


YEARS 1-3

Newbie

“We're going home in three years.”

The Cost of Living

o Get used to sticker shock.
London is now rated the most
expensive city in the world. The
typical 3-bedroom in Fulham —about
half an hour from the City —runs
more than £1.2 million. That's around
$2 million. Fulham rentals are equally
daunting, averaging £35,000 (about
$57,000) per year. Apparently even the
likes of Madonna have complained
about the prices.

o Become a bookkeeping
black belt. ‘Tis the price of the
expat lifestyle. Her Majesty’s
Revenue & Customs (HMRC) has
one set of rules and the Internal
Revenue Service another. You now
answer to two masters. Be prepared
and you will pocket more than just
spare change. In the first three years
of your stay here, for example,
currently HMRC will not tax you on
income earned outside the UK. But
you must be able to prove the source
of your income. The IRS taxes all
income, but the rate is typically
lower. Don’t miss this tax break or
future ones because you've mu ed
the paperwork.

e Savings alert: Beware

the surcharge bandersnatch.
Ready to buy? Be wary of accumulating
the funds for the down payment in the
US. Ifyou don't manage your US assets
appropriately, the UK may charge up
to 45% when you move assets to this
side of the pond — possibly costing you
that lovely nest of your dreamsin
Notting Hill.

o Fallin love with the Tube.
Generally, home prices tend to drop
the farther you live from the City.

The typical commuter spends around
75 minutes each way as they come in
to London from ‘the country’ to work.
Most expats don’t go for country living
and opt for acentral London post
code. Either way, budget generously
for commuting costs. A monthly
London tube pass can cost around
$200 versus $112 in New York.

o Think before you shut
down all your American credit
cards. AUS credit history isa
terrible thing to waste. If you let all
your American credit go dormant for
afew years, the credit rating agencies
will ding you. You'll want those cards
for trips home. Think about getting a
local card as well. US plastic isn’'t
always compatible with the European
chipand PIN system. And here's a

piece of arcana: If you use your
American credit card to buy a book
onyour Kindle —but you read it while
in London -- you could be liable for
taxes. Technically, you are moving
money from the US to buy something
here. Technically.

o Be careful about falling
inlove with a British accent.
Investing or transferring assets
between yourselves can become a
tax headache for a bi-national couple.
Please consult with an expert.

o Heard of Holly Willoughby?
Didn’'t think so. Around the water
cooler, you'll find an entirely new
constellation of gossip and slang.
You may want to consider scanning
The Daily Mail online gossip site

to learn about presenters and other
glitterati on the Thames. And there
are plenty of great websites to help
gain fluency in European football.

o Take alook at a map before
you arrive. Youro ce-mateswill

be impressed if you know the name of
any county outside of Greater London.
Speaking of maps, consider picking up
the Herb Lester guides, masters of

the funand funky, or local Ordnance
Survey maps, wonderful escorts for
scenic walks throughout Great Britain.
Andyou’ll enjoy a reprieve from
London’s notoriously congested streets.

o Outsmart traffic in town
by renting (“hiring” inthe local
lingo) a Boris Bike, formally
known as—but never called—a
Barclays Cycle. If you mustdrive,
grab a Zipcar for just a few hours
and avoid costly garage fees.

@ Subscribe to websites
like “ExPat Exchange.”
Ten Tips for Living in London
isagood place to start.

YEARS 4-6

Settling In

“If it not be now, yet it will come
—the readiness isall” —Hamlet

Income Taxes

Q On the seventh day, the
Lord may have rested but in
the Seventh Year, the UK tax
collectors get to work. Unless
it's the eighth year. Dependingon
whether you use natural or whole
numbers, you will find both the IRS
and HMRC ready to claimastake in
profits on your portfolios inthe USin
either Year 7 or Year 8 of your sojourn
here. Let this be known forever and
hereafter as the ‘Arising Basis of
Taxation,’amiraculous event in which
the finger of UK authorities can
suddenly touch your US portfolio,
taxing it mightily and heavily. But even
miracles can be subverted for a fee, in
this case £30,000, aka, the Remittance
Basis charge. Verily, the tax code lacks
the clarity of the King James Bible,

and you should take all precautions to
protect yourself against the wrath of
the all-powerful ones who are not
always clear and yet expect us to
understand. Be sure to consult with
the high priest of tax hermeneutics..

