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Welcome to our May edition of Keeping up with 
Alternative Investment Funds. 

Announcements made this month suggest the UK 

economy grew by 2.1% in March, the fastest monthly 
growth since August 2020 hopefully signalling a move 
towards normality. The biggest contributions to GDP 
gains have come from reopening of schools and 

demand for construction services, as households who 
have been able to save through the pandemic 
modernise and renovate their homes. This encouraging 
economic performance coupled with the continued 

vaccine rollout and relaxation of lockdown restrictions 
has built a sense of optimism in the markets. 

We have also seen crypto currency's continue to grow 

and an asset class that many fund managers insist 
belongs in any balanced portfolio. With governments 
and central banks exploring so called “govcoins” it will 
be interesting to watch how the world of “decentralised 

finance” evolves. 

Responses to the UK funds regime review were 
submitted in April. In next month’s KUWAIF newsletter 

we will discuss PwC’s and the AIF industry’s input and 
how this review fits with recent consultations relevant to 
alternative funds. 

Last month, we hosted the third in our series of Brexit 
and Beyond webinars. We hope you enjoyed it if you 
were able to join. If you weren’t, you can watch the 
recording of the session at your convenience.

Our next webinar will focus on managing risk and 
executing good governance around mobile working, 
business travel and immigration challenges. This event 

will take place on Wednesday 16 June at 4:00 pm BST.

Please register for the webinar here.

If you have any questions, in relation to the webinar 
content 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 COVID-
19 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.

Our May newsletter looks in depth at a number of topics 

ranging from a look at the increasing popularity of Open-

ended Funds, to an article from our US colleagues on the 

latest tax proposals from President Biden. See the full list 

of articles in this newsletter below: 

• The rise of the Open-ended Fund; 

• Super Deductions – Fixed assets vs intangibles;

• Making Tax Digital for Income Tax; and

• President Biden’s Tax plans update.

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
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2nd OTS Report 

Post EU transition period update 

This month the OTS published the second part of their 
review into CGT, with this second report focusing on the 
practical, technical and administrative issues associated 
with CGT. We will be following up on this in more detail 
in the June edition of the newsletter. 

It is not clear when any decisions on acting on these 
recommendations (or those outlined in the first report) 
will be made by the Government but we could potentially 
hear more in the next Budget (the date of which has not 
yet been announced but which is currently expected in 
the Autumn). However, as previously outlined, the OTS 
is an independent body and so these are only 
recommendations and the Government is not obliged to 
implement the suggestions. As seen from some 
previous OTS reports, such as the IHT review, no 
changes are necessarily made as result of those reports.

We will be running a client seminar at the end of June to 
share and discuss thoughts around possible 
developments in UK Tax Policy over the next 12-18 
months and beyond. Please let me know if you would be 
interested in attending.

It is not possible to predict what changes (if any) may or 
may not come as a result of these reviews (and the 
wider economic position) and clearly caution should be 
advised given the uncertainty. Nonetheless it may be 
timely to consider your current circumstances taking into 
account a wide range of factors including personal and 
commercial objectives, asset protection, succession, 
future investment plans and cash flow needs, alongside 
the impact of the tax regime. 

Post EU transition period update 

We are into the extended grace period allowing data to 
pass from the EU to the UK without a data adequacy 
agreement having been granted. The grace period was 
due to expire on 30 April 2021, but the Trade and 
Cooperation Agreement (“TCA”) provided for an 
extension to 30 June 2021, or the granting of an 
adequacy decision, whichever is earlier. The European 
Commission has decided to grant the UK a data 
adequacy agreement, which must be approved by the 
European Parliament. However, the European 
Parliament’s Civil Liberties Committee voted to object to 
the Commission’s decision, on the basis that there are 
inconsistencies between UK and EU law. The 
Commission has been asked to withdraw its decision 
until the European Parliament’s concerns have been 
addressed. 

Environmental Tax Measures

On 28 April, the Public Accounts Committee (PAC) 
published a report: Environmental Tax Measures. The 
report assesses the relationship between the tax system 
and the government’s environmental objectives and 
highlights concern that HMT and HMRC do not have a 
strategy or understand the role that tax could play in 
delivering the government’s environmental agenda.

