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1. investment Funds Market Overview

1.1 State of the investment Funds Market
The UK is regarded as one of the leading global asset manage-
ment centres, with an investment funds industry covering both 
traditional and alternative asset classes. Due to having consider-
able experience and infrastructure, the UK is one of the most 
prominent jurisdictions for fund formations, and has developed 
a sophisticated market, offering a range of both closed-ended 
and open-ended types of funds. The asset management industry 
is of vital importance to the UK’s economy, now more than ever 
as the economy seeks to recover from the financial impact of the 
COVID-19 pandemic. 

Within the UK market, alternative investment funds (AIFs) 
(as defined in the EU Alternative Investment Fund Manag-
ers Directive – AIFMD and replicated in the UK’s post-Brexit 
AIFM legislation – UK AIFM Regime) include private closed-
ended funds, often structured as English or Scottish limited 
partnerships, which are commonly used for funds that focus 
on illiquid asset strategies (eg, private equity, venture capital, 
real estate, alternative credit and infrastructure funds). Listed 
closed-ended funds available for sale to the general public are 
also common, and are used for both liquid and illiquid asset 
strategies. The vehicles most often used are investment trusts 
(ITCs) and, in the case of funds that intend to invest in real 
estate, real estate investment trusts (REITs). 

Retail funds tend to be open-ended vehicles, which can be – 
from a regulatory perspective – either an undertaking for col-
lective investment in transferable securities (UCITS) fund or a 
non-UCITS retail scheme (NURS). One of the key advantages 
of a UCITS fund is that it can be marketed to investors through-
out the EU without the need for additional, local authorisation 
in each country, known as the UCITS marketing passport. A 
NURS provides a similar level of investor protection to that of 
a UCITS and allows the manager more flexibility in terms of 
the investments the fund can make, but does not benefit from 
the UCITS marketing passport. In addition to the UCITS and 
NURS, there is also a more lightly regulated regime for institu-
tional and certain other qualified investors: the qualified inves-
tor scheme (QIS). 

The UK provides for a large number of open-ended vehicles 
that fall within these two categories, including authorised unit 
trusts (AUTs), open-ended investment companies (OEICs) and 
authorised contractual schemes (ACSs). Different authorisa-
tions apply, depending upon the investments to be made. For 
example, OEICs that invest in real estate may be structured as 
property authorised investment funds (PAIFs), provided the rel-
evant conditions are met, and OEICs that invest in unauthorised 

funds need authorisations as funds of alternative investment 
funds (FAIFs). 

The UK’s exit from the EU brings about a number of changes to 
the way in which funds will be managed and marketed in the 
UK, as explained in this chapter. It does, however, also poten-
tially create a once-in-a-generation opportunity to look at the 
regulation and tax framework of the UK asset management 
and funds industry in order to create a legal, regulatory and 
tax regime that remains attractive to fund managers, advisers 
and infrastructure.

2. alternative investment Funds

2.1 Fund Formation
2.1.1 Fund Structures
Private Funds
The typical structure of a UK private equity or venture capital 
fund is most commonly an English limited partnership, which 
is a form of partnership governed by the Limited Partnerships 
Act 1907 (LP Act 1907). Under the LP Act 1907, English limited 
partnerships must have at least one general partner (GP), who 
is responsible for the management of the limited partnership, 
and one or more limited partners. Thus, investors in such funds 
are limited partners in the partnership. One of the fundamen-
tal attractions in the UK of a limited partnership structure for 
private closed-ended funds is that the limited partnership is 
a flexible vehicle in terms of internal governance and control.

In recognition of the importance of the private closed-end-
ed funds business to the UK finance sector, the government 
introduced important reforms to the UK limited partnership 
law applicable to private funds, which took effect in 2017. The 
reforms introduced the concept of a “private fund limited part-
nership” (PFLP) – an English limited partnership with cer-
tain modifications, so as to simplify the regime, making it a 
more attractive and competitive choice of vehicle. Most private 
equity and venture capital funds (and related vehicles, such as 
co-investment vehicles and feeder funds) will fulfil the relevant 
PFLP conditions and can therefore choose to be designated as 
a PFLP (although it is not mandatory to do so).

It is also possible for a private closed-ended fund in the UK to 
be structured as a unit trust scheme. The English law concept 
of a trust has no equivalent in some other jurisdictions. It is 
a structure under which title to the fund’s assets is held by a 
person with legal personality (the trustee) for the benefit of the 
fund’s investors (the beneficiaries). The document constituting 
the trust (the trust deed) governs the relationship between the 
trustee and the beneficiaries, and strict fiduciary duties are owed 
by the trustee as a matter of law. A trust does not have a separate 
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legal personality; all legal relationships are entered into by or 
on behalf of the trustee. These vehicles have historically most 
commonly been used for certain UK real estate fund structures.

It would also be common for a UK-based private fund manager 
to establish its private closed-ended fund as an offshore vehi-
cle (whether a partnership, a unit trust or a corporate entity). 
However, for the purposes of the description of closed-ended 
private funds in this chapter, the focus will be on English limited 
partnerships.