@ Letus agree, then, to mark
Year 6 onyour calendar as an
important time to plan your
investment strategy to help
you save on taxes.

@ Procrastinators: resist
the urge to delay filing UK tax
returns until the last minute or
youw’lllose a deduction in the US.
File your UK returns by December
31st rather than the January 31st
deadline so you can deduct your paid
UK taxes from your US returns for
the concurrent year. Note: The UK
tax year ends in April, which will be
challenging for your tax accountant.
Work with those who understand
thetimingdi erence.

@ GOOD NEWS: Tax returns
in the UK are much simpler than
inthe US. They are remarkably short,
no-nonsense, to-the-pointa airs.
Abit like your new neighbors.

Investing In Your
Future Intelligently

G Break out the dictionary:
Learn the difference between
aPFIC,ISA, and SIPP. Thereare
more languages spoken in London than
any place on the planet. Time for you to
learnabit of the financial lingo if you want
tosavee ciently.

For the record: PFIC stands for Passive
Foreign Investment Company, or, in plain
English, the foreign version of amutual
fund-like vehicle.

ISA stands for Individual Savings
Account. It comes in a child’s flavor
known as a Junior ISA. An ISA grows
tax-free from a UK perspective and
proceeds come out tax-free. Beware:
US authorities look ‘inside’ ISAs and
tax the underlying investments annually.

SIPP stands for Self Invested Personal
Pension, and is similar toan Individual
Retirement Accountinthe US.

@ Read our whitepapers on
PFICs, SIPPS, and ISAs. (estimated
time: 15 minutes, total) and call usin
the morning for details on how these
investments work. You can find the
papers on our website or call us—we'll
pop them inthe mail.
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G Start to worry if your
financial advisor back home
asks if “PFIC” (p-fic) is slang
for a British dish. Expats require
international tax expertise or an
innocent mutual fund investment
can turn into a fiscal nightmare.

@ Did you recently get aletter
from a US financial institution
asking you to close your account?
Americans living abroad have become
personae non gratae, thanks to a host of
new regulations. Nothing personal. It's
just that institutions here and back
home don’t want to get caught hiding
tax-dodgers. The paperwork to keep
things on the up-and-up is just way too
di cult. Sogoodbye Charlie.

Housing (The Reprise)

@ There is no tax deduction
for the interest payments on
your mortgage in the UK. And
surprise—home ownership ratesare
currently slightly higher in the UK than
the US. (Hilariously, you can usually
deduct the interest on your home abroad
fromyour US returns.) About those
mortgages here: Technically, lenders may
o erfixed-rate loans. But they are rarely
longer than five yearsand are usually
more expensive than variable-rate.
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The Well-Being
of the Household

@ A few of our favorite
playground things: British bulldogs
(tag), conkers,and rugby. Children probably
getinto the swing of things faster than
adults—but they might like knowing about
these popular school yard pastimes.

@ It’s true that Brits are wildly
jealous of Americans’ dazzling
chompers. But the dentists here really
aren’t that bad. Flying across the Atlantic
while nursing a toothache justisn’t fun.
It’s time to chuck your devotion to the
dentists and doctors back home.

@ American vs British schools.
In our view, the British schoolso er
expats entrée into London society. But
the British educational program di ers
infocus. So if you are really staying for
just a few years, the American schools
might make the transition back home
easier for the kids.




YEARS 7-16

Long-term
Sojourner

To your kids, you will always
be an American.