The PAC report follows the 2021 March Budget where 
there was a notable absence of environmental related 
tax measures, which illustrates many of the concerns 
raised in the report.

In the lead up to COP26 climate summit, and with the 
Government announcing a new more ambitious climate 
change target, we expect to see discussion and the case 
for introducing new environmental tax measures in the 
UK to become stronger. 

Marc Susgaard-Vigon

Partner
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M: +44 (0) 7734 607485
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Overview 

On 7 May 2021, the UK Regulator issued a consultation 
on a proposed new fund structure, the Long-Term Asset 
Fund (“LTAF”), highlighting the increasing popularity in 
Open-ended Funds.

The consultation sets out proposals for a new category 
of authorised Open-ended Fund, the LTAF. This is 
designed to enable authorised funds to be set up to 
invest efficiently in long-term illiquid assets in the 
Alternative Investment Fund space e.g. venture capital, 
private equity, private debt and infrastructure.

Why is this relevant? 

• Open-ended Funds are growing in popularity as seen 
by the new consultation by Financial Conduct 
Authority to launch a new category of open ended 
fund called the LTAF.

• Different to “traditional” Close-ended Fund structure 
as there are no fixed term or capital quotas and 
returns are usually paid based on the NAV value of 
the underlying investments.

• Open-ended Funds provide the flexibility to invest on 
a long-term basis and can help align with being able 
to grow portfolio companies more sustainably. These 
types of funds may become more popular given the 
ESG demands being placed upon many managers.

• There are a number of considerations to bear in 
mind, particularly when looking at valuation of 
investments and the incentivisation of investment 
professionals providing services to these funds.

Why the interest in Open-ended Funds 

Whilst the LTAF is part of an overall UK policy objective 
to grow and strengthen the international competitiveness 
of UK investment funds in a sustainable manner; open-
ended funds have been growing in popularity for some 
time.

Unlike traditional Closed-ended Funds in the Alternative 
Investment Fund sector that have finite terms, 
investment periods and capital commitments, Open-
ended Funds (or evergreen, fixed/permanent capital 
vehicles) have no fixed term (operating in perpetuity 
unless actively terminated), as a result capital can be 
raised or repaid on an ongoing basis (i.e. there are no 
fixed capital quotas).

The core advantage of Open-ended Funds is this 
flexibility; having an open-ended termination date 
coupled with the ability to continually raise (and return) 
capital allows fund managers to focus on long-term 
capital appreciation.

When taking into account ESG, this is increasingly 
important as the long-term investment horizon is often in 
alignment with investee companies that are looking to 
grow their businesses sustainably.

Investors in Open-ended Funds will invest their capital 
on admission typically based on the Net Asset Value 
(“NAV”) of the underlying assets. This allows investors 
to put in capital at various points in time. Management 
fees are usually based on the NAV of the fund or the 
investors’ capital account balance and not a percentage 
of the capital committed. 

Due to the long-term nature of investments, investors 
can withdraw capital based on the NAV value of their 
investment (subject to any fees or penalties which might 
apply). Therefore, Open-ended Funds need to match the 
underlying liquidity of the assets in which they invest 
with the redemption terms that they offer to investors. 
The NAV basis is also often used when incentivising 
investment professionals in these funds as carried 
interest is based on the market value of securities 
compared to carried interest calculated on realised 
profits on the disposal of investments.
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The challenges of Open-ended Funds 

Whilst Open-ended Funds are an attractive option for 
many investors and fund managers alike, there can be 
challenges, particularly around valuation, liquidity and 
the incentivisation of investment professionals.

Using NAV as the basis of valuation requires 
transparency, fairness and consistency in approach.

From a tax perspective there are a number of other 
points to consider:

Awards of carried interest

The Memorandum of Understanding (“MOU”) between 
the BVCA and HMRC considers the income tax 
treatment of Venture Capital and Private Equity Limited 
Partnerships and Carried Interest. More specifically it 
looks at where securities are acquired by employees by 
reason of an employment and how the legislation on 
such awards (Employment Related Securities (“ERS”) 
legislation) applies. 