Listed Funds
The vehicles used most often are ITCs and REITs. These are typi-
cally structured as public limited companies under UK com-
panies legislation and listed on a recognised stock exchange, 
most commonly the Premium Segment or the Specialist Funds 
Segment of the Main Market of the London Stock Exchange, 
although other stock exchanges both in and outside of the UK 
recognised by Her Majesty’s Revenue & Customs (HMRC) are 
possible. As public limited companies, ITCs and REITs will have 
a board of directors who are responsible for managing their 
affairs. The board of directors will typically delegate the day-to-
day operation of the investment trust. For example, investment 
management functions are usually delegated to a fund manage-
ment company, a depositary/custodian will be appointed to be 
responsible for the safekeeping of the company’s assets, a regis-
trar will be responsible for the share register, and a broker will 
advise on the listing of the company’s shares. The fund manager, 
depositary/custodian and broker will usually be authorised and 
regulated by the Financial Conduct Authority (FCA).

2.1.2 Common Process for Setting up Investment Funds
Private Funds
The statutory framework in the UK requires an English lim-
ited partnership to be registered as such. This entails provid-
ing an application for registration to the (public) Registrar for 
Limited Partnerships (held at Companies House), providing 
certain details including the name of each limited partner and 
the amount of capital contributed by each limited partner. This 
will be conclusive evidence that an English limited partnership 
came into existence on the date of registration. Any changes 
to these details during the continuance of the English limited 
partnership must be similarly registered within seven days of 
the relevant change. 

The key document for private closed-ended funds is the lim-
ited partnership agreement; this is a freely negotiated contract, 
with very few provisions prescribed by law, and is not available 
publicly. All parties will heavily negotiate the agreement prior 
to its execution. Other frequently used key fund documentation 
includes side letters (providing certain investors with specific 
terms required for their specific circumstances), the subscrip-

tion agreement for investors to subscribe for a commitment and 
be admitted as a partner in the limited partnership, and the 
investment management agreement for the fund to appoint the 
manager.

Listed Funds
An ITC is typically a UK public limited company that has been 
approved by HMRC as an ITC for the purposes of the relevant 
tax legislation. ITCs are subject to special tax rules (discussed 
below). Similarly, a REIT is typically a UK public limited com-
pany that has been approved by HMRC as a REIT for the pur-
poses of the relevant tax legislation. REITs are also subject to 
special tax rules (discussed below).

A key consideration when setting up an ITC or REIT is that the 
eligibility conditions (and, post-launch, the ongoing require-
ments) set out in the relevant tax legislation need to be met in 
order to gain the tax advantages enjoyed by such vehicles. Tax 
lawyers should be engaged early in the process to provide advice 
on the steps necessary for a company to meet these require-
ments. Offers in respect of ITCs and REITs are subject to the 
obligation to publish a prospectus under the domestic legis-
lation deriving from the EU Prospectus Regulation. Where a 
prospectus is required, this will need to be approved in an EEA 
Member State for use in the EEA, in addition to being approved 
by the FCA for use in the UK. The other key document pro-
duced will be the investment management agreement for the 
fund to appoint the manager.

2.1.3 Limited Liability of Investors
Private Funds
The liability of a general partner for the debts and obligations of 
a partnership is unlimited, whereas the liability of the limited 
partner is limited to the amount of capital it contributes to that 
partnership. Also, unless the partnership is a PFLP, there is a 
restriction on the ability of limited partners to withdraw capital 
during the life of the partnership. To keep the capital element as 
small as possible, limited partners will typically split their com-
mitments into a loan element (typically 99.99% of total commit-
ments) and a capital contribution element (typically 0.01% of 
total commitments).

Listed Funds
In respect of ITCs and REITs, under UK companies legislation 
the liability of the shareholders for company debts is limited to 
the capital originally invested in the fund.

2.1.4 Disclosure Requirements
Private Funds
Although not required by UK law, the key marketing docu-
ment that is usually used for a closed-ended private fund is 
a private placement memorandum (PPM). UK law generally 
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requires that any marketing material, including a PPM, is “clear, 
fair and not misleading”. Depending on the intended recipient, 
the PPM may also need to be approved by an FCA-authorised 
person. Under the UK AIFM Regime, there are also specific 
requirements to make set disclosures to investors prior to their 
investment into the fund. These disclosures are usually included 
in the PPM.

Listed Funds
In addition to the UK AIFM Regime disclosure requirements, 
ITCs and REITs must also comply with the disclosure require-
ments set out in the FCA’s listing, prospectus, disclosure guid-
ance and transparency rules. 

Under UK companies legislation and the FCA’s listing, dis-
closure guidance and transparency rules, UK incorporated 
ITCs must also publish annual and semi-annual reports and 
accounts. The annual report and accounts must be prepared in 
accordance with applicable accounting standards and must give 
a true and fair view of the assets, liabilities, financial position 
and profit and loss of the company. The semi-annual financial 
reports do not need to be audited, but it is common practice to 
ask the auditor to cast an eye over them, and the audit commit-
tee of the fund should certainly review them.

Under the UK’s Packaged Retail and Insurance Based Products 
(PRIIPs) regime (UK PRIIPs Regime), derived from the EU 
PRIIPs Regulation, a short, standardised disclosure document 
containing the key information about the product being offered 
– a key information document (KID) – must also be produced 
(in accordance with the UK PRIIPs Regime) and published for 
investment products marketed to retail investors in the UK. If 
an investment product will also be marketed to retail investors 
in the EU, a separate KID prepared in accordance with the EU 
PRIIPs Regulation must also be produced and published. The 
UK PRIIPs Regime is currently operationally equivalent to the 
EU PRIIPs Regulation, although some divergence between the 
two regimes is expected to occur (see 4.1 recent developments 
and Proposals for reform). 

