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Introduction
Welcome to our March edition of Keeping up with
Alternative Investment Funds.
Earlier this month the Chancellor, Rishi Sunak,
announced the Budget for this year. The key headline
was the extension of the government’s COVID-19
support. There were a number of important tax issues
that we shared with you on the day that the budget was
announced. We will be following up on some of these
topics in our upcoming newsletters. Please see a link to
our summary of the UK’s first ever ‘Tax Day’ which
happened earlier this month.
With COVID-19 restrictions being lifted shortly and the
UK vaccination rollout continuing at speed there is
increasing optimism in the markets.
Earlier this month we hosted another in our Brexit and
Beyond seminar. We will considered where the
Substance bar has moved to during the Brexit process
and where we might see further specific substance
requirements from either the FCA or EU regulators as
2021 unwinds. In addition we looked at the people and
travel issues as asset managers look to deliver
Substance in both their UK and EU operating models. If
you were not able to join, you can watch the recording
of the session at your convenience.

Our March newsletter looks in depth at a number of the
varying topics ranging from an introduction to SPACs, to
a look at the role of tax is ESG and sustainability. See the
full list of articles in this newsletter below:

•

•

•

•

Special Purpose Acquisition Companies (“SPACs”) –
What do these in vogue acquisition vehicles do and
how can they be used?
VAT – EU Commission and UK Fund Regime reviews
Restoring trust in corporate governance – a new
regime for internal controls
The increasing role of Tax in ESG/ Sustainability

Please do continue to reach out to your usual PwC
contacts if you would like to discuss any of the above,
and please do share your feedback with us if there is a
particular topic or issue you would like us to cover in the
future.
Kind regards,

PwC Alternative Investment Funds team

We will be hosting our next Brexit and Beyond Webinar
on 22 April which will focus on the future of regulation
between the UK and EU, what would divergence or
convergence mean for asset managers and we will hear
from a client panel on the challenges of implementing
their Brexit response and in gearing up for future
change. This event will take place on Thursday 22 April
at 4:00 pm BST.
Please register for the webinar here.
If you have any questions, in relation to the webinar
content or in relation to our next event, then please
contact us at: uk_awm_xlos@pwc.com.
To support organisations with their response to the
ongoing impact of the COVID-19 pandemic, our COVID19 website will continue to feature the latest guidance,
updates, and details of how we can offer help and
support to businesses, from crisis scenario planning, to
cashflow management and cyber security.

Marc Susgaard-Vigon
Partner

Robert Mellor
Partner

M: +44 (0) 7795 222478
E: marc.susgaard-vigon@pwc.com

M: +44 (0) 7734 607485
E: robert.mellor@pwc.com
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News Bulletin
UK Budget

Finance Bill 2021 – Changes to the anti-hybrid rules

The Budget highlighted a number of fiscal measures that
will affect both businesses and individuals. We have
highlighted the key issues affecting the AIF industry
below:

HMRC released Finance Bill 2021 which includes
legislative updates to the hybrids rules.

•

Corporation Tax will increase to 25% from 1 April
2023 for profits greater than £250k – still lowest tax
rate in G7;

•

Super-deduction of 130% on expenditure qualifying
for capital allowances (main pool only) for the next 2
years;

•

Three year carryback of Corporation tax losses (up to
£2m per corporate group);

•

An extension to loss relief for income tax purposes for
unincorporated businesses;

•

Freeze of income tax thresholds from April 2022 until
April 2026;

•

Repeal on Interest & Royalties Directive from 1 June
2021, resulting in increased WHT on some
payments;

•

Radically simplified process for high-skilled visa
applications; and

•

Consultations on R&D tax relief and Enterprise
Management Incentives.

