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In Brief 
The UK Government announced a 

range of measures which will have a big 

impact on the tax cost of international 

assignments to the UK. A reduction in 

the top rate of tax will, for many 

employees and employers, be a 

welcome reduction in the UK tax 

burden. However for many this benefit 

could be overshadowed by a cap on 

income tax reliefs commonly taken by 

employees inbound to the UK. 

Reduction in the 50% 
top rate of income tax 
There will be a 5% reduction in the top 

rate of income tax to 45% from April 6, 

2013 on earnings in excess of 

£150,000.  This will benefit highly 

compensated internationally mobile 

employees and make the UK a more 

attractive place to work in relative 

terms. 

 

For employers this is good news, as it 

will reduce the grossed-up tax cost to 

employers paying UK tax on expatriate 

net income and benefits.  For example 

the reduction in rate from 50% to 45% 

represents a reduction of 9% in the cost 

to the employer. 

Unfortunately a 45% income tax rate 

(plus 2% National Insurance 

Contributions if insured in the UK) still 

compares unfavourably against the 

other G20 economies.  The UK’s 

marginal rate of income tax will put the 

UK 16th out of the 19 countries in the 

G20. 

Cap on income tax 
reliefs 
Overseas Workday Relief (allowing 

short-term tax residents to exclude 

employment income related to overseas 

workdays from UK tax) will be retained 

and legislated into statute.  However, 

the Government also announced an
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intention to introduce a limit on all 

uncapped income tax reliefs.  For 

anyone seeking to claim more than 

£50,000 of reliefs, a cap will be set at 

25 percent of income.  

It is unclear how this will apply to 

Overseas Workday Relief. We expect 

further details from HM Revenue & 

Customs shortly. This will be an 

important area for expat employers to 

watch.  A limit of this type for those 

spending more than 25% of their time 

working outside the UK will represent a 

significant tax increase.   

Other reliefs such as the scope to claim 

relief for travel and subsistence (so 

called “detached duty relief”) and 

foreign service relief for termination 

payments and pensions might also be 

caught by this restriction on reliefs. As 

soon as we get further clarity on these 

issues we will issue further global 

watches. 

Statutory Residency Test 
As expected, the planned Statutory 

Residence Test legislation was deferred 

pending the beginning of a further 

consultation exercise which will be 

released in a few weeks time together 

with the draft legislation.  The plan is 

for the statutory residence test to 

become law in Finance Bill 2013, to 

apply from April 6, 2013. 

Although the continued uncertainty will 

make it difficult for employers and 

employees to plan their affairs, the 

Government’s efforts to ensure the test 

is practical and clear, is welcome.  

Replacing the current mixture of case 

law and practice which is used to 

determine tax residence should 

introduce some much needed certainty.   

While we wait, individuals and 

employers need to assess residency and 

plan assignments with both the current 

guidance and proposed statutory 

residence test in mind.  

Ordinary residence 
Ordinary residence has been an 

important concept of UK tax law for 

residents and non-residents for many 

years. The announcement of its 

abolition from April 2013 could have a 

number of unintended tax 

consequences and will be subject to 

intense review through the consultation 

period. 

The Bottom Line 
There continues to be some significant 

changes to the tax rules and reliefs 

governing the taxation of international 

assignees.   There is some uncertainty 

about how the limitation on income tax 

reliefs will be implemented by HMRC.  

This will ultimately decide whether this 

Budget can be considered a positive one 

for the international assignment 

community.  Employers of expatriates 

will want to continue to watch these 

developments closely to be able to 

determine the impact on them and 

their expatriates, but we of course 

welcome the reduction in the top rate of 

UK income tax in regard to making the 

UK more attractive to global employers. 
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For more information, please do not hesitate to contact: 

Carol Stubbings         +44 (0) 20 7804 9859         carol.a.stubbings@uk.pwc.com 

Sean Drury                 +44 (0) 20 7212 5552                sean.drury@uk.pwc.com 

Ben Wilkins                 +44 (0) 20 7212 4096               ben.wilkins@uk.pwc.com 
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