Where a fund structure/waterfall demonstrates the 
characteristics set out in the MOU and the carry is 
acquired before the fund makes its first investment or, if 
acquired after the fund has made investments, the 
aggregate value of the fund’s investments has not 
increased above their aggregate acquisition cost at that 
time, then the carry would be MOU compliant. 

Where carry is MOU compliant, the initial unrestricted 
market value ("IUMV") of the carried interest (within the 
meaning of Chapter 2 of Part 7 of ITEPA 2003) shall be 
taken as the amount actually paid for it. 

Therefore, there would be no PAYE or NIC implications 
on the award of the carry (or at a later date when 
restrictions are lifted). Consequently, no valuation would 
need to be undertaken.  However, the awards to 
employees would still need to be reported on an annual 
basis (online reporting previously known as Form 42), 
and the employee and employer should ideally enter into 
a protective joint election under s.431 ITEPA 2003 
(within 14 days of the award).

The structure of an Open-ended Fund is different to that 
contemplated by the MOU e.g. in terms of the pay-out 
model, close period, capital commitments and typical 
management fee terms. However, it is important to bear 
in mind that the MOU is nearly 18 years old and there 
has been a great change in landscape since these 
guidelines were agreed. Therefore, whilst the MOU 
acknowledges that there may be other structures to that 
laid out in the memorandum and that they reserve the 

right to disapply the guidelines where there are material 
deviations from the structure of the arrangements, 
whether HMRC would agree that Open-ended Funds fall 
within the safe harbour of the MOU remains to be seen. 

If the carry from an Open-ended Fund is not MOU 
compliant (i.e. the structure of the fund does not fit the 
conditions of the MOU and/or the carry is awarded after 
the fund has made its initial investment and the 
aggregate value has increased over the aggregate 
acquisition cost), then PAYE and NIC would be due on 
the difference between the IUMV (assuming a 431 
election had been made),  and the price paid for the 
carried interest. 

This would mean that a valuation would usually be 
required to determine the IUMV amount and potentially 
an upfront tax cost to any employees. Therefore, 
dependent on the commercial terms of an Open-ended 
Fund (and coupled with the interaction with the 
Disguised Investment Management Fee (“DIMF”), 
carried interest and income based carried interest 
(“IBCI”) rules), a traditional, direct carried interest award 
in the fund may not be appropriate in all circumstances.

Returns of carried interest

The introduction of the DIMF rules and the associated 
carried interest and IBCI rules increased the complexity 
in the tax treatment of returns to individuals providing 
investment management services.

Traditional Close-ended Funds that fall within the safe 
harbour of the MOU are often said to meet the “MOU 
carry” definition under the carried interest rules (s809 
EZD ITA 2007) This does not mean that the fund meets 
all of the conditions set-out in the MOU, but rather that 
the carry is paid out of profits only after investors have 
received a return of all or substantially all of their 
investment plus a hurdle of not less than 6%.

The definition of “profits” in this context includes 
unrealised profits. This would appear to be helpful in the 
context of Open-ended Funds (i.e. because carry is paid 
based on the NAV of the underlying assets as opposed 
to on disposition of investments), however due to the 
commercial structure and nature of open-ended funds, it 
may not be possible for the carried interest to meet the 
“MOU carry” definition on the basis that the carry may be 
triggered prior to the investors receiving all or 
substantially all of their investment and/or the absence 
of a hurdle of at least 6%.
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Therefore, carried interest from Open-ended Funds 
would need to rely on the more subjective definition as 
set out s809EZC ITA 2007. 

In other words, the carried interest would meet the 
definition of carry (and therefore not be subject to tax as 
DIMF) only to the extent that the sum arises by way of 
profit related return and that there is significant risk that 
a sum would not arise to an individual (“significant risk 
carry”). This would need to be tested not only upon grant 
of the carried interest award but also should there be a 
material change to the arrangements.

Care is therefore required to monitor the arrangements, 
with less flexibility to make adjustments throughout the 
life of the fund.

Even if carried interest meets the definition of carry 
under either the “MOU carry” or “significant risk” carry 
definitions (and therefore should be subject to capital 
gains tax at 28%), there can be additional complexity in 
determining the underlying taxable nature of the carried 
interest returns. The extent to which this is relevant will 
vary from fund to fund and will depend on the tax status 
of the investment professionals and the terms in place to 
facilitate the payment of the carried interest to them. 

