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Introduction
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Partner
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Welcome to our October edition of Keeping up with 
Alternative Investment Funds. 

In this month’s edition we explore the extension to 
existing economic substance rules which now apply to 
Channel Islands partnerships in addition to Channel 
Islands companies. The extension of these rules is part 
of ongoing efforts across the Channel Islands (and other 
offshore jurisdictions) to demonstrate their enhanced 
commitment to meet the OECD’s principles for improving 
global tax transparency.  

We also share our insights into Asia’s real estate 
investment outlook, including Asian real estate structures 
and the recent trend and focus on data centres as an 
emerging asset class.

On a separate and more personal note, September has 
seen the nation through an unprecedented change in 
leadership with both the appointment of a new Prime 
Minister as well as the proclamation of our new Head of 
State, King Charles III. This month also marks a change 
in our editorial team, as Rob Mellor and Marc 
Susgaard-Vigon hand over the editorial reins of the AIF 
newsletter to Fiona and myself. We would like to take 
this opportunity to thank Marc and Rob for their editorial 
leadership. 

By way of quick introduction to the new editorial team: 
my name is Seema Chandaria, and I’m a legal director in 
the team and work across all asset classes in the AIF 
space. I am joined by tax partner, Fiona Carpenter, who 
specialises in tax structuring and compliance for 
alternative funds and acts as our AIF Tax Markets 
Leader. Together, we are assisted by Phillipp Naumov 
and Joe Joyner who continue to provide fantastic 
editorial support to KUWAIF.

Fiona and I are delighted to join the editorial team, and 
encourage you to share your feedback with us if there is 
a particular topic or issue you would like us to cover in 
the future. As always, please continue to reach out to 
your usual PwC contacts if you would like to discuss any 
of the content in this newsletter.

Asset & Wealth Management Conference -  
Wednesday 2 November 2022
With less than a month to go, we’re seeing a great 
uptake for our showcase Asset & Wealth Management 
conference, 2022: Reacting to Change, Evolving for 
Success.  This conference is a half day in-person event 
which will be held at our More London office from 1:00 
pm.

We will be joined by a leading global economist, former 
government Chief of Staff, ESG specialists, market 
leaders and chairs of industry associations to debate 
and discuss the forces driving change and innovation in 
Asset & Wealth Management.

The afternoon will feature plenary sessions, panel 
discussions and elective deep dive breakouts.  After the 
conference, you will get a chance to network with 
industry colleagues and PwC's AWM team over drinks 
and canapés.

For more information and to register, please click here.

Thank you for reading and we look forward to 
connecting with you again next month.

Kind regards,

PwC Alternative Investment Funds team
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Economic substance to Channel Island partners

Extension of Economic Substance Rules to 
Channel Islands Partnerships
Guernsey and Jersey (the Channel Islands, “CI”) have 
extended the existing economic substance rules which 
were applicable to companies from 1 January 2019 to 
now cover partnerships. The rules in both Guernsey and 
Jersey apply from 1 July 2021 for partnerships formed 
on or after 1 July 2021 and from 1 January 2022 for 
partnerships in existence before 1 July 2021. Joint 
guidance notes for the Crown Dependencies were 
issued in December 2021. Whilst the partnership 
economic substance rules are similar to the rules that 
apply to companies, there are a number of differences 
which need to be considered.

Who’s in Scope
All Guernsey and Jersey “resident” partnerships 
undertaking a “relevant activity” are in scope unless they 
fall within one of the exemptions noted below.  
Therefore, most CI established partnerships as well as 
foreign partnerships with a Place of Effective 
Management (“POEM”) in the CI are within scope of the 
economic substance law.

The definition of POEM follows the OECD definition, and 
has been defined to mean the place where the 
management and commercial decisions necessary for 
the conduct of the business are substantially made, 
having regard to all relevant facts and circumstances. 
This in most instances will be determined by the location 
of the General Partner for Limited Partnerships.