2.2 Fund investment
2.2.1 Types of Investors in Alternative Funds
Private Funds
Investors typically seen investing in private closed-ended funds 
in the current market include pension funds, sovereign wealth 
funds, endowments, insurance companies, fund of funds and 
high net worth individuals. 

Listed Funds
Closed-ended listed funds can be marketed broadly and attract 
both institutional and individual investors. 

2.2.2 Legal Structures Used by Fund Managers
Private Funds
Limited liability partnerships (LLPs) tend be the most com-
monly used legal entity for the management entities of private 
equity and venture capital funds, who are attracted by some of 
the benefits of the LLP structure, such as flexibility, and the fact 
they are transparent for direct tax purposes and benefit from 
national insurance contribution savings.

Listed Funds
The legal structure used for the management entity of listed 
alternative funds will depend upon the jurisdiction in which 
the manager is based. The most common structure seen is a 
corporate vehicle. 

2.2.3 Restrictions on Investors
Other than general marketing/financial promotion rules in the 
UK, there are no restrictions under UK legislation on the type of 
parties which can invest in a fund. However, in practice, REITs 
seek to prevent corporate investors from holding interests of 
10% or more due to the adverse tax consequences that would 
otherwise arise.

2.3 regulatory environment
2.3.1 Regulatory Regime for Alternative Funds
A closed-ended fund in the UK will almost certainly be an AIF 
for the purposes of the AIFMD. It will also be an AIF for the 
purposes of the UK AIFM Regime, which defines an AIF as any 
investment fund that is not subject to the UK UCITS regime. 
As such, the AIF’s manager will be an alternative investment 
fund manager (AIFM) for the purposes of both regimes and will 
need to be authorised to carry out AIF management in respect 
of that vehicle. Any person who carries on the activity of man-
aging an AIF in the UK without being duly authorised, and in 
the absence of an exclusion, commits an offence. In addition, if 
he has entered into an agreement with another person (eg, an 
investor) in the course of that activity, this agreement is unen-
forceable against that other party, who is entitled to receive his 
or her money back, and to compensation for any loss.

An ITC or REIT could be self-managed or managed by an exter-
nal manager. The board of an externally managed ITC/REIT 
will generally consist of non-executive directors, the majority 
of whom must be independent of the investment manager. In 
many cases, ITCs and REITs will now have no manager repre-
sentative on the board, due to its unpopularity with investors.

2.3.2 Requirements for Non-local Service Providers
The AIFMD sets out various provisions relating to service pro-
viders, such as depositaries and valuers. UK legislation does not 
restrict the use of non-UK service providers to provide these 
services. 
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However, one restriction does apply in the UK in respect of 
external valuers: UK legislation prohibits an external valuer 
from delegating valuation to a third party.

Under the AIFMD, the depositary of an EEA AIF must be 
established in the home Member State of that AIF. Therefore, 
post-Brexit EU AIFs are no longer able to use UK banks as 
depositories, and UK AIFs are no longer able to use EU banks 
as depositaries.

2.3.3 Local Regulatory Requirements for Non-local 
Managers
EEA AIFMs are no longer able to exercise management pass-
port rights available under the AIFMD. Authorisation will be 
required from the FCA to manage a UK AIF. As a temporary 
measure, EEA AIFMs were able to seek authorisation in the 
UK to use the FCA’s temporary permissions regime (TPR) to 
continue to access the UK market but the deadline by which 
firms and fund managers had to notify the FCA that they want 
to use the TPR has now passed. 

Generally, a fund delegates investment management, and it is 
usual to see delegation to either an FCA-regulated investment 
management firm or an investment manager domiciled outside 
of the UK. Any firm applying for authorisation or registration 
by the FCA must have its head office in the UK. Although the 
FCA will judge each application on a case-by-case basis, the key 
issue in identifying the head office of a firm is the location of its 
central management and control. 

The AIFMD permits delegation of portfolio management activi-
ties by an EEA AIFM to non-EU managers, subject to a number 
of strict conditions. As the UK is now a third-country for these 
purposes, delegation or sub-adviser arrangements between an 
EEA AIFM and UK managers may need to be updated to satisfy 
those requirements. AIFMs may also need regulatory approval 
for the delegation.

2.3.4 Regulatory Approval Process
In respect of closed-ended funds, three types of licence are avail-
able to an AIFM that has its registered office in the UK: 

• authorisation under the Financial Services and Markets Act 
(FSMA) as a full-scope UK AIFM; 

• authorisation under FSMA as a small authorised UK AIFM; 
and 

• registration as a small registered UK AIFM. 

The type of licence that is applicable to the manager will depend 
on the total amount of assets it has under management and the 
nature of the AIFs managed.

2.3.5 Rules Concerning Marketing of Alternative Funds
The activity of marketing or promoting securities or other 
investments is not in itself a regulated activity requiring any 
form of licence in the UK. However, there are circumstances 
where someone whose main aim is to make promotions either 
for their own purposes or on behalf of others (or to help others 
to make promotions) may, in conjunction with the marketing or 
promotion, be engaged in regulated activities. In this regard, the 
most likely regulated activities under the Regulated Activities 
Order are those of “arranging deals in investments” or “advising 
on investments”. A firm will require authorisation, with spe-
cific permission for the relevant activity, to the extent that it is 
deemed to carry on such activities in the UK.

