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attractive investments in the UK. 
PFIC’s are generally created by 

owning shares registered outside the 
US, through products such as mutual 
funds, insurance products and many 
stocks and shares ISAs.  The income 
and gains from these funds are treated 
as ordinary income and subject to tax 
at the highest rate for that year. More 
often than not, tax is not withheld at 
source on the income generated and 
therefore gives rise to a US tax liability.  

Selling these funds at a time when 
the US dollar exchange rate is low may 
be beneficial as the gain is likely to be 
lower and therefore with less US tax 
to pay, although it is important to also 
consider the UK tax consequences of 
any disposal, of course. 

Some of these investments may 
even be standing at a loss in USD even 
if there is a gain in GBP. Those losses are 
capital losses and can then be used to 
offset other gains during the tax year 
or even carried forward to use against 
future gains.

Foreign Mortgage Exchange  
Rate Gain
Most individuals who have cross 

are subject to an “exit tax” should their 
net worth have a value of USD $2mil-
lion or above.  Taking last year’s USD 
- GBP average exchange rate of 0.681 
(for an example), this would mean 
that your net worth would have to be 
£1,361,999 or less in order to fall below 
the USD $2million threshold and 
remain outside the exit tax rules.  

Note that in order to determine 
your net worth, the exchange rate to 
be used should be the spot rate on 
the day of expatriation.  Post Brexit, we 
have seen the USD – GBP exchange 
rate drop to 0.719.  This means that 
your net worth would have to have 
been below £1,438,000 to remain 
under the USD $2million threshold or 
put another way, this movement in 
exchange rates could have allowed a 
further £76,000 to remain outside the 
potential charge to exit tax.

PFIC’s
Now may also be a perfect time to think 
about selling those investments that 
are deemed to be a Passive Foreign 
Investment Company (PFIC’s) which 
suffer punitive tax consequences in 
the US, despite often being viewed as 

As we all know, on June 24 2016 
it was decided that the United 

Kingdom would leave the EU. 
What will happen over the longer 

term and indeed these next couple of 
years as we separate ourselves from 
the EU is difficult to predict.  Never-
theless, the one thing we do know 
is that Sterling (GBP) immediately 
dropped in value compared to the 
Euro and US dollar (USD) and there 
is some element of uncertainty as to 
how these exchange rates might con-
tinue to fluctuate in the short term. 
So what does this mean for US citi-
zens based here in the UK?

Well, it’s not particularly help-
ful for those that were planning to 
travel this summer and need a bit of 
spending money in Euros or US dol-
lars.  However, it’s potentially not all 
doom and gloom and here’s why. 

Renouncing US Citizenship
For US Persons that may have been 
contemplating renouncing their US 
citizenship, now could be a good time 
to take that decision. 

As you may be aware, US citizens 
that are not a dual national at birth 



manage the position.  
Based on the above and the doubt 

as to how the exchange rate will move 
in future, as a US citizen here in the UK, 
making smart decisions now can be 
beneficial with regards to minimising 
your potential tax liability in the forth-
coming year, although it can equally 
introduce significant additional cost 
for the unwary.

If you have a Sterling denominated 
mortgage or believe you may be 
affected by any of the above topics or 
if you are considering renouncing your 
US citizenship, Tax Advisory Partner-
ship would be happy to discuss risks 
and opportunities with you on a free 
initial consultation basis.  

borrowed in 2007 at an exchange rate 
of GBP £1 - USD $2, a £100,000 loan 
would obviously cost USD $200,000. 
Upon repayment of the loan at an 
exchange rate of say GBP £1 – USD 
$1.5 the IRS would view the cost of 
repayment as a USD $150,000, which 
shows a US dollar gain of $50,000.  This 
is of course, quite unfair to a US tax-
payer as in all likelihood no real gain 
was ever made.  Nevertheless, such a 
gain arising as described above would 
be taxed as ordinary income.

Whilst current exchange rates are 
more likely to give rise to a gain, any 
exchange rate loss that did arise would 
not be recognised for the purposes 
of Section 988.  Such a loss cannot be 
taken against any other gains arising 
during the year nor can it be carried 
forward to use against future gains.

We are not able to predict how 
exchange rates will move in future, 
although we would suggest that it 
may be some time, if ever, until they 
reach the 2007 levels used in our 
example.  Our role is to ensure that our 
clients are made aware of these often 
forgotten risks and opportunities, so 
that decisions can be taken to help 

border tax affairs that span both the 
United Kingdom and the United 
States may feel relatively at ease with 
the tax consequences of selling their 
main home in the UK.  The combined 
effect of the Principal Private Resi-
dence rules in the UK together with 
the Section 121 rules in the US, mean 
that those individuals who meet the 
requirements can receive a capital 
gain (limited to between $250,000 and 
$500,000 for US purposes, depend-
ing on your filing status) free of tax in 
either jurisdiction. 

However, as we have covered in 
previous articles, as a US person your 
functional currency is US dollars and 
as a result, the repayment of your UK 
Sterling mortgage following a disposal 
of your main home, can give rise to an 
exchange rate gain in addition to any 
real gain on the value of the property.  
Section 988 foreign currency transac-
tions include borrowing funds outside 
of the US. Under the US law predating 
section 988, the borrowing and repay-
ment of the mortgage loan is a sepa-
rate transaction from the purchase 
and sale of the personal residence. 

For example, if the original loan was 
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