Income Based Carried Interest

Open-ended funds may also face additional complexity 
in relation to the IBCI rules, particularly in the early 
stages of a fund.

The IBCI rules apply to carried interest sums that arise 
from funds where the weighted average holding period 
of the assets giving rise to the carried interest is less 
than 40 months. If carried interest is classified as IBCI, 
the sums are either fully or partially subject to tax as 
DIMF (income tax and NIC at rates of up to 47%).  It 

should be noted that these rules do not apply to the 
extent that the carried interest is an ERS (and therefore 
are more likely to apply to LLP members).

Investment professionals that are within the scope of the 
IBCI rules often rely on claiming the conditional 
exemption in relation to carried interest sums that arise 
in the early stages of a fund where the WAHP of the 
fund investments is less than 40 months. 

Provided that the carry waterfall is based on a realisation 
model, it is possible to rely on the conditional exemption 
for 10 years from the day on which the fund starts to 
invest. 

However, this is reduced to only 4 years where carried 
interest arises before external investors are repaid all or 
substantially of their investment.  Therefore, participants 
in open-ended funds may find that they can only rely on 
the conditional exemption for a limited period of time.

There are many other complexities which can arise in 
the practical operation of open ended funds which need 
to be carefully thought through; for example, where a 
Fund is able to reinvest income or gains back into the 
portfolio and the administration around different 
investors leaving and joining the Fund at different times.

Next steps for alternative investment funds 

As can be seen from this article, Open-ended Funds are 
an attractive offering in the market due to the flexibility 
and the ability to invest in the long-term in a more 
sustainable way.

However, when implementing Open-ended Funds, there 
are a number of areas that differ to traditional close ended 
funds and therefore care should be taken when looking to 
move to this type of arrangement.

Laura Morris 
Director 

M: +44 (0) 7868 735963

E: laura.morris@pw c.com
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Overview 

The UK Government announced the introduction of the 
new ‘Super Deduction’ tax relief in the Spring 2021 
Budget. The policy objective is to incentivise businesses 
to bring forward capital investment expenditure from 
later periods in order to accelerate UK economic growth 
over the next 2 years.  

In summary, the relief will provide a 130% first year 
allowance for expenditure that qualifies for main pool 
plant and machinery (“P&M”) allowances (normally 
attracting 18% writing down allowances) in the period of 
expenditure. Additionally, a 50% first year allowance 
will be available for expenditure incurred on assets 
qualifying for special rate pool P&M allowances 
(normally attracting 6% writing down allowances). The 
relief provides a significant opportunity to generate 
additional and accelerated tax relief compared to the 
existing capital allowances rates.

The relief is only available for a 2 year period 
commencing 1 April 2021 and there are various 
qualifying conditions / restrictions which must be 
considered before making a claim. Accordingly, 
businesses in the financial services sector will need to 
assess their eligibility for the Super Deduction over the 
coming months and consider whether planned / future 
capital expenditure could be accelerated in order to 
benefit from this temporary relief.

For businesses in the financial services sector, we 
expect the Super Deduction to apply to a wide range of 
projects and investments. This includes projects such as 
IT / software upgrade programmes, along with 
expenditure incurred on UK real estate, including office 
refurbishments, fit-outs, relocations or making space 
COVID-19 compliant. 

Worked examples

Set out below are two worked examples which show 
how the Super Deductions can be claimed by a 
business.

Example 1 - office fit out

A company is incurring £1m on a head office fit out.

Without Super Deductions - Ordinarily P&M 
allowances would be available on the fit out. For 
illustrative purposes, assuming £350,000 of the fit out 
qualifies for main pool P&M allowances and £350,000 
qualifies for special rate pool P&M allowances, then this 
would give £84,000 of P&M allowances to utilise against 
profit before tax in the year the expenditure is incurred. 

Writing down allowances would also be available in 
future periods on a reducing balance basis. Under the 
existing rates, the main pool P&M would take 
approximately 15 years to be fully written down and the 
special rate pool P&M would take approximately 25 
years to be fully written down.