@ Yow’ve learned how to drive
on both the left and right hand
sides of the road. Now you must
learn to calculate taxes in both
dollars and sterling. The IRS posts
specific exchange rates taxpayers
should use. Oanda is another good
port of call for foreign exchange rates;
be sure to discuss with an experton
how to use these sites.

@ No sabbatical for the
accountants struggling to
comply with FATCA, the inter-
national five-letter word
invented and enforced by IRS
bureaucrats. The new law on
overseas assets (Foreign Account
Tax Compliance Act) requires banks
toreportonall earnings of their
American guests. The law, a response
to the tax dodgers in Switzerland,
was phased in over 2014-2015.

You do not want the wrath of the tax
authorities visited upon you. Keep
good records; do not try to hide assets.

@ And now for the Monty
Python accounting alert. The
Knights Who Say Ni cannot
protect you from FATCA, nor
from the taxes the UK will levy
on your portfolio gains “back
home”. Now that you are aresident
and on the so-called “Arising Basis of
Taxation”,any US mutual funds you
ownwill come under the scrutiny of
HMRC, which will apply your personal
income tax rate (akao shore income
gains) to your holdings; the capital
gains rate will apply only if the funds
have UK reporting status. Ni! cannot
spare you this attack onyour gains.

@ Should you give up your
American passport? The ranks

of ex-Americans are swelling globally.
FATCA appears to be amotivating
factor. But is FATCA enough to bring
you to renunciation? Warning: Giving
up your US passportis costly. You'll
get slapped with exit taxes if your net
worth exceeds $2 million. And on all
those trips to the US, you'll join the
ranks of foreigners spending ages at
border control. You also lose the
might of Uncle Sam. Consider the
story of power lawyer William
Browder — the man who stood up to
Putin. The State Department wasn't
so interested in helping himin his
civil rights battles with Russiaonce
he renounced his citizenship.

Divorce

@ Divorce rates in London are
among the highest in the world.
We do hope you won't become part
of this statistical database. Ifyou
do, however, you will quickly learn
London courts function quite

di erently from those in the US.
Are you an American going through
divorce here? Then read our
SteppingTowardsANewL ife series
available on our website to help you
understand what to expect. Or call
us for the print version.

SAVING & foreign
exchange

@ Diversification is your
friend. Asyou build your nest egg,
cast your investing net far and wide.
Don't focus so much on whether you
use dollars or pound sterling from
your paycheck to invest. Surprisingly,
that’s not your principle currency
risk. Rather, it can be hidden inyour
cash accounts (always have emer-
gency fundsin the local currency) and
in the payment streams you will rely
on in retirement. Experts wrestle
with this topic. You won't need to.
For more information, read our
whitepaper on currency risk. It's
written in Plain English.

@ Emma Watson could have
saved her parents a lot of money.
But, no, she chose to attend
Brown University in Rhode
Island. Impressive but expensive!
If you think your little darlings are
expecting an American university
experience, then sock away those
dollars now. Depending on the choice
of college the cost can be nearly
three times more than universities
in Great Britain.
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@ Do you see yourselfin
your golden years kicking back
on the barcalounger to watch

a) Graham Norton or b) Jimmy
Fallon? If you choose “a” —then
weight your retirement portfolio to
pound sterling; if “b” focus on dollars.
Putanother way: Save for retirement
inthe currency you are likely to use
most often and you won't be checking
your smartphone every hour to check
on the foreign exchange rate.

@ Year 12 tax flash. Ifyouare
paying taxes on the Remittance Basis,
take note. The fee doublesinyear 12 to
£60,000. Discuss amongst yourselves
and your accountant.

@ Plan for complexity. You
always assumed that you'd return

to the US to be with family. But the
family has scattered, gathering
twice-a-year forasummer reunion
in Cape Cod and a roving winter-time
ski vacation. Your kids are spliton
whether to go to university in the

UK or the US and their interestin
acareer in finance could mean they
are as likely to end up in Hong Kong
as New York or London. They have
become supra-nationals. Meanwhile,
your roots are burrowing deeper into
British soil. Remember when you
said you were staying for just three
years? Odds are that your retirement
portfolio should be a blend of
currencies to take into account

the way you really live.

