WILTON

12 March 2008 Ref W998.510.TF

Dear Client,

UK PERSONAL TAX AFFAIRS
RESIDENT NON DOMICILIED INDIVIDUALS

The pre budget report announced a number of changes that will impact on individuals who
are resident in the UK but domiciled elsewhere. The purpose of this letter is to update our
clients on the current position and to recommend what action you should take. This is an
important letter and | cannot emphasise enough how important it is for you to read its content
and to discuss it with me or one of my colleagues at Wilton.

Since the announcement of the draft legislation the Government has withdrawn from their
position on many aspects of the original proposals. At the time of writing this letter we have
considered all of the subsequent press releases and clarifications on these rules issued by HM
Revenue and Customs (HMRC) to date.

The OIld Rules

By way of comparison we set out below your taxation position as a non domiciled individual
under current legislation:

¥You do not pay UK taxation on:

i) Foreign source income and gains.
ii) Capital Gains distributed by overseas Trustees and remitted to the UK.
iii) Income remitted to the UK from sources closed in the previous tax year.
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¥You pay UK taxation on:

I 1 i)l UK source income and gains.
I 1 i)l Foreign source income and gains (from personal assets) remitted to the UK.
I 1 i)l Trustincome remitted to the UK.

New Proposals

The legislation seeks to change the basis of taxation for Resident and Non Domiciled
individuals on their UK and non UK sourced income and gains. Broadly:

! ¥Clients will continue to be liable to UK taxation on UK source income and gains;

! ¥For the Prst time clients will be taxed on gains realised in overseas trusts relating to

! I UK lassets;

! ¥The remittance of trust gains will no longer be a tax free event;

! ¥The use of overseas trust and companies to hold overseas asset and income will

! I continue to be effective and will not be liable to UK taxation.

Whilst some of the original proposals have subsequently been withdrawn by HMRC, the
remaining areas require signibcant attention.

a)! Offshore Trusts B maximise tax free remittances now!

Under current legislation, if you receive a distribution of a Capital Gain from a non UK Trust
these funds can be remitted to the UK free from tax. The proposed new rules will mean that
from 6 April 2008 the remittance of such gains to the UK will be taxable. Where possible we
would therefore advise you to maximise the remittance of Trust gains before 5 April 2008.

In some instances this will be relatively straightforward. Existing trusts could already
contain Capital Gains, or some Trusts may be about to realise gains. In these circumstances
the benebciary of the trust simply needs to receive a distribution of Trust gains and to remit
these to a UK bank account in the current tax year. This will trigger a taxable event now
under the current rules (in other words tax free).

Where this is not possible we have developed a number of solutions, the effect of which is to
realise a gain now under the current rules. Ultimately this involves the immediate sale of
trust assets to another suitable structure, thereby accelerating the distribution of the gains to
the UK benebpciary.



b) Rebasing assets

Where assets are sold to alternative structures this realise a tax free gain now and it will
increase the base cost of the assets for future disposals. This is known as rebasing the
cost of the asset.

HMRC have indicated that non domiciled individuals may be given the opportunity to
rebase their assets prior to 5 April 2008. The mechanisms of how this can be achieved
are however currently unknown. It is difficult therefore to rely on this proposal.

C) Remittance Charge - £30,000

Where you bring funds into the UK, which are sourced from non UK income and capital
gains, then you are subject to UK tax on the amounts received only. Amounts which
remain outside the UK are not subject to UK taxation. This is known as the remittance
basis of taxation.

In order to continue to claim the remittance basis of tax in the UK on overseas income
and gains you may be required to pay an annual fee of £30,000. You are only required to
pay the £30,000 charge if you were resident in the UK for at least for 7 out of the last 9
tax yearsand you wish to avoid paying UK taxation on your worldwide income and
gainsand you make an election.

For those individuals who are caught by the 7 year rule claiming the remittance basis will
enable you to keep your overseas income and gains out of the scope of UK tax. You will
only be taxed in the UK to the extent that the funds are brought into the UK. If the
remittance basis is not claimed then you will be required to declare, and pay UK tax on,
your worldwide earnings. If you are not caught by the 7 year rule you can elect to be
taxed on the remittance basis without paying the charge. Broadly your position is
unaltered from before. You should however consider a) and b) above between now and 5
April in order to safeguard your position if you are caught by the 7 year rule in the future.

We recommend that an annual review is made after each tax year so as to determine
whether it would be beneficial to pay the £30,000 charge and claim the remittance basis
in your tax return for the year. There are circumstances where the charge can be levied
on more than one non domiciled individual per household. We are confident that careful
planning prior to 5 April 2008 should prevent this from happening.



d) Offshore Trusts

Essentially the position of Trusts to hold clientOs assets has not changed a great deal.
Trusts, providing they are properly set up and run, still provide a good tax and estate
planning tool. The new rules will bring some changes to the basis of UK taxation on
offshore trusts. If you are caught by the 7 year rule and you elect to pay the annual
charge the following will apply:

i) You will not be taxable on distributions made from a non UK trust except
to the extent that these distributions are remitted to the UK.

1)) If you are a beneficiary of a non UK Trust you will not face a UK tax
charge on previous distributions of Trust gains.

iii) Trust gains will be chargeable to UK tax to extent that they are remitted
to the UK.

iv) Trust income and gains derived from UK assets will be charged on an
arising basis (when earned) irrespective of whether you pay the £30,000
charge.