With Super Deductions - The super deduction enables 
main pool P&M and special rate pool P&M to be claimed 
at 130% and 50% respectively. Using the same example 
above, an upfront first year allowance of £630,000 would 
be available in the year the expenditure is incurred on 
the fit out. 

So, the difference in year 1, assuming a company is in a 
tax paying position would be £546,000 (£630,000 -
£84,000) additional tax savings. This excludes factoring 
in any annual investment allowance and structures and 
buildings allowances, for simplicity purposes. 

Example 2 – intangible expenditure 

A company is incurring £10m on a new software project 
(for example, to develop technical capabilities for IFRS 
17) The costs are accounted for as capital expenditure, 
namely an intangible fixed asset. 

Let’s assume that £2m of the expenditure is deemed 
revenue in nature for tax and is eligible for Research and 
Development expenditure credit. For example, this may 
include cost incurred in product testing, integration and 
staff salaries whereby technological uncertainty is being 
resolved on a project. This leaves £8m which could 
potentially be deemed capital in nature for tax and in 
most cases a company will obtain tax relief under the 
intangibles regime, as the costs are amortised in the 
P&L.

However, subject to meeting certain conditions, it should 
be possible to elect to treat the £8m as qualifying for 
plant and machinery allowances, under  s.815 CTA2009.

Without Super Deductions - Ordinarily this would be 
qualifying main pool expenditure at 18% writing down 
allowances, which would give £1.44m P&M allowances 
to utilise against profit before tax in the year. The 
remaining writing down allowances could be claimed 
over a c 15 year period. 

With Super Deductions - The super deduction allows 
main pool P&M to be claimed at 130%. Using the same 
example above, an upfront first year allowance of 
£10.4m would be available in the year the expenditure is 
incurred.
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So, the difference in year 1, assuming a company is in a 
tax paying position would be £8.96m (£10.4m - £1.44m) 
additional tax savings. This excludes factoring in any 
annual investment allowance, so simplicity purposes. 

Key points

The key points of Super Deductions are summarised 
below. This is based on our understanding of the draft 
legislation (which is not yet enacted) and our 
discussions with HMRC Policy:

Relief for companies only - The legislation is specifically 
intended to be limited to companies within the charge to 
corporation tax. Therefore, LPs and LLP s will not qualify 
for the relief, even in instances where the partners are 
companies. 

Contract dates - The super-deduction will apply to new 
expenditure incurred from 1 April 2021 only where 

contracts for the expenditure are entered into on or after 
Budget Day (3 March 2021). This point will need careful 
consideration, including potentially reviewing historical 
contracts, to determine if the condition is satisfied. 

Exclusions  - A number of exclusions apply, which will 
need careful consideration. For example, there are 
exclusions on cars and assets which are used for 
leasing. 

Tracking of assets - HMRC envisages that clients will 
need to track assets where they have claimed the super-
deduction until their disposals. They acknowledge that 
this will add administrative obligations and result in 
potential costs relating to record keeping requirements.

Disposals  - To the extent a claim for super deductions 
has been made, and those assets are disposed of at a 
later date, disposal receipts may need to be recognised 
which could ‘clawback’ any tax relief obtained to date. 

Phil Sullivan
Director

M: +44  7923 602145 

E:philip.sullivan@pw c.com

Next steps for alternative investment funds 

Claiming Super Deductions on expenditure incurred 
between April 2021 to 2023 results in an immediate cash 
tax saving of up to c 25% (130% x 19% CT tax) for a tax 
paying business. Deferring the same expenditure post 
April 2023 would still result in cash tax savings of 25% 
over time (albeit typically over 15 years in the main pool) 
following the corporation tax rate increase. 

Whilst from a headline perspective, the Super Deductions 
is a worthwhile tax break, there is more complexity when 
determining whether a claim should be made on 
qualifying expenditure. A claim needs to be weighed 
against other tax incentives including Research and 

Development tax credits and Patent box relief, whilst 
factoring the interaction of the extended carry back loss 
provisions, as well as the impending 25% increase in 
corporation tax (effective from 1 April 2023). Additionally, 
consideration will need to be given to the impact this has 
on accounting profits.  

