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Planning - to stay or to go?

If you are going to stay...
- Trusts — exclusions?

Income Tax

CGT
IHT

) Lictime giving

Anti-avoidance
- Standard UK Dom planning techniques

If you are goimng to go...

- How to become non-UK resident reliably



The Statutory
Residence Test

113

!

First, they need to become non-UK tax resident
Not always as easy as it seems

The UK statutory residence test

In three parts

Automatic non-UK tests
Automatic UK tests
Sufficient ties test

Treaty non-residence?



Automatic Non-UK Tests

- Minimal number of midnights in the UK
15 midnights for ‘leavers’

45 midnights for ‘arrivers’

- Full time work outside the UK



Automatic UK Tests

- More than 182 midnights in the UK

- The ‘home’ test

B rull time work in the UK



The Suthcient Ties Test

Sets a maximum number of midnights in the UK
beyond which you are UK resident

More generous for arrivers than leavers

The greater the number of ties, the fewer the
number of midnights you can spend in the UK
without being UK tax resident



The Suthcient Ties Test

- Five ties (four for arrivers):
Accommodation
Family
90 day
Work

Country (leavers only)



The Suthcient Ties Test

No of ties Max UK midnights (arrivers) Max UK midnights (leavers)
0 182 182

1 182 120

2 120 90

3 90 45

4 45 15

5 n/a 15



Italy as a Destination for U.S. and UK Taxpayers

US Tax Concepts

RO®YAL LAW FIRM



US Tax Concepts

US: Citizenship-
Based Tax

System

Among all Western industrialized countries, the
U.S. taxes its citizens regardless where they live

All other Western industrialized countries only tax
on the basis of tax residency in their country

Americans living abroad must comply with their US
tax filing obligations reporting worldwide income,
plus additional international information tax
reporting

Americans living abroad are also subject to US
estate tax on worldwide assets



US Tax Reporting for Americans
Living 1in Italy

)

Typically, the Italian tax rates on individuals are much higher
than the US individual tax rates, resulting in a foreign tax
credit carryover and no payment of US tax (provided IRS
Form 1116 is filed)

However, Americans must also report foreign bank accounts
in Italy (FBARS) plus foreign financial assets (IRS Form
8938), possibly Italian commingled pooled investments or
PFICs (IRS Forms 8621) and any “controlled foreign
corporations” (IRS Forms 5471)

Beware if American is working in Italy and has an Italian
pension ; major disconnect between the US and ltaly tax
systems (US tax system will currently tax the income)



For modestly wealthy Americans ($2M net worth plus) or non-
US tax compliant Americans (aka Covered Expatriates), there
is an exit tax on renouncing US citizenship

= “Mark-to-market” (MTM) tax of 23.8% on worldwide
appreciated assets (above $890,000 exemption amount)

B “Deemed withdrawal” of entire IRA
) Must file IRS Form 8854 Expatriation Statement

For same group, the CE’s US heirs incur a 40% inheritance
tax when inheriting assets

= No $14M lifetime exemption available
B |ncludes all after-acquired assets long after CE departed US

m) US heirs now obligated to file IRS Form 708

Exit and
Inhentance Tax
Implications tor

Americans
Who Renounce

US Citizenship
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Tax

Considerations

The Lump

Sum Tax
Regime
(in a nutshell)

Eligibility Condition: non-residence for at least 9 out of the 10 years preceding the first year
of application of the regime

Duration: up to 15 years
Annual substitute tax of 200k Euro on foreign-source income and foreign source gains

Exclusion for gains on transfer of substantial participations (broadly, more than 20%/2%) in
the first 5 years of ltalian tax residence; exclusion can be disapplied through advance ruling
(eg, 5 years residence commitment)

Exemption of foreign-held assets from wealth taxes and reporting obligations

Exemption of foreign situs assets from inheritance and gift tax

Optional lump sum tax of 25k Euro, rather than 200k Euro, for qualifying family members
Optional tax ruling

Tax regime works well even in case of off-shore trusts, foundations and holding companies

Application of lump sum tax regime to income/gains/assets of looked-
through holding entities (and no corporate tax residence issue)

No impact on foreign tax residence of non-looked-through operating entities

-



Tax
Considerations

The Retirees
Tax Regime

(in a nutshell)

Eligibility Conditions:

-

)

Non-residence for at least 5 years preceding the first year of application of
the regime