2.3.6 Marketing of Alternative Funds
In practice, marketing activities in relation to a fund will also 
often involve the regulated activities of making arrangements 
with a view to another person buying or subscribing for inter-
ests in the fund. In view of this, fund marketing activities in the 
UK are generally conducted only by authorised persons. Any 
person conducting marketing activities in relation to a fund 
should consider whether authorisation is required and, if it is 
authorised, whether it has the appropriate permissions from the 
FCA to undertake these activities.

The promotion of an interest in an unregulated collective invest-
ment scheme (such as a limited partnership interest) is restrict-
ed in the UK. It cannot be promoted to the general public and, 
even for a private placement, there are broad restrictions on its 
promotion to different categories of recipients. The persons to 
which a limited partnership interest can be promoted include:

• investment professional organisations;
• high net worth organisations; and 
• in limited circumstances, some certified high net worth 

individuals and sophisticated individuals. 

In the UK, the FCA permits the marketing of a private fund to 
a wider group of recipients than the category of “professional 
investors” referred to in the AIFMD, provided the financial pro-
motion rules referred to above are complied with throughout 
the entire marketing process.

Since 1 January 2021, full-scope UK and EEA AIFMs are no 
longer able to use the AIFMD marketing passport to market 
into the UK and will need to rely on the UK national private 
placement regime instead. This will only be possible if the UK 
and the EU Member State in question have entered into a regu-
latory co-operation agreement. As a temporary measure, pursu-
ant to the FCA’s temporary transitional powers, UK AIFMs can 
continue to market an EEA AIF, and EEA AIFMs can continue 
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to market an AIF, in the UK as they had before 1 January 2021, 
until 31 March 2022. 

2.3.7 Investor Protection Rules
As stated above, the two main investor categories in relation to 
the distribution of funds in the UK are “professional investors” 
and “retail investors”. A “professional investor” is one who is 
considered to be a “professional client” (ie, a “per se professional 
client” or an “elective professional client”, in each case within the 
meaning of MiFID).

An investor will be a “per se professional client” if it fulfils one of 
a number of objective criteria listed in MiFID. The list includes 
regulated financial entities, large undertakings, governments 
and public bodies, and investors whose main activity is to invest 
in financial instruments.

Any investor that does not satisfy any of the “per se” criteria in 
MiFID will be categorised as a “retail client”, unless it can be 
treated as an “elective professional client”. To be able to do this, 
the manager must assess the expertise, experience and knowl-
edge of the investor and whether this makes him or her capable 
of making his or her own investment decisions and understand-
ing the risks involved (the “qualitative test”). The investor must 
further pass the “quantitative test”, meaning that they have satis-
fied two out of the three following requirements: 

• having carried out transactions of a significant size on the 
relevant market at an average frequency of ten per quarter 
over the previous four quarters; 

• having a financial instrument portfolio exceeding 
EUR500,000; and 

• working or having worked in the financial sector for at least 
one year in a professional position.

An investor satisfying the relevant qualitative and quantitative 
tests and wishing to opt-up must be given a clear written warn-
ing of the protections and investor compensation rights he or 
she may lose, and he or she must state in writing that he or she 
is aware of the consequences of losing these protections and 
wishes to be treated as a “professional client”.

Private closed-ended funds tend to only be marketed to non-
retail investors. Listed closed-ended funds are available to both 
professional and retail investors.

2.3.8 Approach of the Regulator
The FCA is regarded as being co-operative, and regularly pub-
lishes guidance on relevant regulatory matters. 

2.4 Operational requirements for alternative 
investment Funds
An FCA-authorised manager must comply with the applicable 
FCA rules, which have been supplemented by the requirements 
of the UK AIFM Regime. A key requirement is that the manager 
must maintain a minimum amount of capital. The amount of 
capital is likely to be greater if the manager operates under the 
UK AIFM Regime or the EU MiFID. Other requirements appli-
cable to the typical manager in this structure include:

• prudential requirements, including relating to its govern-
ance, the remuneration of key staff, and internal systems and 
controls;

• FCA approvals of personnel in key positions;
• requirements relating to the conduct of the manager’s busi-

ness, including relating to disclosures to investors and the 
regulator; and

• anti-money laundering checks, including due diligence 
checks on new investors.

Historically, although the FCA-authorised manager has had 
to comply with the rules set out above, there have been few 
operational requirements imposed on the fund itself. To the 
extent that the UK AIFM Regime applies, the manager must 
now ensure that certain requirements are imposed on the fund, 
such as:

• the appointment of a depositary to have custody of certain 
assets and/or verify title to privately held assets;

• organisational controls (relating to risk management, com-
pliance and valuation, for example) and conduct of business 
rules (relating for example to due diligence, execution of 
orders and reporting) must be adhered to; and

• rules relating to companies in which the fund has a substan-
tial stake must be complied with.