If you are caught by the 7 year rule, and you do not elect to pay the charge then you will
be taxable on the receipt of all Trust Income and Gains paid to you by the Trust,
irrespective of any subsequent remittance of these amounts to the UK. It should be noted
that you will only be taxable on Trust Income and Gains on receipt of these amounts. To
the extent that they roll up within the Trust you will not have a personal tax liability.
Trusts therefore still provide a good shelter for rolling up income and gains tax free.

e) 7 year rule

For those individuals who have just moved to the UK, intend to move to the UK shortly,
or have been resident in the UK for less than 7 tax years their tax position is substantially
unchanged. Most of the proposed changes have an effect on those individuals who have
been tax resident in the UK for 7 out of the last 9 tax years.

f) Gifts to Family Members

It is possible to make gifts to your family members comprising overseas income or gains,
and for that family member to subsequently remit the gift to the UK without incurring a
charge to tax. After 5 April 2008 you will no longer be able to do this without tax being
charged on the remittance of the gift. If you are planning to make a gift to a family
member within the UK then you should do this before 5 April.



0) Ceased Source Rule

The proposals close the possibility of remitting income from a ceased source as capital in
the following year. It was common practice to maintain separate interest and capital bank
accounts to close the interest account at the end of a tax year and remit this income as
capital within the following year.

| can confirm that any funds you may have from interest accounts closed before the 5
April 2007 can still be remitted as Capital to the UK until the 5 April 2008, without a
resulting UK taxation charge. There will be no opportunity to use this favourable tax
planning technique after the 5 April 2008.

Moving forward, the maintenance of separate Capital and Interest accounts can assist you
in identifying capital funds which are available to remit without incurring a charge to UK
taxation.

h) Disclosure Obligations

By making an election to pay the new charge this will allow you to retain the privacy of
not disclosing details of your overseas assets, income and interests in overseas Trusts to
HM Revenue and Customs. Where you do not elect to pay the charge, and instead pay
tax on your worldwide income and capital gains, you will be required to disclose details
of all of your worldwide income and assets to HMRC.

i) Determining Residence and Ordinarily Residence

Part of the new legislation clarifies the position on what constitutes a day of residence in
the UK. Previously the days of arrival in the UK and days of departure from the UK
were, within reason, excluded from the day count. Under the new rules both arrival and
departure days will be included, irrespective of the time of the day you arrive or depart.

This has serious implications for planning personal tax residence, and could potentially
lead to many additional people being considered to be UK tax resident. We therefore
strongly advise that where you are coming to the UK on regular visits you make sure that
you keep careful count of the total residence days under these new rules. The number of
gualifying days for residence has not changed. You will therefore be considered to be
UK tax resident if the following conditions occur:

)] You spend 183 days or more in the UK in any one tax year.

i) You spend an average of 91 or more days in the UK over a four year
period.



Going forward individuals claiming Not-Ordinarily Resident status are required to
include days of arrival and departure when calculating their average days spent within the
UK.

In general individuals will be deemed Ordinarily Resident if in the previous 4 tax years
they have on average spent over 90 days within the UK.

Conversely it is now much easier to uphold a claim to UK tax residence.

) Capital Gains Tax (CGT) Rules

Currently you will be charged Capital Gains tax at 10%, 20% or 40% on UK assets that
you hold in your own name. There are also a number of basic reliefs available to
individuals to reduce the chargeable gain, namely Taper Relief and Indexation Allowance
amongst others.

The initial proposals announced, introduced a standard rate of 18% on all capital gains.
The basic reliefs available such as Indexation and Taper will no longer apply. EIS relief
and Incorporation Relief will remain to help defer, but not reduce Capital Gains.

K) Inheritance Tax (IHT) Rules

There are some proposed changes to the UK IHT rules. These changes will only affect
you to the extent that you have UK assets with a value exceeding the current nil rate band
of £312,000 (after 5 April 2008). Currently married couples are not able to utilise any Nil
Rate Band unused by a deceased spouse. With effect from 5 April 2008 it will be
possible for the surviving spouse to have their Nil Rate Band increased by the amount of
their deceased spouses unutilised Nil Rate Band.

) US Credit System

Currently the IRS in the United States has stated that the £30,000 charge is not
recognised in the US as foreign tax. As a result of this any individuals subject to US
Income Tax whilst resident in the UK will not be able to use the £30,000 as a credit
against their US tax liability. This position may change in the future as discussions are
ongoing in relation to this matter.



m) Moving out of the UK

It is unlikely that many people will want to do this but it is an option for some. There are

a number of jurisdictions that continue to provide a favourable tax regime for non
domiciled individuals.  Amongst these are the Swiss who maintain a lump sum
assessment on an individualOs wealth. A Typical charge under this assessment would be
£150,000. The Isle of Man provides a maximum cap of £100,000 in Income Tax for any
individual per annum. Ireland should also be considered as an alternative. Ireland is not
a tax haven jurisdiction and the tax rules are almost identical to those currently in force in
the UK.

n) Events Timetable

As stated above the current proposals do not provide any certainty. It is however
important to note the key dates below in respect of planning your affairs.

)] Budget Day, 12 March 2008 Date of the ChancellorOs final budget
proposals.

i) 13 March 2008 HMRC interpretation and guidance notes
issued.

i) Finance Bill, April 2008 First draft of the proposed legislation.

iv)  Parliamentary Consultation Committees to debate and amend proposed
legislation.

v)  Finance Act, July 2008 Final legislation.

0) Other Matters

There will be clientOs that have other UK interests, such as shareholdings in overseas
companies or UK property holding structures, which we have not covered in this letter. If
you do have such interests and are concerned about the impact of the new legislation then
we would be happy to advise you further.



We appreciate that this letter covers a lot of complex issues and it is important for you
that we take appropriate action to mitigate your tax exposure before the legislation is
implemented. Should you require any further information on these matters, or if you
would like to meet with our team to discuss how we can assist you personally, then please
feel free to contact Jon Elphick, Aidan Adair or myself.

We look forward to hearing from you within the next few days.

Kind regards

Yours sincerely

TONY FLANAGAN




