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Welcome to our December edition of Keeping up with 
Tax - Alternative Investment Funds. 

Following a tumultuous few months across the country, it 
comes as no surprise that concerns around economic 
stability, climate change and the cost of living crisis have 
dominated the recent conversation. As organisations 
grapple with the disruption and how to get ahead of 
these crises, our newsletter this month shares key 
insights into what some of these issues mean for our 
clients and the alternatives asset management industry. 

In our first article, with a global surge in allocations 
toward sustainable investments, Andy O'Callaghan, 
Global Advisory Leader (PwC Ireland), offers some 
reflections on the key challenges put to alternative asset 
managers today and the role they play in developing 
investment solutions and products for a sustainable 
future. 

Next, we consider the impact of rising inflation and 
interest rates on key investment fund terms, identifying 
certain legal, regulatory and practical issues fund 
managers might look to address as they navigate 
through an economic downturn.

Finally, a year on from the introduction of qualifying 
asset holding companies (“QAHCs”)  we take stock of 
where we are today and share insight into what fund 
managers should consider in light of the QAHC regime. 

We are delighted to announce that we will be hosting our 
annual Alternative Investment Funds Conference as an 
in person event in March 2023 at our More London 
office. The conference focuses on a broad spectrum of 
issues impacting asset managers who provide 
alternative investment solutions to their clients across 
private equity, private credit, hedge funds, liquid trading, 
crypto assets, infrastructure and real estate investing. 
And, as always, after the conference you will get a 
chance to network with other industry colleagues and 
PwC professionals. 

Further details on the Alternative Investment Funds 
Conference will follow pre-Christmas so please look out 
for your invitation! We look forward to welcoming you to 
the event. 

Please continue to reach out to your usual PwC contacts 
if you would like to discuss any of the content in this 
newsletter.

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

Kind regards,

Seema & Fiona
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How many of us who work in the Asset & Wealth 
Management (“AWM”) sector followed COP 27? More 
importantly, how many of us watched it through the lens 
of being professionals in the Finance sector? I would 
hope that the answer is every single one of us….

Why do I say this? Simply put, the ability of policymakers 
and politicians to meet carbon reduction targets depends 
on one very important factor - the ability to mobilise 
private capital! The need to mobilise private capital to 
support the shift to Net Zero will be the greatest 
opportunity - and challenge - facing both society and the 
Global AWM industry for the next 20 years.

It is widely accepted that Governments (think taxpayers) 
cannot afford to underwrite all of the capital required to 
underpin the global shift to net zero. Without private 
capital, the sad reality is that our beautiful planet risks 
missing those targets and future generations will bear 
the impact of this failure. So, what is needed?

How much ‘Sustainable Finance’ is required to 
get our planet to Net Zero?
$2.5 trillion per annum - that is the Funding requirement 
produced by researchers in advance of COP 27. That is 
clearly a huge amount of money. But let’s put that in 
perspective - we in PwC estimate that combined 
investable assets managed across our sector globally 
are approximately $137 trillion today (and we estimate 
that figure will rise to over $150 trillion by 2026).

The challenge (for all of us) is not to aligning the need to 
raise $2.5 trillion per annum to finance the shift to net 
zero with the return on investment required by the 
investors who underpin the global AWM industry (ie. the 
pension funds, insurance companies, institutions, 
endowments, private individuals and families, etc).  This 
is where Regulators, Governments and businesses must 
work together. Let’s explore this…

What are the Challenges?
The biggest challenge to date has been to translate the 
investment needs of sustainable finance into 
hard-headed investment opportunities for the global 
investment community. How do we meet the challenge 
of converting a $2.5 trillion annual funding need into an 
investment opportunity for global investors? 

Sustainable Finance - the biggest opportunity (and challenge) for 
Alternative Asset Managers?

Alternative asset managers - creating 
investable assets 
The role of the AWM sector is to allocate (invest) 
investors’ savings and investments in accordance with 
agreed parameters and frameworks. Collectively, the 
industry manages over USD137 trillion in savings and 
investments, managed directly (e.g. managed accounts) 
or on a pooled basis through investment funds such as 
alternative investment funds (“AIFs”) and Undertakings 
for Collective Investment in Transferable Securities 
(“UCITS”) in Europe and Registered Investment 
Companies (“RICs”) in the United States. 

Increasingly, we are seeing increased allocation to 
Sustainable Investments across all investment vehicles. 
This is important. The ability to translate societal 
investment needs (eg. to generate increased zero 
carbon, renewable energy) into investment opportunities 
for investors will increase the availability of capital to 
finance the overall global transition to a ‘net zero’ global 
economy. 