Hybrid entity definition
Effective date - 1 January 2017
In assessing whether an entity is a hybrid entity, the
legislation is being amended to clarify that only relevant
territories must be considered in testing whether an
entity is a person for tax purposes. In most cases, this is
expected to limit the relevant territories to the territory of
incorporation and territory of the shareholder of the
entity. However, care will need to be taken in applying
this legislation to a group's facts.
Dual inclusion income (DII)
Effective date - Prospective. See below regarding an
election for applying these rules to prior periods.
The requirement in Chapter 5 that DII needs to be
income arising in connection with the arrangement in
question has been removed. Additionally, s.259ID has
been repealed.
The definitions of dual inclusion income are being
expanded to include:
•

For Chapters 5 & 9: income which is brought into
account for tax purposes but which does not give rise
to a tax deduction,

•

For Chapters 6 & 10: “excessive PE inclusion
income” (i.e. transfers from the parent to the branch
which do not reduce taxable profits of the parent
jurisdiction),

provided certain conditions are met.
Targeted Anti-Avoidance Rule (“TAAR”)
Effective date - Prospective
The definition of “relevant tax advantage” for the
purposes of the TAAR has been expanded to include
doing anything which results in an amount being treated
as dual inclusion income.
Dual inclusion income group relief
Effective date - Prospective
As previously announced, legislation is being introduced
which allows “surplus dual inclusion income” (broadly,
dual inclusion income which exceeds the amount
needed to offset potential hybrid counteractions in that
company) to be allocated to other companies within a
group, where it can be matched against a shortfall in
dual inclusion income in that company.
PwC I Keeping up with Alternative Investment Funds
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News Bulletin (continued)
Acting together

Condition F repeal

Acting together - 5% rule

Effective date - Prospective

Effective date - 1 January 2017

Condition F within the imported mismatch provisions has
been repealed, as HMRC consider that this provision
tests factors that are covered in conditions D and G.

The acting together rules have been redrafted, such that
certain provisions now only apply where you have a
“relevant investment”. A relevant investment is where
you have a greater than 5% interest.
Participants in transparent funds with less than 10%
ownership
Effective date - Prospective
A new Chapter 13A has been inserted which will mean
that investors in a transparent fund (see below) which
own an interest of less than 10%, will be ignored when
determining the amount of a hybrid mismatch under
Chapters 3,4,5,7,9 and 11.

New s.259KF to limit counteraction taking account of
Transfer Pricing adjustments
Effective date - Prospective
s.259KF has been introduced to deal with a
disproportionate counteraction arising under Chapter 11
in circumstances where the Transfer Pricing rules apply.
The new paragraph makes it clear that where the UK
payment is restricted by Transfer Pricing rules the
imported mismatch payment should also be reduced by
an equivalent proportion.

A transparent fund is one which meets the definition of
an Alternative Investment Fund or Collective Investment
Scheme and would be transparent for UK tax purposes.
Imported mismatches
Condition E (equivalent provisions)
Effective date - Prospective
Condition E has been simplified. Condition E can only be
met if the mismatch payment is deductible for tax
purposes in a territory which is not either the UK or a
territory which has an equivalent provision to the whole
of the UK hybrid rules (i.e. an equivalent regime).

Marc Susgaard-Vigon
Partner

Robert Mellor
Partner

M: +44 (0) 7795 222478
E: marc.susgaard-vigon@pwc.com

M: +44 (0) 7734 607485
E: robert.mellor@pwc.com
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Special Purpose Acquisition Companies - What do these in
vogue acquisition vehicles do and how can they be used?
Special purpose acquisition vehicles (“SPACs”) are
newly incorporated companies formed for the sole
purpose of raising capital through an IPO and using
those funds to invest in an unspecified target.
A SPAC will be brought to market and operated by a
“sponsor” - the sponsor’s primary role is to identify a
target and assist the SPAC in executing an acquisition
using the funds raised on the IPO. Fundamentally,
therefore, an investor in a SPAC is investing in the ability
of the sponsor to find an appropriate target to acquire.
This is not dissimilar to a situation where a limited
partner commits capital to a fund and partly as a
consequence of this overlap many alternative fund
managers are now looking at these vehicles as a new
way of raising capital.
The vast majority of SPACs are listed in the US, with
248 vehicles listed in 2020, raising the US$ equivalent of
£63.5 billion. Whilst the wider EU market is developing
(with Amsterdam leading the charge here), the UK
market is relatively quiet with only four SPACs listed in
the UK in 2020, raising an aggregate total of £0.03bn.
The low level of activity in the UK is primarily down to
less favourable listing rules, however the recently
published UK Listings Review does set out a number of
recommendations aimed at making the LSE more
attractive for raising a SPAC.
How do SPACs work?
Initial investors in the SPAC IPO will subscribe for units
in cash. These units normally consist of ordinary shares
and warrants, with the warrants granting the investors
the right to acquire additional ordinary shares, at a set
price, once the SPAC has made an acquisition.
The sponsor will typically have a performance interest
(with similar economics to a carried interest
arrangement), structured as either growth shares or
warrants.
Targets are usually acquired using a mix of the cash
contributed by investors and through issuing shares in
the SPAC/post-acquisition topco.
In the period between IPO and acquisition, the cash
raised from investors is generally invested in treasury
notes or other fixed income assets upon which interest
accrues until a target is identified (usually within a two
year time limit). If no target is acquired within the
prescribed time limit, the cash plus accrued interest is
returned to investors and the SPAC is wound up.