The individual must be the beneficiary of a non-ltalian pension and should
have already started withdrawing benefits from it at the time of the relocation

to Italy

The individual must move his/her residence to a municipality (Comune)
located in Abruzzo, Basilicata, Calabria, Campania, Molise, Puglia, Sardinia
or Sicily with a population not exceeding 20,000 residents (or to one of the
municipalities in Lazio, Marche, Umbria or Abruzzo hit by certain past
earthquakes);

The individual must move his/her residence from a State that has an
“administrative co-operation agreement” currently in force with Italy



Tax
Considerations

The Retirees
Tax Regime

(in a nutshell)

)
-

)

Duration: up to 10 years

Foreign-source income and foreign-source gains are subject to
income tax at a 7% flat tax rate

Exemption of foreign-held assets from wealth taxes and reporting
obligations

- The Retirees Regime does not provide for any exemption from

inheritance and gift tax. Therefore, the individual benefitting from such
regime is subject to the ordinary application of such tax. The burden
associated with such tax is generally limited, considering the modest
rates (4 to 8%, with the 4% rate being applicable to spouses and
direct descendants) and significant exemptions (including a 1 mil Euro
exempt amount for lifetime transfers to spouses and direct
descendants and 1 mil Euro exempt amount for transfers on death to
spouses and direct descendants; please note that the 1 mil Euro
exempt amount applies for each beneficiary).

B Ontional tax ruling



The Impatnate tax regime (in a nutshell)

Eligibility Condition: == Duration: up to 5 years

Non-resident in ltaly in the =) 50% exemption on ltalian-source employment and self-employment

3 taxyears (extended to 6 income up to a maximum of €600,000 per year of eligible income >

or 7 years in certain 60% in case the beneficiary has at least a minor child who relocates

circumstances) prior to the with him/her and is granted to the extent that the child maintains the

first year of ltalian tax ltalian tax residence. This applies also in case a child is born or

residence adopted after the relocation, in such case the 60% applies for the
residual tax years of the regime validity period

The regime is available

only for high-skilled No exemption for reporting obligations on foreign held assets, wealth

workers including =) taxes and inheritance and gift tax

graduated workers and . _

workers enrolled in certain — Optional tax ruling

professional registers
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American busmess owners moving to Italy
The case at hand

Jack and Jill are American citizens, with two primary
school age children

Jack is a successful business owner who runs a business

Jack and Jill are the sole shareholders of a US LLC (50%
each) that operates as the holding company of a
multinational group

Jack and Jill are looking to move to ltaly for at least the
next 4 years and possibly longer

14 3l

After their relocation, Jack will continue to serve as
director of a number of subsidiaries controlled by the LLC




Key tax points

== Jack and Jill both opt for the Lump sum tax regime

Jack pays a lump sum tax of 200k Euro per year, while Jill pays a lump sum
tax of 25k Euro (as family member)

Possibility to opt also for the two children (lump sum tax of 25k Euro) =
cost/benefit assessment

Possibility to obtain a foreign tax credit in the US for the lump sum tax paid?

ltalian tax qualification of the LLC (opaque v. disregarded) and related
=) consequences in the specific case

If LLC is opaque:
Risk of attraction of LLC tax residence to Italy:
Safe harbour: Circular Letter no. 17/E of 2017; but

Still need to assess the POEM and place of day-by-day
management of LLC

If LLC is transparent:
No tax residence and corporate tax residence issue

Income and gains of the LLC are directly imputed to Jack and Jill and

covered under the regime (to the extent that they would be covered if
derived directly)




Key tax points continued

== [talian tax qualification of income derived by Jack as director of the subsidiaries
controlled by the LLC (director’s fee v. employment income)

If Jack receive director’s fee: covered under the regime if the payments derive
from a non-ltalian resident entity

If Jack receive employment income: the work activity physically carried out
abroad is covered under the regime v. the work activity physically carried out
in Italy is subject to ordinary ltalian taxation (up to 45%)

m» Pcrmanent establishment risk:

Jack presence in ltaly and the activities carried out while in Italy could trigger
an ltalian permanent establishment of the subsidiaries: it is necessary to
assess:

Whether any premises are at disposal of the subsidiary(es)

Whether, while in Italy, Jack enters into contracts for the subsidiary(es)
and/or participate in any meeting that could lead to the conclusion of
contracts




Key Immugration Points

== The most appropriate solution for Jack and Jill should be the Investor visa (and
residence permit)