What exemptions exist?
The regulations include a number of additional 
exemptions which apply to partnerships only, including 
where:

● all of the partners are individuals, all of whom 
are subject to income tax in the CI;

● the partnership is not part of a multinational 
group and does not undertake business 
activities outside of the CI; and

● CI partnerships with a POEM in a qualifying 
jurisdiction.1

Consistent with the company regime, there is an 
exemption for collective investment schemes that do not 
meet the self-managed funds rules.

Relevant Activities
These mirror those applicable to companies i.e. banking, 
fund management, headquartering, distribution and 
service centre, shipping, financing and leasing, IP 
holding, Pure Equity/Holding partnership.

For Guernsey, the definition of Pure equity holding body 
in the law for companies has been expanded to capture 
both companies and partnerships where shares and 
equitable interests are held in partnerships. This is 
different from Jersey where only holding shares and 
equitable interest in companies are captured and where 
definition can only apply to certain partnerships which 
meet an amended definition of “body corporate”. It is 
therefore necessary to reconsider the application of the 
newly worded law for Guernsey companies which hold 
an interest in partnerships.

How do the rules work?
The substance requirements for partnerships are similar 
to companies, that is the need to meet the:

● Directed and managed test;
● Core Income Generating Activities test; and
● Adequacy test.

For the directed and managed test, the governing body 
of the partnership (‘the person or group of persons 
responsible for making the partnership's strategic and 
management decisions’) is expected to demonstrate 
meeting the test. 

Sanctions for failing to meet the rules
Similar sanctions apply for partnerships as they apply for 
companies, however, partnerships without separate legal 
personalities may face a financial penalty of up to 
£150,000 in the 4th and subsequent years of default in 
Guernsey while the penalty in Jersey after the 2nd year 
of default increases by £50,000 for each consecutive 
period of failure. Incorporated Limited Partnerships and 
Limited Liability Partnerships may ultimately be struck off 
the respective jurisdiction’s partnership registers.
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rate of tax is at least 10% and the partnership is subject to similar 
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Registration Requirements
Partnership registration requirements apply in both 
Guernsey and Jersey. Guernsey Partnerships (including 
foreign partnerships with POEM in Guernsey) are 
required to register with the Guernsey Revenue Service 
regardless of whether they are in scope of the rules by 
14 July following the end of the first relevant calendar 
year it is required to file a return. Therefore, for any 
partnerships formed on or after 1 July 2021 with a short 
accounting period ending in 2021, the partnership is 
expected to have been registered by 14 July 2022. All 
other partnerships are expected to be registered by 14 
July 2023. Penalties of up to £10,000 (or £20,000 if 
fraudulent) may be imposed if a partnership fails to 
register.

For Jersey Partnerships, Revenue Jersey will need to 
process the basic information for each partnership into 
their systems. Jersey-established partnerships.

Annual Partnership Returns
Annual partnership returns similar to the companies’ tax 
return will be required to be submitted online by 
Guernsey partnerships (if required by the Director of the 
Guernsey Revenue Service). The partnership return is 
expected to be accompanied by financial statements. 
This is expected to apply to all Guernsey partnerships 
that register with the exception of Guernsey partnerships 
with POEM outside Guernsey. 

For partnerships established on or after 1 July 2021 with 
short accounting periods ending in 2021, they will be 
required to file a 2021 partnership return which is due by 
28 February 2023. All other partnerships will be required 
to file a 2022 partnership return which is due by 28 
February 2024. The deadline date is in line with the date 
for company tax returns.

For Jersey, it is proposed that from 2023 all 
Jersey-established partnerships and foreign-established 
partnerships with a POEM in Jersey will be required to 
submit a new annual “Combined Notification”, making 
economic substance disclosures and providing a 
partnership tax statement where required. This means 
that the first filing of a Combined Notification would take 
place in 2023, with respect to the 2022 Year of 
Assessment. It is further proposed to align the 
submission date of the Combined Notification with the 
corporate tax return deadline which is currently 31 
December. The Combined Notification will be in a 
“smart” electronic form and submitted via an online 
portal, similar to the corporate tax return. There should 
be no requirement to provide financial statements 
alongside the Combined Notification. 