In my own country of Ireland, there is sufficient offshore 
wind resources to provide renewable energy for over 80 
million people (ie. over 10 times Ireland’s population). 
However, harnessing this potential requires significant 
funding. Hence, the skillset, experience and resources of 
the Asset & Wealth Management industry have a very 
important role to play in developing investment solutions 
and products that will deliver a return to investors while 
meeting the needs of our society. I recently attended 
‘Climate Finance Week’ in Dublin - over 500 leading 
global Financial firms were present, all of whom will be 
part of this activity.

In Europe, the Sustainable Finance Disclosure 
Regulation (“SFDR”) was introduced to improve 
transparency in the market for sustainable investment 
products, prevent greenwashing and increase 
transparency around sustainability ambitions and targets 
made by financial market participants.

Other countries and regions are also looking to increase 
the allocation of global capital to environment, social and 
governance (“ESG”) investments. In the United States, 
the SEC’s taxonomy of “Integration” and “ESG-Focused” 
Funds is somewhat comparable to the SFDR Article 9 
and Article 9 categorisation of funds. In the UK, a 
country that has taken a leading role in Sustainable 
Finance, the UK Financial Conduct Authority is currently 
looking at revising ESG regulations to tackle potential 
greenwashing.  
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The importance of a public-private partnership 
approach to the issue
It is imperative that a public-private partnership approach 
is taken to meet the twin goals of providing a reasonable 
return on investments for investors while meeting the 
investment needs required to support a global transition 
to net zero. This will not be easy. However, it can be a 
‘win-win’. Governments are not in a position to fund the 
costs required to meet the challenge. Equally, investors 
and the broader industry are looking to invest in assets 
that provide a combination of return and sustainability.

The Alternative Asset Management is a global leader in 
supporting investment in ‘real assets’, ie. infrastructure, 
sustainable buildings, renewable energy. I have seen 
great work being done by industry bodies across the 
world in this area. I would encourage Governments to 
actively engage with the industry to ‘turbo-charge’ these 
efforts. As a global firm, we in PwC are also in a strong 
position to support this activity both globally and in our 
home countries and regions. 

Success - ensuring all stakeholders benefit
It is important that all stakeholders see the benefits of 
engagement. The breakthrough at COP27 with regards 
to the creation of a ‘Loss and Damage’ Funding 
mechanism to support the world’s poorest countries in 
dealing with the worst effects of Climate Change was 
important. It provides a good example of a mechanism 
through which all stakeholders in Sustainable Finance 
can see the benefit of working together. 

We need to see more of this, with all players (including 
Alternative Asset Managers) involved in the 
conversation. It is possible and I look forward to all of us 
in the industry playing a role. The needs of society and 
global investors are not mutually exclusive - in fact, they 
are fully interdependent!

Sustainable Finance - the biggest opportunity (and challenge) for 
Alternative Asset Managers? (continued)
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Over the past year, the world has experienced a 
significant rise in inflation and interest rates. Coupled 
with the geopolitical climate, increasing energy prices 
and the wider cost of living crisis in the UK, fund 
managers will be looking for ways to mitigate the impact 
of rising interest rates and inflation as a UK recession is 
looming.

In this article we will focus on some of the legal, 
regulatory and practical issues fund managers might 
look to address as they navigate through an economic 
downturn.

Fund Management Fees 
Taking into consideration the likely rises in employment 
and other costs to keep up with inflation, managers may 
be debating whether higher base management fees are 
warranted. Ordinarily, service fees increase with 
inflation, but this is rarely seen with fund management 
fees - will this change? Further, managers might 
consider whether any fees agreed today will remain 
workable for the life of the relevant mandate. Fund 
managers may consider including an indexing provision 
in the underlying fund documentation to adjust 
management fees for increases in inflation.  Lastly, to 
the extent that rising interest rates result in investors 
demanding a higher preferred return or hurdle rate, 
managers may consider offsetting the impact of this 
demand through management fee increases.

Investor Issues
Investors may notice a denominator effect as public 
market portions of their portfolio decrease in value, while 
alternatives remain flat or positive.  This may result in 
investors that are required to maintain fixed asset 
allocations seeking to dispose of otherwise good 
positions in private markets or alternatives assets.  In 
addition, investors may experience cash flow 
constraints. For example, with a hike in interest rates, 
investors utilising debt finance or taking a leveraged 
position to make investments will likely suffer an 
increased cost of servicing their debt obligations.