To help with this complex scenario planning, PwC have 
developed a tech enabled model that illustrates how the 
incentive regimes interact and how these impact potential 
spending plans. This automated tool looks at the specific 
tax drivers and the profile of a business to assess the 
optimal tax incentives to claim, based on a client's 
specific business.
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Overview 

Making Tax Digital for Income Tax Self Assessment 
(MTD for ITSA) is the next step of HMRC’s vision to 
become one of the most digitally advanced tax 
administrations in the world.

Since April 2019 we have seen the introduction of 
Making Tax Digital (MTD) for VAT. Up next is the 
introduction of MTD for ITSA from April 2023, and we 
expect MTD for Corporation Tax to be introduced from 
April 2026 at the earliest.

At present MTD for ITSA has been announced, 
consultations are being undertaken with interested 
parties & professional bodies, a pilot is being run for 
early volunteers and some initial draft regulations have 
been published.

What is the Start Date?

Making Tax Digital for Income Tax comes into effect for 
Sole Traders, Partnerships and Landlords on or after 5 
April 2023 who have combined income from property 
rentals (in the UK or overseas) and/or self-employment 
sources with turnover exceeding £10,000.

HMRC have stated that the above requirements will also 
apply to general partnerships where all the partners are 
individuals from April 2023. Importantly from an AIF 
perspective, other partnerships (examples include those 
with corporate partners, Limited Partnerships and LLPs) 
will not be within MTD for ITSA from April 2023 but will 
be required to join at a future date, which is yet to be 
confirmed.

In calculating the above turnover threshold any income 
from non-MTD for ITSA sources are ignored. For 
example, LLP profit allocations from a trading business 
will not currently impact the threshold calculation.

Digital Records

In summary, it is proposed that relevant entities 
impacted by these plans to transform the system will 
need to:

• Maintain digital records of their income and 
expenditure;

• Provide (as a minimum) quarterly updates of income 
and expenditure to HMRC using MTD compatible 
software

Digital links are likely to already exist for those 
businesses that are using programmes and/or 
applications as part of their accounting system and so, 
the concern here are for those businesses that are 
reliant on excel based spreadsheets to record income 
and expenditure.

Many partnership structures from an AIF context shall be 
required to join at a future date, but it is those 
partnerships, such as Limited Partnerships where excel 
spreadsheets still feature heavily within a compliance 
cycle.

Using a spreadsheet would be classed as keeping digital 
records, but it will also need the ability to send the 
required information digitally to HMRC, without further 
manual intervention, such as some bridging software. 
This approach is already permitted under Making Tax 
Digital for VAT, but the key is that whatever digital 
record keeping is used it has to be able to link to the 
software used to file your quarterly reports with HMRC. 
That is, once a transaction is entered into digital records 
all subsequent transfers must be digital with an audit trail 
through to submission – there can be no manual 
interference between transaction records 
and submissions.

Making Tax Digital for Income Tax 
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Returns

Broadly, from the first accounting period starting on or 
after 6 April 2023, taxpayers (and impacted entities) with 
self employment or property income (combined together 
in excess of £10,000) will be required to:

1. Retain business records digitally - This includes 
details of all business income and expenses from 
self employment or property, as set out above.

2. Submit periodic updates on (a minimum of) a 
quarterly basis electronically via an approved 
Application Programming Interface (API). This is 
reporting only and not tax payments and a separate 
report is required for each trade or property 
business.

3. Finalise business income via an end of period 
statement: - A declaration will be required for each 
business at the end of it’s accounting period to 
confirm that the submitted updates are correct and 
any accounting & tax adjustments will be made on 
this return.

4. Submit a final end of year declaration: - The final 
declaration is intended to replace the self 
assessment tax return. This will be dependent on 
the sources of income to report therefore taxpayers 
with complex reporting requirements may still need 
to file a self assessment tax return in addition to the 
above filings which could, depending on the number 
of income sources that require periodic reporting, 
result in a significant increase in the number of filing 
required to be completed each year.

Under the current Self Assessment system, online 
individual and partnership tax returns must be filed by 31 
January following the end of the tax year, but this new 
system will create significant further quarterly and 
annual returns as opposed to a single annual tax return.