2.5 alternative investment Funds: Fund Finance 
Market
The fund finance market in the UK is sophisticated and well 
developed, particularly for closed-ended private funds. The 
market includes a range of lenders, from banks to specialist 
debt funds, who offer finance solutions to funds and their GPs/
managers. The most common product is a capital call facility, 
allowing the fund to draw money from the lender in anticipa-
tion of making a capital call from the fund’s investors. The main 
advantage of this type of facility is that it will allow quick and 
efficient access to capital. The fund documents (eg, the limited 
partnership agreement) will normally require at least ten busi-
ness days’ notice to be given to the investors prior to the date of 
any capital call, whereas the lender under a capital call facility 
will allow the money to be drawn on shorter notice. This type of 
arrangement therefore gives the GP/manager greater certainty 
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of funding, particularly when the fund needs capital for invest-
ment purposes. It also allows the GP/manager to smooth out 
when capital calls are made to investors because the fund is able 
to make use of the facility for irregular cash requirements, such 
as fees and expenses. In addition to capital call facilities, other 
types of fund finance have been developed, including NAV facil-
ities secured on the underlying assets of the fund, fund finance 
arrangements to unlock liquidity for investors, and facilities tar-
geted at GPs/managers to assist team members to participate in 
any “GP commitment” requirements.

Despite the developments in the market, the general principle 
for closed-ended private funds in the UK is that investors will 
not want the fund to be leveraged. This is particularly the case 
for a private equity fund because the investment strategy of the 
fund itself normally includes leveraged buyouts, so investors 
will not want a double layer of leverage (ie, at both the fund level 
and the investment level). Therefore, the limited partnership 
agreement in a closed-ended private fund will normally impose 
restrictions on the amount of leverage that may be incurred by 
the fund (for example, the lower of 20% of commitments made 
by investors and the amount of uncalled commitments), and 
any borrowing incurred must be on a “short-term” basis. Fur-
thermore, under AIFMD, any fund that incurs leverage (short-
term borrowing is excluded for these purposes) is subject to 
additional disclosure requirements, and the AIFM is required 
to observe a higher degree of regulation. As a consequence, it 
is important for common forms of fund finance (eg, capital call 
facilities) to adhere to both the investor-imposed and regulato-
ry-imposed requirements.

It would be usual for the lender of a capital call facility to take 
some form of security. A common approach would be for the 
lender to have the right to require the GP/manager to draw-
down from investors to pay any outstanding indebtedness under 
the facility. It is even possible for the lender to step into the shoes 
of the GP/manager and issue drawdown notices direct to the 
investors. For this to be possible, the lender must have the right 
to be assigned the right under the limited partnership agree-
ment of the closed-ended private fund to issue these drawdown 
notices. This can give rise to negotiation with investors as to 
whether they are required to counter-sign security documents. 
A possible compromise is that the investor signs an acknowl-
edgment that the right to drawdown has been assigned to the 
lender without the investor being a direct party to the security 
arrangements. An additional issue is whether the fund or inves-
tors are required to provide information to lenders. As a general 
rule, investors will not want to provide non-public information.

The most common issue in the UK is that investors will not want 
the fund to be leveraged. 

2.6 alternative Funds tax regime
General
Different tax regimes apply to the different forms of UK invest-
ment fund. These are complex, and a detailed summary of them 
is outside the scope of this chapter, but a high-level overview of 
some of the key direct tax features of common UK fund struc-
tures (at both fund and investor level) is set out here for AIFs 
and under 3.6 retail Fund tax regime. Please note that the 
features described are necessarily general and may not apply in 
certain cases – eg, depending on the assets held by the fund or 
the circumstances of particular investors. 

As a general point, the tax structuring preference of an investor 
will depend on its particular identity and the asset class or class-
es in which the fund invests. Many funds will have a wide mix 
of different types of investors (eg, UK resident corporates – such 
as life assurance companies – and individuals, sovereign wealth 
funds and pension funds). Fund managers will then usually look 
to structure the fund so as to be tax efficient for the investor base 
as a whole rather than a particular investor or class of investor 
(unless, of course, a particular investor or class is particularly 
important or has been specifically targeted). 

A key issue for all investors will typically be tax neutrality when 
investing through a fund (wherever that fund is established) – ie, 
they will not want that investment to leave them in a worse tax 
position than they would be in if they directly held the underly-
ing assets. Investors will also commonly not want to be subject 
to tax filing obligations in new jurisdictions solely because of 
their investment in the fund, or, if that is not possible, they will 
commonly want to be made aware of the relevant filing obliga-
tions by the fund manager. Another factor for investors when 
investing in funds (wherever the funds are located) is a wish to 
minimise withholding taxes on their returns from the fund, due, 
if nothing else, to the administrative and cashflow cost. 

From a UK perspective, a further important issue will be 
whether the fund would be considered to be trading. This can 
be relevant at both fund and investor level, as the tax privileges 
for certain UK fund types and investor classes do not extend to 
trading profits (eg, UK registered pension schemes are generally 
exempt from tax on their investment income and capital profits 
but this exemption does not apply to trading profits). This can 
have an impact on the chosen structure.

Private Closed-ended Funds Structured as english Limited 
Partnerships
Tax position of the fund and investors
As mentioned above, the typical structure of a UK private equity 
or venture capital fund is the English limited partnership. These 
are transparent for UK direct tax purposes, which means that 
each limited partner is subject to tax on the income and gains 
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allocated to it under the limited partnership agreement (wheth-
er they are distributed or not), rather than the limited partner-
ship itself being taxable on its income and gains. 

The taxation of investors on their share of the limited partner-
ship’s income and gains depends on the nature of the underlying 
return that the partnership has received (eg, capital gain, inter-
est, rent or dividend) and the investor’s own tax status.

English limited partnerships typically make payments to limited 
partners in the form of repayment of the loan element of the 
limited partners’ partnership contribution and distribution of 
partnership profits. No UK withholdings taxes should apply to 
such payments.

