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All change for UK non-doms 

In August the government released a further consultation on the proposed 
changes to the taxation of those non-UK domiciliaries (non-doms) who will 
become deemed domiciled in the UK under the new ‘15 out of 20’ years rule, as 
announced in the 2015 summer Budget. 
New provisions will also prevent foreign 
companies from being used to shelter UK 
residential properties from inheritance tax.

As is often the case with consultation papers 
however, it is clear that the Treasury still has much 
work to do in refining the required legislation before 
it comes into force next April.  The key points 
appear to be: 

 The reforms will become effective from
beginning of the 2017/18 tax year

 The rules determining whether an
individual is deemed UK domiciled will not
be changed significantly from those in the
original announcement.

 New rules will prevent those non-doms who
have not become deemed domiciled from
gaining an advantage with regard to
inheritance tax (IHT) by holding UK
residential properties via overseas
companies.

Although the government has confirmed that there 
is a rationale for encouraging those who own UK 
residential properties via offshore companies and 
other structures to ‘de-envelop’ (i.e. extract) those 
assets, it does not intend to offer any relief against 
tax charges which might be triggered as a 
consequence of doing so.  Individuals who have 
opted to own UK residential properties via this route 
may therefore wish to consider unwinding such 
ownership sooner rather than later. 

There will be two transitional provisions for non-
doms who become deemed domiciled under the 
new rules and these are intended to make the 
transition to being taxed on a worldwide basis 
easier to manage.  One deals with the rebasing of 
the value of offshore assets for capital gains tax 
(CGT) purposes while the other allows the 
separation of ‘mixed funds’, which comprise both 
clean capital and foreign income and/or gains into 
their component parts. 
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Both of the transitional rules apply only to those 
non-doms whose domicile of origin is outside the 
UK, so will affect only those to whom the proposed 
‘15 out of 20 years’ rule applies.  This is the new 
provision under which a non-dom becomes 
deemed domiciled in the UK for the purpose of all 
taxes on 6th April 2017 if they have already been UK 
resident for 15 years at that point or at the 
beginning of their 16th tax year of residence if they 
have not. 

Notably no such transitional reliefs are on offer to 
non-doms born in the UK and who also have a UK 
domicile of origin.  Such individuals will simply 
become UK deemed domiciled if they are UK 
resident during 2017/18 or any subsequent tax 
year. 

Rebasing 
One surprising aspect to the 2016 budget proposal 
was contained in the accompanying 
documentation, to the effect that there would be a 
transitional relief for the rebasing of overseas 
assets.  This would allow non-doms affected by the 
new deemed domicile rule to rebase the values of 
their non-UK assets to their 5th April 2017 value for 
the purposes of CGT.  This would clearly limit the 
taxable gain on a rebased asset to any increase its 
value since that date, even if the proceeds were 
subsequently remitted to the UK, meaning that any 
capital gain prior to the 2017/18 tax year would be 
treated as clean capital. 

It should be noted that merely rebasing an asset’s 
value for CGT purposes to its 5th April 2017 value 
does not guarantee that no tax liability would be 
due on the remittance of the sale proceeds, since 
if it had been purchased using foreign income or 
gains a tax charge may still arise to the extent that 
the sale proceeds comprise such income and 
gains.  Nevertheless, depending on individual 
taxpayers’ circumstances, these historic income 
and gains may be covered by existing transitional 
provisions introduced back in April 2008.  Even if 
such reliefs do not apply, it may be possible to remit 
only the non-taxable gain element of the proceeds 

using the existing mixed fund rules; alternatively, 
for assets disposed of in 2017/18, the proposed 
unmixing relief may be applicable. 

As noted previously, rebasing will only be available 
to those non-doms becoming deemed domiciled 
under the new 15 of 20 years test in April 2017.  
However, only those who have paid the remittance 
basis charge in at least one tax year from 2008/09 
to 2016/17 will be entitled to it, so it may actually be 
worthwhile for them to pay the remittance basis 
charge in the current tax year in order to qualify for 
the relief if they have not done so previously. 

This gives rise to a somewhat anomalous situation, 
in that for an individual who has the misfortune to 
become deemed domiciled after 2017/18 and then 
disposes of an asset, their entire gain will be 
subject to CGT, whereas someone who becomes 
deemed domiciled during 2017/18 can dispose of 
an asset on 6th April 2017 and remit the entire 
proceeds tax-free.  Clearly the former could 
liquidate the asset (or could already have done so 
before the measures were announced) prior to 
becoming deemed domiciled but this would 
prevent the proceeds being remitted without 
incurring a CGT charge on them. 

Rebasing can be asset-specific, which appears to 
create the potential to opt to rebase some but not 
other assets that are held, for example where some 
have appreciated in value but others show a loss; 
although the consultation paper is silent on the 
question of how this will work, it seems likely that 
the taxpayer will need to make an election via their 
tax return. 

