assets are not
brought into the charge to U.K. inheritance tax under existing rules.

PATH FORWARD FOR NON-DOM INDIVIDUALS
REPORTING INCOME ON THE REMITTANCE
BASIS

In light of the revisions discussed above, individuals currently claiming benefit under
the remittance basis taxation rules will be affected in the following ways:

Those persons already resident in the U.K. for four or more years will be
entitled to claim a 50% reduction in foreign income subject to tax in the tax
year beginning April 6, 2025.

Individuals will be able to rebase foreign assets to the value on April 6, 2019,
for disposals after April 6, 2025.

Any unremitted F.I.G. remaining abroad on April 5, 2025, can be remitted
after that date at a special rate of 12%. The relief exists only for a 2-year pe-
riod. The relief is intended to incentivize repatriation of F.I.G. and investment
in the U.K. The benefit appears to be available to anyone with unremitted
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F.I.G., including those who are now deemed domiciled. It will not be available
for remittances from trust structures. Consequently, trust beneficiaries who
report income under the remittance basis should alert trustees of the benefit
of making trust distributions before April 6, 2025.

. Trust structures will continue to be effective until April 5, 2025. After that date,
any F.I.G. within a trust structure will be taxed on the settlor when and as it
arises if the settlor, a spouse, or certain other individuals are beneficiaries
or can receive a benefit from the trust. If such individuals are excluded from
benefitting under the trust structure, it would appear the trust will continue to
provide protection for beneficiaries resident in the U.K.

. An offshore trust structure set up before April 6, 2025 will continue to be
effective for inheritance tax purposes.

. An existing offshore trust structure set up before April 6, 2025 will continue to
be effective for F.I.G., provided the settlor, spouse, or certain other persons
are excluded from benefitting under the trust before April 6, 2025.

. Where an offshore trust is created before April 6, 2025, and the settlor of
the trust, spouse, or certain other persons are able to benefit from the trust,
any F.I.G. realized within the trust structure will be taxed on the settlor on an
arising basis.

CONCLUSION

On June 23, 2016, the U.K. held a referendum on its membership of the E.U. The
question facing voters was whether the U.K. should remain a member of the E.U.
A reported 51.89% of voters voted to leave the E.U., and the U.K. left the E.U. on
January 31, 2020. On March 6, 2025, the Chancellor announced the demise of
remittance basis taxation for non-dom individuals. The proposal has been explained
above, as has a path forward for those currently reporting income on the remittance
basis. The ultimate question is the extent to which non-dom individuals will remain

Ui BT or will “vote with their feet.”
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Disclaimer: This article has been prepared for informational purposes only and is not intended to constitute advertising or solicitation and should not
be relied upon, used, or taken as legal advice. Reading these materials does not create an attorney-client relationship.
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