The ‘D’ Word:
Preparing For
the Next Stage

@ Years 15-16: Prepare for
domicile status now. Whenyou hit
your 17thanniversary here, the British
authorities knightyou as domiciled for
inheritance tax purposes. Naturally the
math on thisisanything but straight-
forward. The 17 really applies to how
you have spentyour time over the last
20yearsaswell ashow longyou have
maintained residence status (alsoa
moving target). Only ataxexpertcan

tell you how long you have been here
(ie,domiciled)—justasonly Bill Clinton
candefine theword “is”

Note: From April 2017, this threshold
will change to 15 out of 20 years. Planning
should begininyear 13 toensure you take
advantage of all available opportunities.

@ Time to prepare for yet
another tax choice. Ifyouare
paying the Remittance Basis Charge,
beware it is ratcheting up to £90,000
fromyour 18th year of UK residence.
You may want to switch to the Arising
Basis. Every shift in status brings with
itnew tax implications for your heirs.
We are your financial Virgil, here to
help structure your financial life while
skipping over the circles of tax hell.
Note: Thiswill only be relevant until
the April 2017 changes takee ect.

@ UK Treasury imposes much
more onerous inheritance taxes
once you are deemed domiciled.
Here’s one way to get ready for
that day. Once your estate crosses
£325,000 (about $550,000), you may
be liable for UK inheritance tax.
That's 40% on your global assets. In
the US, the inheritance tax kicks in
when your estate is worth over $5.43
million (inflation-adjusted annually).
You might want to consider
structuring your assets outside the
UK inheritance tax net.

Be careful if only one spouse is
domiciled (for inheritance tax
purposes) and the other is not —
this could cause all sorts of taxes
due if one passes away before
the other.

YEARS 17+

The Great
Unwind

Itwas a very long three years.

@ To your kids and the IRS,
yow’ll always be an American.
I1fyou sell your house, the IRS will
send you a bill for the capital gain
(but, cheers, currently HMRC will
not). If you make withdrawals from
your UK retirement account as tax
free lump sums, be ready for possible
taxes from Uncle Sam.

@ ‘Blow, winds, and crack
your cheeks! Rage! Blow!’

It'so cial. You're domiciled. And
shame on you, you didn’t consult us
earlier on how to protect your estate
from onerous inheritance and gift
taxes. We have one last workaround.
Just pass along your worldly goods
seven years prior to your death (you
will need to consult with a higher
authority thanwe cano eronthis
point). This rule helps the land-rich
but cash-poor heirs manage their

a airsafter your demise. But really.
Didn’t the tax authorities read King
Lear? Prematurely handing over your
worldly goods to your progeny
doesn’t often end well.

@ ‘What do you want to be
when you grow up? Where will
you live? Whenyou head into
retirement, the questions you thought
you had resolved years ago suddenly
crop up again. How do you want to
spend your time? With whom? Where?
Whatcanyoua ord? It's time to make
anew budget. For American expats,
this comes with a twist: Will future
estate taxes influence where you

o ciallycallhome? Orwill you select
aplace you simply love, taxes be
damned? We can’t say which choice
isright for you—butwe can help you
understand how to make conscious
choices. So if you decide that California
will be your residence for the golden
years, you may need to sever some ties
here. Unfortunately, HMRC may
consider youa UK resident if you hold
ontoyour golf club or gentlemen’s club
memberships. Pity.

@ Ifyoustayin London,

yow’ll never want for company.
Your friends and family will always
find areason to visit. The British
Museum is spellbinding; the theatre
isbrilliant, and it’s the only place with
really decent umbrellaemporiums.
By the way, did you know New York
gets more rain than London?