PwC I Keeping up with Alternative Investment Funds

The UK SPAC market
The responses to UK Listing Review’s call for evidence
suggests current UK regulatory requirements are likely
to be putting sponsors off from using the UK markets.
In particular, the FCA rules which suspends trading in a
SPAC once it announces an intended acquisition is seen
as a key deterrent for potential investors in UK SPACs. It
exposes investors to the possibility that they will be
“locked into” their investment for an uncertain period
following the identification by the SPAC of an acquisition
target, even if they wish to exit due to differences of view
over the target or for other reasons.
Indeed the popularity of the US SPAC market is in part
due to more relaxed rules in this area which give the
initial investors the ability to divest in advance of the
SPAC acquiring or merging with the target whilst
retaining exposure to the post-merger growth via warrant
rights. In the US, when a SPAC proposes an acquisition
or merger, its shareholders have the right to redeem
their shares, realising a fixed income return without
holding their interest in the SPAC beyond the merger.
Importantly however these initial investors may continue
to hold the warrants granted at IPO which allows for
exposure to future post-merger gains. The warrants are
used to attract IPO investors by compensating them for
parking their cash in the SPAC for up to two years and
funding a “blind” acquisition.
The last time this rule was reviewed in 2018, the FCA
removed the rebuttable presumption of suspension for
commercial companies but retained it for SPACs. The
FCA’s reasoning for retaining the requirement for
SPACs was that in recent years there had been a
significant increase in the number of SPACs with very
small capitalisations. Such vehicles were liable to
experience high levels of volatility around the time of a
proposed transaction, which was much less evident in
the share prices of commercial companies.
However, according to the Listing Review the rule
appears to be deterring SPACs of all sizes and a key
recommendation from the review is that this rule is
removed and trading be allowed to continue after the
announcement of an acquisition (provided certain
requirements are complied with).
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SPACs - What do these in vogue acquisition vehicles do and
how can they be used? (continued)
Considerations for alternative fund managers acting
as SPAC sponsors

•

Choice of vehicle: The jurisdiction of the SPAC
vehicle should be determined with a view to what the
future investment might be, and the potential tax,
legal and regulatory considerations resulting
therefrom. Indeed, in many ways, choosing the SPAC
vehicle could be seen as the first step in building the
future target acquisition structure. As a simple
example, many of the US SPAC listings have used
Cayman vehicles, however if the target is likely to be
in a jurisdiction which has blacklisted the Cayman
Islands then this choice of vehicle may be
problematic further down the line and could require
redomiciliation of the SPAC.

•

Investor taxation: Given the vehicle will hold
cash/passive assets for up to 2 years prior to an
investment being made, then key investor anti tax
deferral provisions (such as the US PFIC rules) will
need to be thought through.

•

Sponsor performance interest: Amongst other things,
local employment tax considerations will need to be
taken into account for participating executives. For
example, in our experience, when structuring the
performance interest for UK executives there can be
numerous complex considerations with respect to the
‘Employment Related Securities’ rules, which need to
be thought through.

•

And of course there is the actual reverse take-over or
merger with the target entity to structure so that it
does not in itself create a taxable event for investors
and is structured tax efficiently.

