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Non-Dom regime — the latest developments

Since the Chancellor made his ‘shock’ announcement in the Spring Budget on 8™ March 2024, the Labour party
have commented that he did not go far enough and that they will be looking to close the “loopholes” which remain
for non-doms.

What was announced in the Budget, and what has the Labour Party’s response been?

The Chancellor announced in the Spring Budget that the current remittance basis of tax for non-UK domiciliaries
will come to an end on 6 April 2025. It will be replaced with a new residence-based regime for new arrivers, where
foreign income and gains will broadly be exempt for 4 years. Thereafter, all UK residents will become taxable on
a worldwide basis from 6 April 2025, whether domiciled or not, subject to some significant transitional
arrangements for existing remittance basis users.

Overview of Current Non-Dom Regime

UK residents with a foreign origin or “domicile” can currently elect to be taxed on the remittance basis in respect
of their foreign income and gains during the first 15 years of UK residence. That broadly means that they are not
subject to tax on foreign income and gains unless and until those funds are brought to or used in the UK.

Such individuals are also able to establish and maintain special “protected trusts” which can be used to roll up
foreign income and gains tax-free and which, if established before 15 years of residence have elapsed, can
continue to be tax-protected almost indefinitely.

Finally, non-domiciled individuals are only subject to UK Inheritance Tax (IHT) on their UK assets, as opposed to
their worldwide estate. Protected Trusts have also been effective in keeping foreign assets out of the UK IHT net
after year 15.

Key Changes to the Regime
The changes proposed by the Chancellor and the subsequent comments from the Labour Party can be
summarised as follows:

1. From 6 April 2025, the current remittance basis of taxation will be abolished for UK resident non-domiciled
individuals. The Labour Party have not made any official announcements to the contrary®.

2. This will be replaced from 6 April 2025 with a new 4-year foreign income and gains (FIG) regime for individuals
who become UK tax resident after a period of 10 tax years of non-UK residence. The Labour Party have not
made any official announcements to the contrary®.

3. Qualifying individuals will not pay tax on FIG arising in the first 4 tax years after becoming UK tax resident and
will be able to bring these funds to the UK free from any additional charges. They will not pay tax on non-
resident trust distributions either. They will pay tax on UK income and gains, as is the case for non-domiciled
individuals now. The Labour Party has suggested that an exemption from tax on UK investment income
might also be introduced for this 4-year period, in order to encourage investment in the UK.
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4.

Individuals who, on 6 April 2025, have been tax resident in the UK for less than 4 years (after 10 years of non-
UK tax residence) will be able to use this new regime for any tax year of UK residence in the remainder of
those 4 years. The Labour Party have not made any official announcements to the contrary®.

Overseas Workday Relief (OWR) for the first 3 tax years of UK residence will be retained and simplified. From
6 April 2025 eligibility for OWR will be based on an employee’s residence and whether they opt to use the
new 4-year FIG regime. The Labour Party have not made any official announcements to the contrary®.

What about Trusts?

1.

From 6 April 2025, the protection from taxation on future income and gains as it arises within trust
structures (whenever established) will be removed for all current non-domiciled and deemed domiciled
individuals who do not qualify for the new 4-year FIG regime. The Labour Party have not made any official
announcements to the contrary®.

FIG arising in non-resident trust structures from 6 April 2025 will be taxed on the settlor or transferor (if they
have been UK resident for more than 4 tax years) on the arising basis. The Labour Party have not made any
official announcements to the contrary®.

FIG which arose in the trust or trust structure before 6 April 2025 will be taxed on settlors or beneficiaries if,
and only if, they are matched to worldwide trust distributions. The Labour Party have not made any official
announcements to the contrary’.

Existing IHT benefits pertaining to excluded property settled into trust prior to 6 April 2025 will be preserved
(see below commentary on IHT). The Labour Party have pledged to abolish this ‘loophole’?.

Transitional Period — Existing Remittance Basis Users

1.

