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UNITED KINGDOM TAXATION LIABILITIES

IMPLICATIONS OF TERRITORIAL SCOPE OF RESIDENCE, ORDINARY RESIDENCE AND DOMICILE

	Income Tax Liability on Individual
	Subject to UK Tax on:-



	Resident and Domiciled
	Worldwide income



	Resident, non Domiciled
	All UK income

Remittances of foreign investment and foreign employment income

From 6.4.2008, any person who has been resident for at least 7 out of 9 years. will be liable to a flat rate tax of £30,000 for any year for which an election is made to be taxed on the remittance basis.  If no election is made taxation of worldwide income for that year is on an arising basis.



	Non Resident and not Ordinarily Resident and Non Domiciled


	UK source income only except certain categories of income including company dividends and interest (subject to withholding taxes on interest (if any)).



	Note:- 

An individual can be resident but not ordinarily resident (rarely the opposite applies). This status can result in different treatment enabling the remittance basis to apply.

Applicable for treaties may impact on liability to UK tax.



	Capital Gains Tax Liability on Disposal of Assets

by Individual
	Subject to UK Tax on:-



	Resident or Ordinarily Resident and Domiciled
	Worldwide gains



	Resident or Ordinarily Resident and not Domiciled
	UK gains

Remittances of other foreign gains

From 6.4.2008, £30,000 flat rate tax as described above may apply.

	Non Resident and not Ordinarily Resident
	None (except in limited circumstances)


	Inheritance Tax (IHT) on Death or Certain Lifetime Gifts


	

	Liability to gift and inheritance taxes depend upon the domicile of the transferor or the location of the assets involved.  Tax falls on the estate or donor not on the inheritors or donee.



	Domiciled in the UK


	Worldwide assets



	Not domiciled in the UK
	UK situated assets only



	Note:-

· Exemption from tax applicable to the acquisition by a person neither domiciled nor ordinarily resident of certain Government Securities.

· Agricultural and business property relief applies to UK domiciled individuals.

· Outright gifts by UK domiciled individuals in which they reserve no benefit are ‘potentially’ exempt and become exempt if the donor survives 7 years.  Further rules (Pre-owned Assets tax) can impose an income tax charge in respect of assets where the donor continues to enjoy a benefit.

· Note that ‘domicile’ for IHT includes ‘deemed’ domicile (applies to an individual who has been resident in the UK for 17 out of 20 consecutive tax years).



	Companies


	Subject to UK Tax on:-



	Resident
	Worldwide profits (Corporation Tax)



	Non Resident
	UK source income profits (Income Tax) or profits from UK permanent establishment (Corporation Tax)

No liability to Capital Gains (except in respect of assets used in UK trade).


Summary of notable points/rates

Rates of tax:  2009/2010 (from April 6th 2009)

Income (Individuals): 

(Personal allowance: £6,475)


20% (basic rate) on £37,400*








40% (higher rate) from £37,400

*Note: certain savings and dividend income have different rates

Capital Gains: 



Flat rate of 18% (from 6.4.2008)


annual exemption: £10,100

Note: Entrepreneurs relief reduces chargeable gain on specified qualifying assets to an effective rate of 10% to a ‘lifetime’ total of £1 million of gains

Inheritance Tax (on donor/testator):


Nil rate: £325,000

20% (life time rates) on transfers









40% (on death)
 

Corporation Tax:


Small companies on profits below £300,000:
 21%




Standard rate on profits above £1,500,000:
 28%




Marginal rate (between these levels):
       
 29.75%

Note: 

1. There are no deductions made on dividend payments (out of the UK).

2. Corporation tax on certain capital gains from the disposals of holdings of at least than 10% in subsidiary companies by trading companies is exempt 

Value Added Tax (generally):



17.5% *

*Note: rate from 1.12.08 to 31.12.09 is 15%

	A. Residence

An individual is treated as resident in the UK if he is physically present with the intention of being resident.  The applicable tests are:-



	1.
	Physically present for 183 days in any one tax year (April 6th to April 5th), resident in that year



	2.
	Physically present for an average of more than 90 days in any year over a four year period:-

a) Resident and ordinarily resident from the 5th year; unless

b) the individual can be shown to have formed the intention to continue coming to the UK for that period; resident from the tax year the intention arose



	Notes
	a) New interpretations of the rules by HMRC from 6.4.09 have introduced the possibility of residence below 90 days depending on the existence of other social and economic connecting factors (see publication : HMRC6)

b) From 6.4.2008, 90 days is measured as 90 nights, so that contrary to the previous practice, days of arrival and departure are no longer ignored

c) Owning a property which is available to be used is ignored with regard to individuals coming to the UK for temporary purposes

d) By concession the tax years of arrival and departure can be split into periods of residence and non-residence so that tax liability is, for most sources, based only on income profits or gains arising during the period of residence (note restrictions on the concession for individuals leaving the UK on capital gains).

e) Ordinary residence under 1. above will apply after 2 or 3 years (depending upon intention, it may occur earlier).



	A company is resident in the UK if it is:-



	1.
	a) Controlled and managed from the UK.  “Control and Management” means ultimate control (usually exercised at Board meetings).  A company can be exceptionally resident in more than one country for UK tax purposes.

b) Registered in the UK



	Notes
	a)  
The UK imposes an emigration charge on companies ceasing to be resident in the UK (including UK companies in certain circumstances)


	B. Domicile



	An individual will be domiciled in the UK if he/she is born here of UK parents or if after the age of 16 he/she decides to make the UK his/her permanent home.

An individual can lose UK domicile in favour of a domicile in another country if he/she is physically present in that other country and intends to live there permanently.



	Notes
	Domicile is a crucial connecting factor for UK tax purposes for foreigners coming to the UK.




These notes are intended for guidance only.  Professional advice should always be obtained.
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