Where a manager of alternative investment funds
wishes to act as a SPAC sponsor, complying with
conflict provisions in existing fund documentation/side
letters and being seen by investors to be adequately
managing conflicts of interest will be key. The pressures
here may be particularly acute where there is overlap
between the investment strategy of the SPAC and
existing fund products.
One consideration in this regard may be the
incorporation of terms within fund documentation
covering, amongst other things, exclusivity clauses,
carve outs or preferred rights or co-investment
opportunities for investors to buy into SPACs linked to
the fund manager should the SPAC market continue to
expand. As investor demand for transparency continues
to grow, ensuring that limited partners are not surprised
by a manager launching a SPAC will be key.
Operational aspects
Operating in the listed space may be an unfamiliar
challenge for finance and legal teams with additional
layers of scrutiny, public company regulation and
disclosure requirements. This challenge is likely
amplified if the listing is in a jurisdiction where the
manager does not have an existing presence.
Tax
There are numerous complex tax considerations
associated with raising a SPAC and we have highlighted
a few of these:
Next steps for alternative investment funds
SPACs are clearly ‘in vogue’ and may be a viable source
of additional capital and an exciting new business avenue
for alternative fund managers. However, it will be
important for managers who are considering a SPAC to
get comfortable on how the new venture will interact with
the rest of their business, whether existing infrastructure
can be flexed to accommodate it and relevant tax

considerations can be managed.
This article provides an introduction to some of the
considerations in relation to SPACs but by no means all
of them. If you would like to discuss the regulatory, tax or
operational aspects, and what we are seeing across the
market, please reach out.

Jim Whittle
Director

Alex Hume

M: +44 (0) 7841 560469
E:jim.whittle@pwc.com

M: +44 (0) 7483 935682
E: alexander.hume@pwc.com
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VAT - EU Commission and UK Fund Regime reviews
EU FS & VAT consultation

The consultation seeks views on areas such as:

The EU Commission’s announcement of its consultation
exercise is available on the Europa website. It also
provides the link to be used by those businesses wishing
to respond to the consultation. This is an important
opportunity to participate in setting policy, and affected
businesses should consider if they wish to contribute
their views to this discussion. Whilst the UK has now left
the EU, many businesses in the Alternatives sector will
have international structures and funds, and accordingly
changes to the VAT rules applicable in the EU27 could
have direct and significant impacts. Responses from
stakeholders are required by 3 May 2021.

•

whether removing VAT exemption would have effects
such as simplification in the application of the VAT
rules, lower VAT compliance costs, less distortion of
competition linked to suppliers from non-EU countries
operating in the EU, higher VAT compliance costs,
and more complex VAT rules;

•

if only “fee-based” financial services were to be
taxed, which of them would be difficult to value for
VAT purposes;

•

whether an option to tax (which would lead to certain
services being subject to VAT) should be mandatorily
available in all Member States; and

•

whether a fixed rate of input VAT recovery would help
to protect neutrality, and whether it should be optional
or mandatory.

In the preamble to the consultation, the Commission
explains: “Current VAT rules for financial and insurance
services are criticised for being complex, difficult to
apply and not having kept pace with the development of
new services in the sector”. With this as the backdrop,
the Commission review has a broad and ambitious
scope, which could result in significant change.
Whilst this is a wide ranging review including all financial
and insurance services, although there is a particular
focus on asset management services and in particular
whether such services should be subject to VAT.
At present, where AIF managers are located in the UK
but manage AIFs located in EU Member States where
there is a developed funds industry (commonly
Luxembourg and Ireland) this has often resulted in an
efficient VAT outcome. Such managers can typically
benefit from VAT recovery in the UK, yet the
management fees incurred by the fund have not been
subject to VAT as the Member State will afford their own
domestic VAT exemption to those fees. HMRC has
allowed VAT recovery on costs relating to the supply of
management services to foreign AIF funds where there
has been no active marketing of those funds to UK retail
investors (which is typically the case).
Clearly, if the consultation were to result in changes to
the application to the VAT exemption across the EU
such that the management of an AIF became subject to
VAT, this would be liable to introduce significant costs
for funds and impact fund returns. The consultation
recognises that the financial services in the EU face real
challenges in competition from non-EU countries (which
now, of course, includes the UK). However, as per this
example, some of the changes under consideration
could make the EU less competitive.