It is important to note that given the 2022 tax year is 
already under way and certain partnerships may already 
be subject to the Economic Substance regulations but 
there is still a window for remedial action to be identified 
and implemented. 

Economic substance to Channel Island partners (continued)
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● All CI established partnerships and foreign partnerships with 
potential control in the CI will need to be reviewed to 
establish whether they are “resident partnerships”.

● Undertake an impact assessment to identify any 
partnerships that may be caught by the rules, including an 
analysis of the application of the exemptions. For Guernsey 
structures, it would be worth reassessing any companies 
holding partnerships.

● Ensure all required registrations with the relevant tax 
authorities are done by the due dates.

● Ensure the necessary policies and procedures are in place 
to make sure adequate substance is maintained in the CI for 
all resident partnerships, regardless of whether they are 
currently caught by the rules.

● There is a need to think about any eventual filing 
requirements on an ongoing basis where they are relevant. 

Next steps

Stephen Lazarevich
Senior Manager
M: +44 (0)770 083 8208
E: stephen.t.lazarevich@pwc.com

Charlotte Beattie
Director
M: +44 (0)791 110 0121
E: charlotte.beattie@pwc.com
 

Nana Aboagye
Senior Manager
M: +44 (0)791 173 2257
E: nana.aboagye@pwc.com

David Waldron
Partner
M: +44 (0)778 113 8617
E: david.x.waldron@pwc.com

Tom Cowsill
Director
M: +44 (0)779 771 0529
E: tom.cowsill@pwc.com
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Asia’s real estate investment outlook
There is no denying that COVID-19 has had a 
far-reaching impact on the real estate investment 
landscape both globally and regionally, including the way 
investors view and use real estate. Whilst countries in 
the region remain at somewhat different and staggering 
stages of recovery after nearly two years of lockdowns 
and travel restrictions, there is an upbeat sentiment as 
transaction volumes in the Asia Pacific market, buoyed 
by positive results in 2021, exceeded USD 40 billion in 
the first quarter of 2022; notwithstanding falling 22% 
quarter on quarter when still up 20% year on year.[1]   
According to JLL, investment volumes in the region are 
expected to rise 15% in 2022, boosted by regional 
economic growth, portfolio reallocation and a drive 
towards sustainable and better quality buildings.  More 
recently, wiser heads may caution that interest rate and 
cost of living raises may however tamper or dampen 
some of this enthusiasm.

In tandem, fundraising for Asia Pacific real estate has 
also been growing, with the first half of 2021 seeing USD 
8 billion of Asia Pacific-focused private real estate fund 
raising, as compared with USD 5.7 billion in H2 2020.[2] 
Such interest in fundraising is not limited to the regional 
players but also global investment managers.[3] There 
has also been strong interest in alternative asset classes 
in the region – in particular, data centres – which are in 
part driven by the effects of the pandemic and resulting 
demand for larger data storage and connectivity 
capabilities.   

Asia real estate fund structures
While there are a number of jurisdictions that have 
traditionally been favoured for domiciling funds, for 
various such as tax neutrality as well as investor 
familiarity, the Organisation for Economic Co-operation 
and Development (OECD) and Base Erosion and Profit 
Shifting (BEPS) developments in the recent years, 
coupled with greater focus by local governments to be 
compliant with tax transparency and equality initiatives, 
have perhaps created more of a push for managers 
towards the use of onshore fund structures (i.e., where 
the assets can be managed from the same jurisdiction 
as where the fund manager is located).

Asian focused real estate funds investing in data centres

While it varies on a case-by-case basis, investors 
generally expect the fund to be domiciled in a location 
that offers (i) tax neutrality (i.e., little or no tax should be 
imposed on the income and gains derived by the fund 
itself and on repatriation of profits to investors); and (ii) 
investor familiarity (i.e., the fund should ideally be 
located in a jurisdiction that investors are familiar with, or 
otherwise may risk losing potential investors due to 
additional time that may be required for investors to get 
acquainted with the structure and the associated legal 
and tax implications, among others). 

