
Following the original announcement about 
significant changes to the taxation of non-UK 
domiciled individuals, made by the government in 
July 2015, they published their much anticipated 
consultation document on 30 September 2015. 

The document sets out the detail of proposals and 
includes limited draft legislation and provides an 
opportunity for discussion on how best to implement 
the proposals. There will be a separate consultation 
published on the proposal to charge UK inheritance 
tax on those non-UK domiciled individuals (non-doms) 
who hold UK residential property indirectly through 
an offshore entity like a company and/or a trust.

The proposals aim to introduce a number of reforms 
to the taxation of foreign domiciled persons (“non-
doms”). These changes will affect non-doms who are 
resident in the UK for lengthy periods and changes 
will also be made to the qualifying rules governing 
those who have a UK domicile at birth (known as a UK 
domicile of origin).

A UK resident and domiciled individual is taxed on 
worldwide income and capital gains, however a 
UK resident non-dom is currently able to claim the 
remittance basis of taxation in respect of foreign 
income and gains. This means that they are only taxed 
on those amounts that are brought to the UK.  The 
non-dom is also favourably treated for Inheritance Tax 
(“IHT”) as they only pay IHT on UK assets.

The government believes that this difference should 
be addressed for longer term UK resident non-doms 
and they have made a number of attempts to curtail 
the favourable treatment they enjoy, most recently 
in 2008 when an annual Remittance Basis charge was 
introduced for those who had been resident for at 
least 7 out of the preceding 9 tax years.

The government intends to abolish the benefits 
of non UK domicile status for certain longer term 
residents from April 2017. This will only affect those 
who have been resident for 15 out of the last 20 tax 

years and such individuals will then be treated as 
deemed UK domiciled for all tax purposes and as a 
consequence, they will no longer be able to claim to 
use the Remittance Basis. The new deemed domicile 
status will commence from the 16th year of UK 
residence.

In addition, those who had a domicile in the UK at the 
date of their birth, but have since acquired domicile 
elsewhere (perhaps through emigration), will revert 
to having a UK domicile for tax purposes whenever 
they are resident in the UK.

Currently, the deemed domicile treatment only 
applies for IHT, where a person has been resident 
for 17 out of 20 years.  The proposal effectively 
now reduces this period to 15 out of 20 years.  Both 
foreign and UK assets will be subject to Inheritance 
Tax (IHT) when the taxpayer is deemed domiciled. 

A deemed domiciled individual who leaves the UK for 
six or more consecutive tax years would lose deemed 
domicile status and could claim the remittance basis 
again for another 15 years. 

Some concessions will be introduced for offshore 
trusts provided they were set up before the individual 
became deemed-UK domiciled. Currently, income and 
capital gains of trusts are treated as arising directly 
to the Settlor and where this is a non UK resident 
trust, the remittance basis affords a certain level of 
protection.  It is proposed that tax will be paid only 
on any ‘benefits’ they receive from an offshore trust 
and any underlying entities without reference to the 
income and gains arising in the offshore structure, 
although UK source income will be taxable on the 
arising basis, as it would be under existing rules. 

The government is considering whether the new trust 
benefit regime should apply to all non-domiciled 
individuals who are resident in the UK rather than 
being limited to those who become deemed-
domiciled under the 15 year rule, though while an 
individual is not deemed-domiciled, benefits will be 
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subject to the remittance basis. This is intended to 
avoid the complexity of transitioning to new rules 
when an individual has been resident for 15 years 
(subject to proposed changes to UK residential 
property). 

Non-UK assets in offshore trusts that are set up by 
an individual who is not domiciled in the UK under 
the current rules will remain outside the scope of UK 
IHT, even after that individual becomes deemed-UK 
domiciled. 

Overseas earnings (including earnings and other 
income from employment-related securities) which 
relate to a period while an individual was not 
domiciled and not deemed-UK domiciled which 
are paid after the individual becomes deemed-UK 
domiciled will still be eligible to be taxed under 
the remittance basis where all of the applicable 
conditions are met. 

Individuals who become deemed-domiciled should 
also be able to claim relief for foreign capital losses 
which may not have been possible as a non-dom. 

Specific measures for those born in the 
UK with a UK domicile of origin 
The second aspect of the reforms restricts access 
to non-dom status for individuals who were born in 
the UK with a UK domicile of origin but who have 
acquired a domicile of choice elsewhere. 

From April 2017, an individual in this position will be 
treated as UK domiciled for all tax purposes while 
they are resident in the UK. 

Trusts that are established offshore while such an 
individual was neither domiciled nor resident in 
the UK will cease to be excluded property for IHT 
purposes if the settlor becomes UK resident and will 
be within the relevant property regime. 

Further aspects subject to consultation 
Consideration will be given to whether the £2,000 de-
minimis income and gains threshold should be preserved 
for non-domiciled individuals who become deemed UK 
domiciled and what impact these reforms will have on 
the spousal election for UK domiciled status. 

What’s next? 
Draft legislation is scheduled to be published in 
Finance Bill 2016 (in December) with a further 
consultation exercise planned before final legislation 
is introduced to take effect from 6 April 2017. Any 
changes to the IHT treatment of UK residential 
property held through offshore structures are also 
expected to take place from that date.
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