PwC I Keeping up with Alternative Investment Funds

We believe it is important for businesses to engage with
this consultation as it is key to the Commission to fully
understand the commercial implications of all of the VAT
options under consideration, and the potential harm that
could be caused to competitiveness to certain sectors
including the AIF management sector from adopting
some of the proposals under consideration.
UK Fund Regime
The UK Government has also initiated a consultation
into the UK and its attractiveness as a fund location “Review of the UK funds regime: A call for input. The link
to the consultation can be found here:
https://www.gov.uk/government/publications/review-ofthe-uk-funds-regime-a-call-for-input
The government invites views from all interested parties
by 20 April 2021. Businesses can respond by emailing
ukfundsreview@hmtreasury.gov.uk.
The consultation is a wider review that focuses across
all of the aspects that would lead to the UK being
considered as a more attractive fund location. The
Government recognises in the document that the “UK
approach to VAT on fund management services can
create incentives for the domicile of funds outside of the
UK”. However, it also acknowledges that “Leaving the
EU presents an opportunity to deliver simplifications and
other potential reforms here”.
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VAT - EU Commission and UK Fund Regime reviews
(continued)
What is difficult to understand, however, is that rather
than addressing the relative merits of the UK VAT
system for funds as part of the current consultation, the
Government suggests that a subsequent separate
review may be undertaken in this area. Given the
Government’s aim is to make the UK more attractive as
a fund location, we would argue that VAT should be
considered ‘up-front’ and integral to the initial
consultation. As long as the UK VAT system maintains
significant ‘incentives’ to establish funds, including AIFs,
outside the UK, the UK Government is unlikely to
succeed in its objective.
If the Government is serious in having the UK as an
attractive fund location then it will need to consider UK
VAT changes that address the current competitive
advantage held by other EU locations and create an
attractive stable platform for both Managers and AIFs.

to commercial decisions. It is also important that the
Government understands the full range of reforms and
simplifications that could benefit businesses.
It is perhaps unique that we have a wide-ranging
consultation in the EU running in parallel to the UK funds
regime consultation, and the planned VAT and fund
management consultation which is still taking shape.
These could fundamentally reshape the economics of
asset management and in particular both the
management and location of AIFs. The EU Commission
and the UK Government will therefore need to very
carefully consider the options available prior to the
introduction of any changes, and it is to be anticipated
that both will be monitoring the progress made by the
other.

Once again, we believe AIF managers should fully
engage with this review. It is vital for the UK Government
to understand the ramifications of any options under
consideration, and also to illustrate why VAT is integral

Next steps for alternative investment funds
The consultations are designed to address a perceived
lack of competitiveness, and therefore, in making any
changes, it is possible that VAT advantages could arise in
certain scenarios, and that some of the changes will
encourage developments in certain territories which have
not been popular asset management / fund locations
historically. Equally, however, there is a risk that VAT
changes are made which could lead to additional VAT
costs for some AiF managers, and erode the
attractiveness of certain fund locations. A change in the
applicable VAT rules part way through the life of funds
could materially change the economics of existing service
flows.

Most, if not all, AIF managers, will therefore wish to keep
a close eye on the developments arising from the UK
Fund Regime and EU Commission consultations, as they
could have a fundamental bearing on their business.
PwC will continue to keep clients updated on
developments as they evolve from either consultation.
However, should you wish to discuss any aspect of either
consultation or any of the potential VAT impacts that
could arise, please contact Daniel Evans or Neil
Chalmers, who would be happy to assist, and also to
introduce clients to our wider European network of
indirect tax specialists.

Daniel Evans
Director

Neil Chalmers

M: +44 (0) 7595 611440 E:
daniel.evans@pwc.com

M: +44 (0) 7841 466758
E: neil.chalmers@pwc.com
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Restoring trust in corporate governance – a new regime for
internal controls – “UK Sox”
The government’s much anticipated policy paper on
reforming corporate governance and the audit sector
has been released. The paper sets out a package of
measures and the government will consult on the
proposals over the coming months. This builds on the
recommendations arising from the recent Kingman,
Brydon and CMA reviews. Of particular interest to the
tax community will be the recommendation for the UK to
adopt a toughened internal controls regime, akin to the
US Sarbanes-Oxley (“SOX”) regime, which would apply
to tax as much as any other area of the financial
statements.

•

If deficiencies have been identified, set out the
remedial action that is being taken and over what
timeframe.