Thomas McLarty 
Senior Manager 

M: +44 7701 295673

E: thomas.a.mclarty@pw c.com

Next steps for alternative investment funds 

The initial roll out of MTD for ITSA is likely to impact 
individuals of an AIF business who may have a rental 
business or self employment income with combined 
turnover in excess of £10,000 per year. With significant 
additional filing required individuals and impacted entities 
should be prepared for change. We suggest reviewing 
any existing record keeping to ensure compatible digital 
records are now kept on MTD for ITSA compatible 

systems as soon as possible.

It is likely the implementation of this next phase of the 
Making Tax Digital journey may also depend on the 
speed of software development and the level of 
engagement with the pilot, which in turn may equally play 
a role in driving the future date as to when other 
partnerships are required to join.
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Overview 

Following the tax plan released during his campaign, 
President Biden has recently made a big push to 
reintroduce his tax legislative agenda, as set out in the 
“American Jobs Plan,” “Made in America Tax Plan” and 
“American Families Plan.” While these plans are not 
legislative documents, the proposals outlined in these 
documents are likely to have significant impact for US 
inbound alternative investment fund managers. Key 
changes proposed include a corporate tax rate increase 
from 21 % to 28 % (which will impact US blocker 
structures for funds and portfolio companies), an 
increase in tax rates for individuals (to pre Tax Cuts and 
Jobs Act (“TCJA”) rates), and the introduction of the 
“Carried Interest Fairness Act” (which was introduced in 
the Senate on May 12), that proposes to eliminate the 
beneficial carried interest rates.

While not all of the proposals may pass in their current 
form, alternative investment fund managers/individuals 
deriving income from the US should anticipate a rate 
increasing environment and review their 
holdings/portfolio to consider restructuring alternatives 
(e.g., accelerating gains) and engage in discussions with 
their tax advisors.

This article focuses on the impact of the recently 
introduced tax proposals on US corporations and US 
individuals, and the proposed changes to the carried 
interest regulations.

Corporate Tax Increase & Other Key International 
Tax Changes

President Biden announced a $2 trillion “American Jobs 
Plan,” in March 2021, which focuses on infrastructure 
and other spending initiatives (including tax incentives 
for clean energy and domestic manufacturing). In order 
to fund these proposals, the “Made in America Tax Plan” 
was announced, which is estimated to raise over $2 
trillion in tax revenue over the next 15 years. One of the 
key changes discussed in the “Made in America Tax 
Plan” is the proposal to increase the corporate tax rate 
from 21% to 28%. Should this be adopted, the 28% rate 
(effective rate of circa 32.3% including state taxes) 
would be the highest amongst the OECD countries (as 
illustrated in the chart):

The corporate tax rate increase, if passed, could have a 
significant impact on current and future fund structures, 
including cash-flow expectations from deals. From a 
state tax perspective, while states may not conform to 
federal changes, they may implement their own version 
of these changes, and as such, alternative investment 
fund managers should closely monitor these 
developments, along with any corresponding changes to 
relevant compliance requirements. 

President Biden’s Tax plans update  

10

Introduction UK – The 
corporate 
governance and 
tax 
documentation 
challenges of 
COVID-19

Irish update European 
Investor 
reporting 
challenges 
under COVID-19

UK – HMRC and 
OECD guidance 
on PE and 
residence 
(COVID-19)

UK – MTD 
deferred and 
support for VAT 
under COVID-19

Lux – Potential 
non-deductibility 
for EU black-list 
countries

ContactsIntroduction ContactsMaking Tax 
Digital for 
Income Tax

Super 
Deductions –
Fixed assets vs 
intangibles

The rise of the 
Open-ended 
Fund

News Bulletin President 

Biden’s Tax 

plans update



PwC I Keeping up with Alternative Investment Funds

Italy – No access 
to domestic tax 
exemptions for 
transparent funds

UK - Hybrids and 
other mismatches 
consultation paper

UK - Finance Bill 
and HMRC 
technical 
notes/consultation 
papers

UK - HMRC’s 
post-Brexit plans 
for non-UK funds

Sweden –
Supreme Court 
Decision on 
withholding tax on 
dividends suffered 
by non-UCITS 
funds

Global –
Automatic 
exchange of 
Information 
reporting update in 
light of COVID-19

EU and UK – A 
round of VAT 
updates

Introduction Contacts

As proposed during the presidential campaign, in 
addition to the corporate tax increase, the “Made in 
America Tax Plan” also proposes a reduction in Global 
Intangible Low Taxed Income (“GILTI”) deduction from 
50% to 25%. As such, this would increase the effective 
tax rate on GILTI for corporate taxpayers from 10.5% to 
21%.