Conditions: investment of either 500k Euro in shares of an Italian company or
2 mil Euro Italian public bonds or 1 mil Euro qualifying charitable gift:

Shares of one company only

No flexibility to change the investment
90-day deadline to issue the visa, but priority
It allows to work in Italy




CASE STUDY TWO

American Retirees moving to Italy

The case at hand

mmp Jim and Rose are US citizens who are both retired;

mm) Jm and Rose both receive a US pension and have
investments in a US stockbroking account including US
ETFs, US managed funds and stock.

mm) Jim and Rose have recently bought a house in Sardinia and
have been spending their summers there;

B Jim and Rose would like to be able to spend substantial time

in Italy.



Key Tax Pomts

Jim and Rose could either opt for the:

=) | ump sum tax regime:

. - Jim pays a lump sum tax of 200k Euro per year, while Rose pays a lump
LF ” » HI — sum tax of 25k Euro (as family member)
i W ﬁ

" ” ]|||]|‘. All non-ltalian sourced income (ie, derived from pensions and US
ﬂ ; stockbroking accounts) is covered by the regime

l l
B, __ ]‘ No reporting obligations and wealth tax on non-Italian assets

=

No inheritance and gift tax on non-Italian situs assets
! B Retirees tax regime:

US pension must qualify as a ‘pension’ under ltalian tax law.
Generally, all the state pensions fall in scope of the above definition;
and

Subiject to certain conditions, private retirement scheme related to a
previous working activity also fall in scope.

Pensions qualify as non-Italian if paid out by non-ltalian entities without
a permanent establishment in Italy




Key Tax Pomts continued
mm) Retirees tax regime continued...

The US-Italy tax treaty must not prevent Italy from taxing
the US pension

Residence must be moved to a municipality in Sardinia
with a population not exceeding 20,000 residents

All non-Italian sourced income is subject to an annual 7%
flat tax rate

No reporting obligations and wealth tax on non-ltalian
assets

Inheritance and gift tax (from 4% to 8% rate and with
applicable thresholds depending on the degree of
kindship) is applicable

mm) Position of the Italian tax authorities on treaty entitiement
under the Lump sum tax regime and the Retirees regime:
unless specific provision, treaty entitlement since subject to
tax on worldwide basis: release of treaty residence certificate.



CASE STUDY TWO

Key Immugration Pomts

The most appropriate solution for Jim and Rose could be either:

=) The Investor visa (and residence permit)

i
Conditions: see earlier slide.

0 Il ,-

G

. 4 m) The Elective residence visa (and residence permit)
' . Passive income and/or pension exceeding limited threshold
Availability of accommodation in Italy
No right to work in Italy
To be used only if intention to become tax resident




American Tech worker moving to Italy

mm) Mark and David are US citizens;

mm) They are a same sex couple who have 2 children by
surrogacy;

mmp Mark is a Software Engineer and David is a stay at home
Dad,;

mm) \Mark will relocate to Italy with his current employer. He
will transition as an employee to his employer’s Italian
entity.

mmp Mark has stock options and restricted stock units
(‘RSU’) which will be exercised when he is Italian tax
resident.




Key Tax Pomts

) \ark opts for the Impatriate tax regime

Since Mark is an engineer, he possesses the professional qualification
required to access the Impatriate tax regime

Since Mark will work for an entity that is part of the same group of his
employer, he must not have been tax resident in ltaly for at least 6-years
prior to his relocation

Mark benefits from a 60% exemption on ltalian-source employment up to
a maximum of €600,000 per year (being the natural father of two minor
children who relocate with him) for 5 tax years

mm) Employment income derived upon the exercise of the RSU option will be:

Taxable in Italy under ltalian tax law and the US-ltaly double tax treaty
(see, among others, Ruling reply no. 199/2025)

Subject to:

The Impatriate tax regime only on the amounts related to the
working activity carried out in ltaly (Circular Letter no. 17/E of 2017)

Ordinary taxation (up to 45% rate) on the amounts related to the
working activity carried out outside of Italy




Key Immugration Pomts

The most appropriate solution for Mark should be the working visa
(and residence permit)

) \\orking visa is generally subject to annual limitations set
by a Ministerial Decree issued annually

=)  Special working visa for high skilled employees (sc. “Blue
Card”):

only for graduated employees (e.g. engineers)
and not subject to annual limitations as above

m) David and the children would be considered as
accompanying family members




UK Non-Dom Relocating from the UK
to Italy

!