Similarly, some institutional investors (such as 
endowments) may find their resources squeezed by 
budgeting considerations outside of their control.  As a 
result, we may begin to see an increased likelihood of 
investor defaults (for closed-ended funds) and 
redemptions (for open-ended funds) and a subsequent 
uptake in secondary market transactions by limited 
partners. To the extent that some investors require 
liquidity, managers may also consider sponsor-led 
secondaries or similar transactions to allow some 
investors out while allowing others to stay invested.

Increased Portfolio Company Costs
Portfolio companies are likely to experience increased 
borrowing costs as well as increased overhead costs in 
the current environment. This may result in reduced 
cash flows to service debt obligations and pay dividends 
to their investors.  Managers may want to review and/or 
refinance existing portfolio company borrowings to 
mitigate this pressure.  However, credit is of course tight 
at the moment, and refinancing may not be an option for 
many portfolio companies.

How our team can help
Our investment funds specialists have a wealth of 
experience and would be happy to discuss the 
challenges you’re facing in light of the current economic 
climate. We can provide a range of consulting, tax, legal 
and regulatory services in a number of key areas, 
including:

● reviewing and amending fund documentation

● preparing investor communications

● modelling the effects of inflation on fund portfolios

● advising distressed funds from a legal, tax and 
regulatory perspective

● assisting with reviews and/or refinancing of debt.

Inflation and Interest Rates - Impact on Investment Fund Terms
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Qualifying Asset Holding Companies (“QAHC”)

At the time of writing, we are almost exactly one year on 
from the publication of the draft legislation, as part of the 
wider FY22 finance bill, covering the taxation of 
qualifying asset holding companies (“QAHC”). Over the 
last year, we have seen increasing engagement from 
many of our clients, of all sizes and across all of the 
asset classes, regarding the potential use of QAHCs for 
future investment structures.

Recap of the regime
The legislation, which was implemented with effect from 
April 2022, intended to address the tax road blocks 
which prevent the use of a UK company to act as an 
intermediate holding company to facilitate the flow of 
capital, income and gains between investors and 
underlying investments. The regime intends to allow 
investors to be taxed (broadly) as if they invested in the 
underlying assets and the intermediate holding 
companies pay no more tax than is proportionate to the 
activities they perform. Whereby, a QAHC is able to 
benefit from a number of reliefs, including:

1. A tax exemption for gains from qualifying shares and 
overseas property;

2. The ability for interest and other finance costs on 
debt funding of the QAHC, including profit 
participating and convertible debt, to be (in principle) 
deductible on an accruals basis;

3. An exemption to the requirements to deduct UK 
withholding tax on interest payments made by a 
QAHC; and

4. The ability for UK investors to obtain capital 
treatment on redemptions of shares at a gain 
(unless the shares are employment related 
securities).

How many QAHCs are there?
Based on our discussions with HMRC as part of the 
wider HMRC/industry QAHC working group, as at the 
end of August, we understand that there were 
approximately 38 QAHCs (relating to 32 structures) that 
had entered into the regime. We now expect this to be 
more than 70, with circa 100 expected before the end of 
2022. PwC have been involved in roughly a quarter of 
these structures, and have conducted feasibility reviews 
for many more of our clients.

Currently, we are seeing clients use these as 
single-investment vehicles for M&A transactions and for 
separately managed accounts with institutional 
investors. However, a number of our clients are 
exploring a UK QAHC platform under their new fund 
launches.

As was expected, the majority of clients looking to utilise 
the regime are credit funds or those which already utilise 
a UK holding company structure. However, we have 
seen a number of existing private equity and real estate 
clients, many of whom have established presence in 
other jurisdictions, consider the utilisation of a QAHC 
structure in respect of certain investments.

We are seeing clients use a QAHC as a platform for both 
UK and European credit strategies where it aligns with 
the location of key decision makers and origination 
functions. It is suitable to accommodate an array of 
credit strategies (i.e. performing and non performing 
loans) as it allows for efficient extraction of returns to 
investors without some of the structuring complexities 
often required in other jurisdictions, along with an 
exemption from UK withholding tax.

What are the key points to consider?
One of the key requirements to enter the regime is the 
need to meet the eligibility requirements. The key 
condition to be considered relates to the ownership of a 
QAHC. The rules aim to limit the application of the 
regime to certain ‘qualifying funds’ or other institutional 
investors (i.e. sovereign wealth, pension or insurance 
funds). However, whilst we would expect that the 
majority of our clients within the alternative fund industry 
should be able to meet this condition, the rules, most of 
which have been repurposed from existing UK tax 
legislation, are somewhat complex. Realistically, this is 
no different to other countries’ regimes and there is 
simply a learning curve to be tackled.
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What is a fund?
When reviewing the ownership condition, one of the key 
considerations for our clients will be whether their ‘fund’ 
will meet the definition of a ‘Qualifying Fund’. This 
definition firstly requires you to consider whether the 
entities meet certain regulatory definitions, including 
whether an entity would qualify as either:

i. an Alternative Investment Fund (“AIF”); or

ii. a collective investment schemes (“CIS”).