Additionally, the “Made in America Tax Plan” proposes 
to repeal the Base Erosion and Anti-Abuse Tax, 
(“BEAT”) which is a minimum tax imposed on 
corporations that make “base erosion payments” to 
foreign related parties. Specifically, the proposal 
attempts to replace BEAT with a provision that focuses 
on payments made to companies that are based in 
countries with no minimum tax on foreign earnings.

These changes reflect the Biden administration’s effort 
to conform to the OECD’s digital tax proposal, which 
seeks to address the tax challenges of the digital 
economy. As Treasury Secretary Janet Yellen recently 
stated, the Biden administration is working towards 
reaching an agreement on a global minimum tax rate 
with other OECD countries.

Individual Tax Proposals

On April 28, 2021, the White House released the 
“American Families Plan” Fact Sheet, which includes 
significant tax changes that are relevant to US 
individuals. The American Families Plan seeks to 
increase the top income tax rate for individuals who earn 
above $400,000 from 37 % to 39.6 %, thereby restoring 
the top tax bracket to what the rate was before the 
TCJA. The Biden administration also seeks to abolish 
the preferential tax rate of 20% on long term capital 
gains and qualified dividends (for individuals who earn 
more than $1 million per year). If enacted, long term 
capital gains and qualified dividends would be taxed as 
ordinary income.

The TCJA made a number of changes to the State and 
Local Tax (“SALT”) deduction, or “SALT cap,” on the 
amounts claimed as SALT deductions for individuals 
relating to tax years 2018 through 2025 (i.e., it limits the 
maximum SALT deduction to $10,000 for individuals). 
Biden has proposed restoring the itemized deduction for 
state taxes, eliminating the SALT cap. However, this 
proposal was not included in his Tax Policy.

President Biden’s Tax plans update (cont’d)
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As a result of the loss on the SALT deduction, 
individuals should contemplate various state residency 
planning opportunities in order to re-evaluate their 
current state and local residency and identify relocation 
opportunities in the US to state and local jurisdictions 
that potentially have a lower tax rate or do not impose a 
state or local income tax .

Carried Interest Regime

The carried interest regime has long been a mechanism 
whereby funds pass along a share of their net capital 
gain to their general partners, who in turn pass the 
investment gains to the fund managers. Because carried 
interest is a share of the fund’s investment earnings, it is 
generally taxed at a capital gains rate, and not an 
ordinary income tax rate (based on the underlying 
character of the income). Although the TCJA imposed a 
longer holding period requirement, the preferential tax 
rate on carried interest is still available (i.e., taxed at a 
20 % capital gains rate, rather than 37 % ordinary 
income tax rate).

The “American Families Plan” Fact Sheet states that the 
Biden administration seeks to end the carried interest 
regime such that carry holders pay ordinary income 
rates on their income. Furthermore, on May 12, 2021, 
the US Senators introduced the “Carried Interest 
Fairness Act,” which seeks to bring tax rates on carried 
interest in line with ordinary tax rates applicable for 
employee compensation.
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Next steps for alternative investment funds 

Some of the proposals discussed in this article will require 
support of all 50 Democratic Senators and nearly all 
House Democrats. It is likely that there might be some 
push back from certain Democratic Senators and House 
Democrats, specifically when the Congress considers the 
tax rate increase legislation during the budget 
reconciliation procedures later this year.

Accordingly, and while the precise details and extent of 
any changes are unknown at this point, the trajectory of 
the changes is clear and the impact on the alternative 
investment fund industry could be very significant. Fund 
managers should conduct an impact assessment and 
review their portfolio and structures to identify any tax 
planning and tax restructuring opportunities.
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