Unlike the US’s approach to internal controls which
mandates external auditor attestation, this would be
optional in the UK and it would be left to the directors,
the audit committee and shareholders to decide whether
such external attestation was required.

Outline of the proposals for internal controls
The policy paper sets out three options for strengthening
the UK’s internal controls framework, though it
acknowledges that these are not mutually exclusive.
•

Option A - Focus on the responsibility and
accountability of directors by requiring them to review
and provide an explicit statement about the
effectiveness of internal controls and risk
management systems.

•

Option B - Increase transparency of existing work
undertaken by auditors on internal controls via the
auditor’s report.

•

Option C - Require auditors to provide assurance and
a formal opinion on the directors’ assessment of the
effectiveness of the internal control systems.

Although it does not preclude discussion of alternatives,
the government’s preference is option A. Such a
directors’ statement would go beyond the existing
requirements of the UK Corporate Governance Code, in
that it would require the CEO and CFO or alternatively
the board collectively to:
•

Explain the outcome of the annual review of the risk
management and internal control systems and make
a statement as to whether they consider the systems
to have operated effectively;

•

Disclose the benchmark system, if any, that has been
used to make the assessment;

•

Explain how the directors have assured themselves
that it is appropriate to make a statement; and
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Restoring trust in corporate governance – a new regime for
internal controls (continued)
Who might these proposals apply to?
One of the most important elements of the consultation
process for alternatives is a proposal to broaden the
definition of a Public Interest Entity (“PIE”) to some large
private companies:
The proposals suggest these would be defined with
reference to the ‘Wates principles criteria’ (companies
with EITHER more than 2000 employees OR both a
turnover of more than £200million and a balance sheet
of more than £2billion) or with reference to the threshold
for certain non-financial reporting requirements
(companies with over 500 employees AND a turnover of
more than £500million).

The proposals do not currently include non corporate
entities, such as partnerships, although a change in this
during the consultation process would likely impact
alternatives more widely.
What happens next?
With the release of the policy paper, the consultation
period is now open and stakeholders have until 8 July to
provide feedback against this which will then lead to
further updates before finalisation of the proposed
course of action and a legislative timetable. The actual
timeline for implementation will become clearer at that
point.

This means that only the largest asset managers will
themselves be within scope of these proposals; however
a number of PE-owned businesses may become subject
to these proposals.

Next steps for alternative investment funds
For alternatives firms caught by the proposed regime,
significant changes to how they operate and evidence tax
controls will be required in the coming period. They will
need to implement a robust framework to identify tax
reporting risks and design, implement and test key
controls, ensuring identified issues are appropriately
remediated. Based on US SOX experiences, the regime
will require a rigid framework, and engaging with the
business’ central implementation to ensure tax is properly
scoped in and planned for will be critical.

For firms not likely to be caught by the regime, they may
still want to look at reviewing their tax internal controls
and governance procedures given the general direction of
travel in tax authority approach. We know that tax
authorities are both increasingly focused on the tax
governance and risk management arrangements that
taxpayers, and alternatives in particular, have in place.
We are equally seeing a greater level of focus from
investors and wider stakeholders in how alternatives
manage their tax affairs, so a review of how effectively tax
controls are operating may be timely.

For private equity managers, the due diligence process
on target investments may in future need to extend to
internal controls (including those over tax). There are also
proposals to require directors of in-scope entities to make
more extensive disclosures around distributable reserves
and solvency prior to payment of dividends, which may
reduce the flexibility funds have in realising value and
returning it to investors.
Tim Hill