Staying within the region, both Singapore and Hong 
Kong offer tax exemptions that are designed for funds 
managed by fund managers locally if they meet certain 
conditions, thus offering tax neutrality for vehicles 
formed in these jurisdictions. In particular, both 
jurisdictions have also in recent years introduced 
specialised legal vehicles to facilitate investment activity 
– specifically, the limited partnership fund in Hong Kong, 
and the variable capital company (VCC) in Singapore.  
The introduction of these vehicles has been received 
favourably by the market – for Hong Kong, real estate 
fund managers have started exploring the use of the 
Hong Kong limited partnership fund and also how they 
can benefit from the unified fund tax exemption regime 
and the recently introduced carried interest tax 
concession; whereas for Singapore, there have been 
more than 400 VCCs set up or re-domiciled to Singapore 
as at mid-October 2021.[4]

The adoption of these vehicles are perhaps also fueled 
(at least in part) by investors – in particular, pension and 
institutional investors – gravitating away from offshore 
structures or reviewing these structures more closely 
due to reputational risks and tax governance 
considerations.
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Data centres as a growing asset class
One of the arguably most notable market trends in the 
recent years is the increased interest and focus on data 
centres as a growing asset class. According to JLL, Asia 
Pacific data centre investments rose to USD 6.2 billion in 
2021, growing at a compound annual growth rate of 88% 
over the past five years, which is nearly double of the 
levels in 2019.[5] In addition, Asian cities such as 
Singapore, Hong Kong, Tokyo and Shanghai were 
identified to be within the top 10 markets for data centres 
based on total power output.[6] Such phenomenon can 
be attributed (at least in part) to both the new economy 
and the effects of the pandemic, which have resulted in 
huge bandwidth demand growth in the region. Infact, 
China alone had consumed 181 million terabytes of data 
in 2020, and Japan, 100 million terabytes.[7]

There are certain issues, both tax and non-tax, that 
investors would need to consider about when investing 
in data centres. From a commercial perspective, it is not 
uncommon for the ownership and operation of data 
centre assets to be separated. As such, investors who 
have the capital to invest, but not necessarily the 
expertise to operate the data centre, would need to look 
for suitable joint venture partners in order to do so. In 
addition, real estate operators are engaging in long term 
leasing arrangements (e.g., build and lease or sale and 
leaseback) with data centre operators to operate their 
asset. Such arrangements may potentially have 
associated tax and accounting implications depending 
on the rules in the relevant jurisdictions. Investors and 
operators will also need to be mindful of any local 
regulations with regard to data privacy and protection. In 
addition, given how electricity intensive data centres are, 
consideration may also need to be given to how 
sustainability considerations can be balanced with data 
storage needs.[8]

Tax environment should be considered depending on the 
commercial decisions with respect to the location of the 
data centre and profile of the investors. This includes 
availability of tax benefits or incentives in particular 
jurisdictions. 

Asian focused real estate funds investing in data centres 
(continued)

For example, the Chinese Government had introduced 
various tax breaks and incentives, among other 
initiatives, to promote the construction of data centres, 
while Vietnam has Free Trade Zones which offer various 
incentives for data centres built in these zones. Malaysia 
has also rolled out incentives which include up to 100% 
tax exemption for eligible data centres and cloud 
businesses investments. In turn, Hong Kong does not 
levy sales tax or value added tax which will also impact 
the overall tax position.  