Peter is a divorced Canadian and UK citizen, who works
as a fund manager who has been a UK Non-Dom for the
past 12 years;

Peter is a recipient of his fund carried interest;

Peter has two adult children from two different previous
marriages;

Peter is the settlor of a discretionary trust, whose sole
beneficiaries are his two children;

Peter suspects that, in the future, he would like to spend
more “midnights" in the UK than those currently allowed
under the SRT;

Peter wants to base himself in Italy where his fund has an
office.

14 L1 1

The children are not relocating to Italy.




Key Tax Points

Peter opts for the Lump sum tax regime
mm) Peter pays a lump sum tax of 200k Euro per year
mm) Carried interest:

Income from capital v. income from work = different sourcing rule:
residence of payor v. place where work is performed

Deemed to be income from capital under the following main conditions: 1%
collective investment for all carried interest holders and waterfall style
extra-remuneration

If deeming rule does not apply, reference to general principles:
Significant investment at risk
Adequate remuneration for work (fixed plus bonus)

Carried interest granted also to individuals that do not work for the
firm

Holding period
Leavership clauses

Tax ruling often used to address the nature of the carried interest as
income from capital



Key Tax Pomts Continued

mm) Trusts

Looked through vs. opaque treatment

Looked through treatment:

income, gains and assets of the trust are considered derived
directly by Peter and are covered by the lump sum tax regime to
the extent that they would be covered if derived or owned by the
settlor outright

In case the trust fund includes substantial participations (see
earlier slide):

= Peter would need to comply with reporting obligations on the
substantial participations for the first 5 years of tax residence

= gains on transfer of substantial participations in the first 5 years of
Italian tax residence would be excluded from the regime and Peter
would be subject to ordinary taxation (26%): exclusion can be
disapplied through advance ruling (eg, 5 years residence
commitment)

Distributions made to the children would be considered as gifts
directly from Peter to them = no inheritance and gift tax if non-
ltalian situs assets are distributed




Key Tax Pomts Continued

mm) Trusts Continued...
Looked through vs. opaque treatment
Opaque treatment

Distributions of capital to the children would not be subject to
inheritance and gift tax if non-Italian situs assets are distributed

Distributions of income to the children would not be subject to
income tax in their hands as they will both remain non-ltalian tax
resident

No reporting obligations in Italy

=) Employment income derived by Peter: the work activity physically carried out
abroad is covered under the regime v. the work activity physically carried
out in Italy is subject to ordinary Italian taxation (up to 45%)

mmp Position of the Italian tax authorities on double tax treaty entitlement under
the Lump sum tax regime

unless specific provision, double tax treaty entitlement since subject to tax
on worldwide basis: possibility to apply UK-Italy double tax treaty tie-
breaker rules in case of double residence issue

m) UK-Italy inheritance tax treaty may help to eliminate the UK inheritance tax tail



Key Civil Law Points

mp Applicable succession law: law of habitual residence, unless election for law
of citizenship

Forced heirship rules: Italian law v. law of citizenship

Key Immuigration Pomts

m) The most appropriate solution for Peter could be the Investor visa (and
residence permit)

Conditions: see earlier slide



UK Dom (or long-term 10yr+ resident)
Relocating to Italy

B Catherine is a UK citizen with a UK domicile of origin;
mmp She is divorced with 2 adult children

m) Catherine is in the process of selling UK business and
wants to retire in ltaly




Key Tax Points

) Catherine opts for the Lump sum tax regime
Catherine pays a lump sum tax of 200k Euro per year

Advance disapplication ruling on gains from transfer of substantial
participations in the first 5 years: Catherine commits to remain a tax
resident of Italy for the 5 tax years following the sale of the business

m) Position of the Italian tax authorities on double tax treaty entitement under
the Lump sum tax regime

unless specific provision, double tax treaty entitlement since subject to
tax on worldwide basis

m) UK-ltaly inheritance tax treaty may not help to eliminate the UK inheritance
tax tail due to Catherine domicile status

Key Civil Law Points

mp Applicable succession law: law of habitual residence, unless election for law of
citizenship

Forced heirship rules: Italian law v. law of citizenship
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Key Immugration Points

The most appropriate solution for Catherine could be either:

m) The Investor visa (and residence permit)
Conditions: see earlier slide

M) The Elective residence visa (and residence permit)
Conditions: see earlier slide
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