Listed Closed-ended Funds – itCs
Tax position of the fund
Companies with ITC status are subject to UK corporation tax, 
but (if certain conditions are met) are exempt from tax on capi-
tal gains and on profits of a capital nature from their deriva-
tive contracts and their creditor loan relationships. ITCs are 
also able to benefit from an elective interest streaming regime, 
which allows an ITC to treat certain dividends to investors as 
interest distributions, enabling the ITC to claim a corporation 
tax deduction in respect of the interest distribution (if certain 
conditions are met). As a UK company, an ITC can also poten-
tially benefit from the general UK company exemptions from 
tax on dividends.

No withholding tax should apply to dividends paid to investors 
by ITCs, including interest distributions if the ITC enters into 
the elective interest streaming regime mentioned above. 

Tax position of the investor
Investors in an ITC will be taxed on distributions (other than 
interest distributions) from it in the same way as for normal 
companies. Therefore, UK tax resident individuals will be sub-
ject to income tax (at rates of up to 38.1%), and corporation tax 
payers can potentially benefit from the general UK company 
exemption from tax on dividends. Interest distributions are, 
broadly, treated as interest receipts, so UK resident individuals 
will be subject to income tax (at rates of up to 45%) and corpo-
ration tax payers will treat them as a receipt of taxable income.

Listed Closed-ended Funds – reits
Tax position of the fund
A REIT is tax opaque but, if certain conditions are met, benefits 
from an exemption from UK tax on profits and gains from its 
property rental business (PRB). Conditions with which a REIT 
must comply include that, broadly, at least 75% of its profits 
must come from its PRB, at least 75% of the total value of its 
assets must relate to its PRB, and it must distribute at least 90% 

of its PRB income. There is no requirement for it to distribute 
capital gains. 

Distributions by REITs in respect of the profits and gains of their 
PRB are known as property income distributions (PIDs) and 
should be paid subject to withholding tax, unless an exemption 
applies (for example, if the REIT has a reasonable belief that the 
person beneficially entitled to the payment is resident in the UK 
for corporation tax purposes). 

REITs are subject to corporation tax in the usual way on any 
non-PRB profits (eg, trading profits). These can be paid out as 
dividends, without withholding tax. 

Tax position of the investor
For corporation tax and income tax payers, PIDs are gener-
ally treated as UK property income, so UK resident individuals 
are subject to income tax on them (at rates of up to 45%) (and 
credit should be given for any tax withheld on payment of the 
PID). Corporation tax payers will treat them as taxable income. 
Depending on its particular circumstances, a non-resident 
investor may be able to reclaim under a double tax treaty all or 
part of any tax withheld from PIDs paid to it. 

Other distributions of profits by REITs are taxed as dividends in 
the normal way. Therefore, UK tax resident individuals will be 
subject to income tax (at rates of up to 38.1%) and corporation 
tax payers can potentially benefit from the general UK company 
exemption from tax on dividends.

3. retail Funds

3.1 retail Fund Formation
3.1.1 Retail Fund Structures
An OEIC can be used for an open-ended retail fund, which is a 
collective investment scheme structured as a corporate vehicle. 
Different authorisations apply, depending upon the investments 
to be made. For example, OEICs that invest in real estate may be 
structured as PAIFs, provided the relevant conditions are met. 
For an open-ended structure, an AUT can also be used. This is 
a type of unit trust authorised by the FCA, which is constituted 
by a trust deed made between the trustee and the manager of the 
fund. The property of the AUT is legally held by the trustee but 
managed by the manager. The investors have beneficial owner-
ship of the property of the fund. Many PAIFs have an AUT as 
a feeder vehicle to enable corporate investors wishing to hold 
10% or more indirectly to invest without infringing regulatory 
requirements.
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In 2013, two new types of tax transparent funds (ACSs) were 
introduced in the UK. These new types of authorised funds can 
take the form of a partnership or a co-ownership scheme. In 
practice, the co-ownership scheme has proved more popular, 
particularly from a tax perspective. However, ACSs are only 
suitable for use by institutional investors, with investment 
restricted either to investments of a minimum of GBP1 million 
or to professional institutional investors.

3.1.2 Common Process for Setting up Investment Funds
Compared to AIFs (which fall within the scope of the UK AIFM 
Regime), retail funds structured as open-ended funds can be 
easier and cheaper to set up, notwithstanding the fact that the 
fund itself requires prior regulatory authorisation. Open-ended 
funds have their own constitutional documentation, depending 
upon which type of vehicle is being set up, as follows:

• a trust deed in the case of an AUT;
• an instrument of incorporation in the case of an OEIC; and 
• a co-ownership or partnership deed in the case of an ACS. 

In each case, the documents set out the features, powers and 
rules governing each authorised fund. For both UCITS and 
NURS funds, however structured, there are very detailed opera-
tional requirements. Day-to-day operations are detailed in the 
fund’s prospectus. 

3.1.3 Limited Liability of Retail Fund Investors
OEICs in the UK can be structured as a single fund or as an 
umbrella company with multiple sub-funds, each of which 
would have its own investment aims and objectives. The legal 
framework in the UK provides for the ring-fencing of the assets 
and liabilities of each sub-fund.

An AUT can have a single fund or an umbrella fund structure. 
In the latter case, each sub-fund is constituted under a separate 
trust, and the assets and liabilities of each sub-fund are ring-
fenced under UK law.