Individuals who move from the remittance basis to the arising basis on 6 April 2025 and are not eligible for
the new 4-year FIG regime will, for 2025-2026 only, pay tax on 50% of their foreign income. The Labour
Party have not made any official announcements to the contrary®.

This reduction applies to foreign income only; it does not apply to foreign chargeable gains.

From 6 April 2025, an individual who is not, or who later ceases to be, eligible for the new 4-year FIG regime
will be taxed on foreign gains in the normal way. Transitionally, individuals who have claimed the remittance
basis will, on a disposal of an asset held personally on 5 April 2019, be able to elect to rebase that asset to its
value as at that date. The Labour Party have not made any official announcements to the contrary®.

From 6 April 2025, individuals who have been taxed on the remittance basis will be able to elect to pay tax at
a reduced rate of 12% on remittances of pre-6 April 2025 FIG under a new Temporary Repatriation Facility
(TRF) that will be available for tax years 2025-26 and 2026-27. TRF will not apply to pre-6 April 2025 FIG
generated within trusts and trust structures.
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5. For 2026-27 onwards, tax will be due on all worldwide income and gains in the normal way. The Labour Party
have not made any official announcements to the contrary®.

What about Inheritance Tax (IHT)?

1. From 6 April 2025 the government intends to move inheritance tax from a domicile-based regime to a
residence-based regime. This will be subject to consultation. The Labour Party have not made any official
announcements to the contrary.

2. After the Chancellor’s announcements it appeared that there would be an important window until 5 April
2025 during which a non-domiciled individual may settle non-UK assets into trust and benefit from indefinite
IHT protection as under the current Protected Trusts regime. (This again is subject to consultation, but it
appears the Gifts with Reservation (GWR) exemption will continue to apply to excluded property within such
settlor-interest trusts. The exemptions are unlikely to apply to returning “Formerly Domiciled Residents”, as
at present.). The Labour Party have stated that they will look to remove the IHT protection afforded to
Trusts, regardless of the date of settlement?.

Checklist — What do | need to be thinking about?

The General Election must take place before the end of January 2025, but it is widely expected to be held before
the end of the year, most likely in October/November 2024. This means that, regardless of the result, the new
Government will not have much time for consultation or drafting of new legislation before the intended start date
of 6 April 2025. Given this, it is possible that the implementation of the changes (in whatever form they take) may
be delayed until 6th April 2026 (or later).

However, we would recommend that all current remittance basis users take professional advice as soon as
possible, not least so that any transitional benefits can be maximised. Matters to consider may include:

e Am | eligible for all or part of the new 4-year FIG regime from 6 April 2025, or am | taxable on an arising
basis?

e If not, what would the tax liability be on my worldwide income and gains going forward, including in the
transitional year?

e Can | bring non-UK income and gains forward into 2024/25 to benefit from the final year of remittance
basis? For instance, distributions from private companies or trusts?

e Should | remain tax resident in the UK, or should | plan to leave before 6 April 2025? What tax-favourable
jurisdictions are available and what are the immigration requirements?

e | may be subject to tax on the income in my trust from 6 April 2025. Can | restructure the trust before
that, and / or bring distributions forward? Should | exclude myself from benefit as settlor, in favour of
future generations?
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e Couldl, as the settlor of a Trust “move abroad” while still spending some time in the UK to retain tax
benefits? In many cases this may not be that different to your current lifestyle pattern, and the wider
family may be able to remain in UK.

e Would older Trust structures be protected by various motive defences (particularly underlying
companies of trusts) which, on the face of it, would not be removed as they are part of general tax law
not non-dom tax law.

Next Steps

Our Tax Team would be delighted to assist anyone who would like help in reviewing their position. Please contact
Terence Pay, Tax Partner, or Adam Thompson, Tax Director, on +44 20 7930 7111 or e-mail us at
tax_team@verfides.com

London, 17 April 2024

! To the best of our knowledge and belief as at the date of this article.
2 A speech made by Rachel Reeves (the Labour Shadow Chancellor) on Monday 8t April 2024
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