Next is necessary to determine whether the fund would 
meet the diversity of ownership condition.  For this it 
must meet either:

i. the genuine diversity of ownership (“GDO”) 
requirements (only if a CIS);

ii. the non-close condition (i.e. it would fail this 
condition if 5 or fewer participators were seen to 
exert ‘control’ over the relevant fund); or

iii. be 70% or more controlled by Category A 
investors.

However, when undertaking this review, the key query 
we receive from clients relates to the identification of 
what is a ‘fund’. Whilst advisors and those in industry 
would generally refer to a ‘fund’ as a collection of 
vehicles which are both used to be marketed and pool 
investment from third party investors, the QAHC regime 
has taken a somewhat different approach. Instead, the 
rules require you to review each specific legal entity and 
consider whether that entity would meet the necessary 
conditions to be considered as a Category A investor by 
virtue of being a qualifying fund.

Based on correspondence within the HMRC/industry 
working group, we understand that HMRC do plan to 
introduce some changes to the GDO conditions, allowing 
the rules to be applied to the entities making up ‘the 
fund’ as a whole rather than applying the test 
entity-by-entity. This requires amendments to the 
legislation and so will likely apply from around March 
next year. 

What to consider for a new fund?
Whilst clients may not be ready to adopt QAHCs now, 
they are interested in “no-regrets” actions that 
‘future-proof’ new funds, so they have the optionality to 
utilise the QAHC regime in the future. In relation to this, 
probably the ‘key’ consideration, will be ensuring that 
wording is included within the funds marketing 
documents (specifically their private placement 
memoranda) which (i) makes reference to the various 
entities within the fund; and (ii) satisfies Condition A of 
the GDO rules.

Condition A simply requires that the documents made 
available to investors contains (i) a statement specifying 
the intended categories of investor, (ii) an undertaking 
that interests in the fund will be widely available and (iii) 
that the fund will be marketed widely in a manner 
appropriate to attract the intended investors. 

Based on our experience, we understand that the whilst 
a private placement memorandum does specify the 
intended type of investor that the fund is being marketed 
to, typically it does not state that the Fund will make an 
undertaking that interests in the fund will be widely 
available or that they will be marketed and made 
available in order to reach the intended categories of 
investors, and in a manner appropriate to attract those 
categories of investors.

New fund documents should, wherever possible, be 
drafted to meet these requirements. There are other 
tests that can be met but the up-front GDO test is 
considered the simplest.

Qualifying Asset Holding Companies (“QAHC”) (continued)
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Are there other issues?
As with any change to the market, we would expect that 
over time (and as the QAHC structures become more 
commonplace) the market will adapt to accommodate 
the utilisation of the QAHC regime. For example, 
secondary funds may well structure themselves so their 
purchases of limited partnership interests do not disturb 
underlying QAHCs. Similarly, Net Asset Value facility 
structures are likely to develop so as not to disturb 
underlying QAHCs. In our view there will be a virtuous 
circle and the greater the take up of QAHCs, the more 
accommodating the market will become. 

Additionally, whilst not a show-stopper, some clients 
have concerns about the additional level of public 
disclosure that arises when utilising a UK holding 
company. As well as some other concerns surrounding 
the UK political scene and uncertainty on the EU 
response to the QAHC regime.

However, based on discussions with our clients, the 
simplicity and certainty over some of the regime’s 
benefits, including the blanket exemption on withholding 
tax and on the disposal of qualifying shares, has proven 
to be extremely popular. 

Qualifying Asset Holding Companies (“QAHC”) (continued)
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Next steps for alternative investment funds

PwC can provide tax advisory services in the form of feasibility studies prior to entry into the QAHC regime and can discuss with 
key stakeholders in your business to work with you through to implementation and ongoing compliance with the regime. This can 
help streamline the number of different advisors engaged on one topic area and also help to generate efficiencies through our 
increased knowledge and understanding of your business and operating structures gained during the feasibility stage.

As a result, we recommend reaching out to your relevant PwC contacts to discuss how we could assist in respect of your proposed 
investment and whether a QAHC could be suitable.
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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.

Thank you
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