3.1.4 Disclosure Requirements
Certain pre-investment disclosures must be made to investors. 
Under UK regulation, every manager is required to provide 
comprehensive information to help investors make a balanced 
and informed decision about any retail fund prior to investing. 
In most cases, this information is contained within the pro-
spectus. Investors in open-ended funds must have access to an 
up-to-date prospectus at all times. 

In addition, a KID must be prepared and made available to 
potential investors under the UCITS Directive (the UCITS 
KID). The UCITS KID requirements differ from those for the 
document that has to be produced under the PRIIPs regulation. 

For example, the UCITS KID must be provided to all potential 
investors, not just those in the EEA; it must also be provided 
to both potential retail and professional investors (whereas the 
PRIIPs KID is only required to be made available to retail inves-
tors).

3.2 Fund investment
3.2.1 Types of Investors in Retail Funds
Open-ended funds, particularly OEICs, are popular with indi-
vidual investors, insurance companies and pension funds. ACSs 
are becoming increasingly popular for institutional investments 
and pension funds. 

3.2.2 Legal Structures Used by Fund Managers
The legal structure used for the management entity of retail 
funds varies and will depend upon a number of factors, such 
as tax considerations. The most common structure used is a 
corporate vehicle.

3.2.3 Restrictions on Investors
Other than general marketing/financial promotion rules in the 
UK, there are generally no restrictions under UK legislation 
on the type of parties that can invest in a retail fund. However, 
PAIFs cannot have a corporate investor with an interest of 10% 
or more (but see 3.1.1 retail Fund Structures in relation to the 
use of feeder vehicles to address this issue).

3.3 retail Funds regulatory environment
3.3.1 Retail Funds Regulatory Regime
The manager of open-ended authorised funds must be author-
ised by the FCA, with permission to “manage a UCITS”. 

It should be noted that, from 1 January 2021, EEA UCITS funds 
fall within the definition of an AIF for the purposes of the UK 
AIFM Regime, as AIFs are defined as any investment fund that 
is not subject to the UK UCITS regime.

3.3.2 Requirements for Non-local Service Providers
Each open-ended fund must have a depositary. In the UK, this 
is a regulated activity for which the depositary must hold the 
appropriate FCA permissions.

The UK’s authorised fund governance regime goes further than 
is required under the UCITS Directive in that it places a num-
ber of additional responsibilities upon depositaries and requires 
them to be independent (so as to avoid and manage any poten-
tial conflicts of interest).

Depositaries in the UK are also required to undertake a wide 
variety of oversight activities, and are subject to extensive con-
duct of business rules and other regulatory requirements. 
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3.3.3 Local Regulatory Requirements for Non-local 
Managers
It is possible for EEA authorised UCITS managers to provide 
management services to a UK domiciled fund by exercising 
management passport rights available under the UCITS Direc-
tive. In order to exercise these rights, the manager must make a 
notification to its home state’s competent authority. In the case 
of a NURS, it is possible for the manager to be an EEA AIFM. 

As with depositaries, managers are required to be independent. 

3.3.4 Regulatory Approval Process
UCITS, NURS and QIS funds are regulated funds that require 
prior authorisation from the FCA. The FCA has a statutory 
two-month period to review and consider an application for a 
UCITS, and a six-month period for a NURS or QIS application. 
However, it aims, in practice, to process applications within a 
two-month period for a NURS and a one-month period for 
a QIS. Once authorised, the funds must comply with detailed 
FCA rules as the UCITS and NURS in particular are heavily 
regulated (in comparison to closed-ended vehicles). In particu-
lar, such funds are subject to stringent investment and borrow-
ing restrictions.

3.3.5 Rules Concerning Marketing of Retail Funds
In respect of UCITS-compliant open-ended funds, the market-
ing of a UK retail fund can only be undertaken in EU Member 
States once the required documents have been filed with the 
FCA. The required documentation varies, depending upon the 
type of fund vehicle, but is in most cases the fund’s prospectus 
and KID. A notification letter must also be filed. The FCA then 
has ten working days in which to process the notification.

NURS funds fall within the UK AIFMD Regime and can there-
fore be marketed to the general public in the UK. NURS funds 
cannot be marketed to investors living in EU countries, unless 
the fund is approved by the regulators in each country and com-
plies with the terms for regulated funds in each country.

Although QISs also fall within the UK AIFMD Regime, they 
may only be marketed to experienced investors who meet cer-
tain qualifying conditions.

3.3.6 Marketing of Retail Funds
Some open-ended funds are available for distribution to retail 
investors. 

A “retail investor” is defined as any investor that does not meet 
the necessary criteria in MiFID, unless it can be treated as an 
“elective professional client” (see 2.3.7 investor Protection 
rules). 

In practice, many retail funds are available for purchase by the 
general public via investment platforms and retail supermarkets.

3.3.7 Investor Protection Rules
In the UK, there are both legal and regulatory requirements 
for retail funds to produce periodic reports every six months. 
Managers must prepare and publish annual and semi-annual 
reports, and make them available upon request and free of 
charge. 

In the UK, the FCA has the power to require a manager and/
or depositary to compensate an authorised fund in the event 
of a finding against the manager and/or depositary. It also has 
the power to fine those entities and to fine or ban individuals 
in those companies. 

In addition, authorised fund management is covered by the 
Financial Ombudsman Service and the Financial Services Com-
pensation Scheme, which each deal with investor complaints 
and can require managers to compensate investors in certain 
circumstances.