Stuart MacPherson

M: +44 (0) 7734 958732
E:tim.hill@pwc.com

M: +44 (0) 770356 2384
E: stuart.t.macpherson@pwc.com

Director
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The increasing role of Tax in ESG / Sustainability
One of the most frequent topics of conversations across
the Alternative Investments market through 2020 was
Environmental, Social and Governance considerations,
or Sustainable Investing (in this article we have adopted
“ESG” as the term of choice). Whilst the topic is not new,
it continues to gather momentum, and there are
developments which have pushed this up the agenda.
In this article we give an overview of some of the areas
in which the ESG conversation overlap with tax, and
practical examples of how investors and managers are
building tax considerations into their ESG approach.
What does ESG mean?
ESG is a term coined circa 2005, which can be
summarised as referring to the impact of a person or
organisation upon the community in which it operates.
The term encapsulates an overall view of the impact,
and the approach which a person or organisation takes
to be mindful of this impact, and to seek to adopt positive
behaviours.
ESG is, however, a term which different people
understand to mean different things, and many in the
Asset Management community instead use the term
Sustainable. Therefore in discussions in relation to these
topics, it is important to ensure a shared understanding
of how others are using the terms. It is no weakness of
the ESG concept that it is open to different
interpretations.
It is perhaps no coincidence that much of the focus to
date in relation to ESG has been upon the first of the
three words, being Environment. Sustainable investment
funds typically look at environmental impact first, as this
has been the factor which can perhaps be most readily

PwC I Keeping up with Alternative Investment Funds

quantified, and which has been highly visible through the
media and governmental policy setting. The other
aspects, however, are coming increasingly into focus.
Tax as an ESG factor
During 2020, the World Economic Forum released a
report setting out its views upon what ESG means, and
how businesses are to be evaluated. Included in this
report was a comment upon the use of Tax as a metric
for considering the overall ESG status of a business.
The report states that tax should be measured by
reference to the total tax borne by a business. There are
expanded metrics referred to in the report which relate to
the total taxes collected, and also a geographic analysis
of such data.
That tax would be an ESG metric is perhaps not
surprising - the collection and payment of tax is one of
the most immediate and visible ways in which
businesses contribute to their communities. There has
been an increase in recent years in media attention paid
to those businesses that are perceived to be paying an
insufficient amount of tax, and initiatives such as the EU
blacklist which challenge the use of low tax jurisdictions.
Furthermore there is a natural connection with those
measures which are leading to increased transparency
in tax reporting, such as GRI 207 and the UK’s
requirements relating to publishing a tax strategy. It
should be anticipated that more information upon the tax
affairs of companies will be publicly available in the
future.
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The increasing role of Tax in ESG / Sustainability
(continued)
How does this affect the Alternative Investment
Funds sector?
Investors are clearly now viewing ESG as part of their
investment strategy. For certain investors, and notably
pension schemes, this is being driven by regulation. UK
pension schemes are being compelled to consider ESG
as part of their investment strategy. Pension schemes
are now routinely seeking to check the ESG credentials,
including tax, as part of their selection process. This
ESG focus applies equally to the investment strategy
and to the position of the supplier.

reduced rate, and the level of verification that assets are
sustainable, is still somewhat unclear at the time of
preparing this article (early March 2021), and affected
funds and managers will watch this space with interest.
The use of a targeted tax measure specific to the
investment management sector to encourage ESG
investment is certainly a noteworthy development.

We have seen a marked shift in the level of information
which managers publish in relation to their ESG /
sustainability credentials. These credentials, which now
need to include tax aspects, are being held out as a
distinctive point of strength by many managers.
The more difficult aspect is how to evaluate and
understand the nature of the tax ESG credentials of
investee companies / at investment fund level. Whilst
there is a shift towards more public data, this has the
potential to be a labour intensive exercise.
In recent weeks we have seen in the industry press that
at least one sovereign wealth fund has chosen to divest
from a number of companies where it did not consider
that the approach to tax was appropriate. Such
investment decisions may become more commonplace,
which could exert pressure upon the value of an
investment.
Finally in this regard, Luxembourg has recently
announced a reduced taxe d’abonnement which will be
available to funds which can demonstrate that
sustainable assets comprise a certain proportion of the
total assets of a fund. The mechanism for accessing this
Next steps for alternative investment funds
The above provides an introduction to some of the
considerations in relation to tax and ESG, but by no
means all of them. More can be expected in 2021 and
beyond, but it is reasonable to anticipate that diligence
over the ESG credentials, including tax ESG credentials,
will become par for the course within the foreseeable
future.

This starts, however, with defining what is meant by tax
and ESG for your organisation, and how the organisation
will build tax ESG considerations into the investment
approach.
If you would like to discuss tax and ESG, and what we
are seeing across the market, please reach out to your
regular account team.

Daniel Evans
Director

James Stewart

M: +44 (0) 7595 611440 E:
daniel.evans@pwc.com

M: +44 (0) 7469 033107
E: james.w.stewart@pwc.com
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