Another issue that may come up in certain countries or 
jurisdictions (such as Korea, Hong Kong and Indonesia) 
is the treatment of income from the data centre business 
– for example, whether the income should be treated as 
rental (from a lease of the infrastructure / facility), service 
fee (from the provision of various services in connection 
with the usage of the data centre), or a combination of 
both. Depending on the laws in the local jurisdictions, 
the classification of the income could potentially have an 
impact on the taxation of such income, as well as 
structuring considerations.
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Other tax issues to be considered include, and are not 
limited to, the ownership structure (taking into account 
factors such as the investor’s profile and commercial 
requirements), financing considerations and impact of 
any leverage, real estate transfer taxes (on both 
acquisition and sale), as well as impact of any sale and 
leaseback arrangements (from both an accounting and 
tax perspective). 

In summary, there is no one-size-fits-all solution, and 
detailed planning should be undertaken with each 
investor’s circumstances in mind. Notwithstanding the 
various issues that need to be considered, data centres 
in the region look to remain an attractive investment 
asset class, having been voted the top choice, in terms 
of both the sector in which investors are active or 
planning to be active in 2022, as well as prospects for 
niche property types in 2022.[9]

For a more in-depth discussion on the various tax 
issues, please reach out to the following local contacts 
or your regular PwC contact in the region: 

David Kan, Hong Kong (david.kan@hk.pwc.com)

Kenji Nakamura, Japan (kenji.nakamura@pwc.com)

Maan Huey Lim, Singapore (maan.huey.lim@pwc.com)

Chin Chin Lim, Singapore (chin.chin.lim@pwc.com)

Asian focused real estate funds investing in data centres 
(continued)

Zhiling Lee
Senior Manager
M: +81 80 9412 8416
E: zhiling.z.lee@pwc.com

Stuart Porter
Partner
M: +81 (0) 80 1145 3474
E: stuart.porter@pwc.com

[1] JLL, Asia Pacific Capital Tracker, 1Q22
[2] PERE, The big picture in Asia-Pacific in four charts
[3] Including KKR, which closed its first Asia real estate fund focusing 
on opportunistic real estate investments at US$1.7bn in 2021 (based 
on Nikkei Asia, KKR to invest $1.7bn in Asia's data centres, 
warehouses and offices)
[4] Based on information disclosed by the Monetary Authority of 
Singapore 
(https://www.mas.gov.sg/-/media/MAS-Media-Library/publications/sing
apore-asset-management-survey/Singapore-Asset-Management-Surv
ey-2020.pdf)

[5] JLL, Asia Pacific Capital Tracker, 1Q22
[6] Cushman & Wakefield, 2022 Global Data Centre Market 
Comparison
[7] PwC, Surfing the data wave, The surge in Asia Pacific’s data centre 
market
[8] Taking Singapore as an example, data centres had accounted for 
7% of total electricity consumption in Singapore in 2020 (based on 
information disclosed by the Ministry of Trade and Industry). 
[9] Survey results published in the Emerging Trends in Real Estate 
Asia Pacific 2022.
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E: richard.x.williams@pwc.com
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Partner
M: +44 (0) 7734 607485
E: robert.mellor@pwc.com
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Partner
M: +44 (0) 7771 527309
E: aamer.rafiq@pwc.com

David Selden
Partner
M: +44 (0) 7585 301816
E: david.selden@pwc.com

Editorial team

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

Philipp Naumov
Senior Associate
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E: filipp.naumov@pwc.com
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This publication has been prepared for general guidance on matters of interest only, and does not 
constitute professional advice. You should not act upon the information contained in this publication 
without obtaining specific professional advice. No representation or warranty (express or implied) is 
given as to the accuracy or completeness of the information contained in this publication, and, to the 
extent permitted by law, PricewaterhouseCoopers LLP, its members, employees and agents do not 
accept or assume any liability, responsibility or duty of care for any consequences of you or anyone 
else acting, or refraining to act, in reliance on the information contained in this publication or for any 
decision based on it.
© 2022 PricewaterhouseCoopers LLP. All rights reserved. ‘PwC’ refers to the UK member firm, and 
may sometimes refer to the PwC network. Each member firm is a separate legal entity. Please see 
www.pwc.com/structure for further details.
RITM9755158.
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