Perhaps unsurprisingly, rebasing is only applicable 
for those overseas assets which are held directly 
rather than via offshore corporate structures, even 
though UK resident shareholders in such entities 
may be subject to ‘look through’ for tax purposes 
and thus no UK tax advantage is conferred by that 
route. 
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Rebasing is restricted to assets which are foreign 
on 5th April 2017 and were also foreign on 8th July 
2015 (the date of the Budget in which the measures 
were announced) so may be unsuitable for assets 
which are currently in the UK even if they could be 
moved offshore before the end of 2016/17. 

The treatment of ‘mixed funds’ 
Mixed funds are assets (such as bank accounts of 
holdings in investment funds) which comprise both 
the original capital invested and subsequent 
income and gains arising on that capital.  Under the 
current rules, any remittance of capital from such a 
fund to the UK is deemed to be the taxable element 
(i.e. overseas income and gains) first before any of 
the original (clean, non-taxable) capital.  From 6th 
April 2017, tax will become due on an arising basis 
but pre-April 2017 capital cannot be remitted to the 
UK without first paying tax on those overseas 
income and gains within it. 

The transitional relief in this instance will be a one 
time (i.e. during 2017/18 only) facility for non-doms 
with a domicile of origin outside the UK to separate 
mixed funds within overseas accounts into their 
constituent parts, so that clean capital, offshore 
gains and offshore income can each be transferred 
to separate accounts.  The proceeds of each can 
then be treated as clean capital and remitted to the 
UK in any order and at any time. 

It should be evident that in order for this even to be 
possible, it will be essential for the individual 
concerned to have a complete record of all prior 
transactions on the account in order to identify the 
relevant values.  Clearly, there will also be some 
instances in which even if that data is available, the 
cost of carrying out the analysis will be 
uneconomical in the context of the potential tax to 
be saved. 

Unlike the rebasing rules, the unmixing facility will 
be available to all non-doms with a domicile of 
origin outside the UK, so is not limited to those who 
will become deemed domiciled (for income and 

CGT purposes) in 2017/18 under the new 15 out of 
20 years test. 

However, the fact that the relief is limited in time to 
2017/18 only is arguably discriminative against 
those who will only become deemed domiciled 
after 5th April 2018.  Even if they do elect to use the 
unmixing relief in 2017/18, they will then need to 
maintain the segregation of those accounts until 
such time as they start to be taxed on an arising 
basis. 

What is interesting about this relief is that it applies 
to all individuals with a non-UK domicile of origin, 
irrespective of when they became UK resident (in 
fact they need not even be UK resident in 2017/18). 
Since the purpose of the relief is presumably to 
allow those who are about to become taxable on an 
arising basis to be able access funds to spend in 
the UK without incurring historic tax on it, this 
seems a little wider in scope than strictly 
necessary. 

It is also unfortunate that it does not cover assets 
owned via offshore companies and trusts rather 
than just applying to individuals, given that these 
are often transparent from a tax perspective for UK 
resident shareholders and which may have been 
established in the past based on the then prevailing 
legislation. 

At the time of writing the indications are very much 
that the legislation is to be introduced in 2017 but 
with some anomalies still evident, it is not clear 
whether the apparent inconsistencies and 
elements of unfairness will be amended, delayed or 
survive to Royal Assent as currently scheduled. 

In a future edition we will also consider the 
implications of the reforms for non-resident trusts 
and the proposals affecting the inheritance tax 
treatment of UK residential property for non-doms. 
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For further information please get in touch 
with your usual Bloomsbury Wealth contact, 
telephone 0207 965 4480 and ask for a 
member of the wealth team or alternatively 
e-mail truewealth@Bloomsburywealth.co.uk

CA-BWA 261016JC 

Disclaimer  
This document is intended for informational 
purposes only and no action should be taken or 
refrained from being taken as a consequence of it 
without consulting a suitably qualified and 
regulated person.  It does not constitute financial 
advice under the terms of the Financial Services 
and Markets Act 2000. It is not an offer to sell, or a 
solicitation of an offer to buy, the instruments 
described in this document.  Past performance is 
not a reliable indicator of future results.  Tax 
treatment depends on the investor’s individual 
circumstances and may be subject to change. 
Interested parties are advised to contact the entity 
with which they deal, or the entity that provided this 
document to them, if they desire further information.  
The information in this document has been 
obtained or derived from sources believed by 
Bloomsbury Wealth to be reliable but Bloomsbury 
Wealth does not represent that this information is 
accurate or complete.  Any opinions or estimates 
contained in this document represent the 
judgement of Bloomsbury Wealth at this time and 
are subject to change without notice. © 2016 
Bloomsbury Wealth 

mailto:truewealth@Bloomsburywealth.co.uk

	Rebasing
	The treatment of ‘mixed funds’