3.3.8 Approach of the Regulator
See 2.3.8 approach of the regulator.

3.4 Operational requirements for retail Funds
The UCITS Directive sets out stringent requirements as to the 
operation of such funds, including that a depositary must be 
appointed. The fund must also establish and apply remunera-
tion practices and policies, and publish its remuneration policy. 

There are also restrictions on UCITS-compliant retail funds in 
relation to borrowing and the types of investments such funds 
can make. Being non-UCITS funds, NURS have greater flex-
ibility, with differing borrowing and investment restrictions, 
and are popular for real estate investment through the PAIF 
structure. 

3.5 retail Fund Finance
UCITS funds are subject to prescriptive rules on borrowings, 
as prescribed under the UCITS Directive. A UCITS is permit-
ted to borrow money for use by the fund, provided it will be 
repaid out of the scheme property and does not conflict with 
any restrictions on borrowing that may have been included in 
the fund’s Instrument of Incorporation. This borrowing is per-
mitted purely on a temporary and infrequent basis, and must 
not exceed 10% of the total value of the fund’s assets on any day. 
Prior consent for any borrowing must be obtained from the 
Depositary, or for periods of borrowing that may exceed three 
months. For NURS, the same 10% borrowing limit applies, but 
there is no restriction on the length of time for which a NURS 
may borrow. QISs have the ability to borrow up to 100% of the 
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fund’s net asset value. Where derivatives are used, a QIS must 
ensure that its total exposure to derivatives does not exceed its 
net asset value.

3.6 retail Fund tax regime
General
See 2.6 alternative Funds tax regime (General). 

OeiCs (Other than PaiFs) and aUts
Tax position of the fund
OEICs and AUTs are subject to UK corporation tax, but are 
exempt from tax on chargeable gains from the disposal of assets. 
Furthermore, if these funds are marketed sufficiently widely 
(such that they satisfy the “genuine diversity of ownership” 
condition), then certain capital profits from investment trans-
actions should be treated as exempt capital gains. OEICs and 
AUTs can also potentially benefit from the general exemption 
from corporation tax on dividends. 

OEICs and AUTs must allocate for distribution as dividends or 
interest the total amount available for income allocation. An 
OEIC or AUT can only show an amount as available for dis-
tribution as interest if it meets the qualifying investments test 
(such funds are often called “bond funds”). It meets this test, 
broadly, if the market value of investments that produce interest 
(or a return similar to interest) exceeds 60% of the market value 
of the fund’s total investments. If this test is met, the distribution 
is generally allowable as a deductible expense for the fund for 
corporation tax purposes. If the qualifying investments test is 
not met, then all of the income available for distribution must 
be classed as dividends. 

No withholding tax should apply to distributions paid to inves-
tors by OEICs or AUTs. 

It is possible for OEICs and AUTs to elect to be treated as “tax 
elected funds”, which would modify the tax treatment relating 
to OEICs and AUTs from that discussed herein. However, in 
practice, the uptake of this regime has been low, so it is not 
discussed further here.

Tax position of the investor
UK tax resident individuals will be taxed on dividend distribu-
tions in the same way as for dividends they receive from normal 
companies. Therefore, UK tax resident individuals will be sub-
ject to income tax (at rates of up to 38.1%). However, for UK 
corporation tax payers, dividend distributions are streamed into 
franked and unfranked parts. 

Interest distributions are, broadly, treated as interest receipts, so 
UK resident individuals will be subject to income tax (at rates 
of up to 45%), and corporation tax payers should treat them as 
taxable income.

PaiFs
Tax position of the fund
As mentioned above, OEICs that invest in real estate can be 
structured as PAIFs (provided the necessary conditions are 
met). PAIFs are subject to a significantly modified version of the 
OEIC tax regime described above. An important extra benefit 
of PAIF status is that, broadly, a PAIF is exempt from corpora-
tion tax on the net income of its property investment business. 

Special streaming rules apply to PAIFs. Broadly, the total 
amount available for income allocation by a PAIF must be split 
into three pools comprising property income distributions, 
interest distributions and dividend distributions. Interest dis-
tributions should be deductible expenses for the PAIF when 
calculating the net income of the non-tax exempt part of its 
business. 

Payments of property income distributions are subject to with-
holding tax (currently at 20%), unless an exemption applies (for 
example, if the PAIF has a reasonable belief that the person ben-
eficially entitled to the payment is a UK tax resident company). 
Depending on its particular circumstances, a non-resident 
investor may be able to reclaim under a double tax treaty all 
or part of any tax withheld from property income distributions 
paid to it. No withholding tax should apply to payments of inter-
est distributions or dividend distributions. 

Tax position of the investor
In relation to PAIFs, broadly, for recipients, property income 
distributions are taxed as profits of a UK property business, so 
UK resident individuals are subject to income tax on them (at 
rates of up to 45%) (and credit should be given for tax withheld 
on payment of the PID). Corporation tax payers will treat them 
as taxable income.

Interest distributions are, broadly, treated as interest receipts, so 
UK resident individuals will be subject to income tax (at rates of 
up to 45%), and corporation tax payers will treat them as tax-
able income. Dividend distributions are taxed as dividends on 
shares in the normal way. Therefore, UK tax resident individu-
als will be subject to income tax (at rates of up to 38.1%), and 
corporation tax payers can potentially benefit from the general 
UK company exemption from tax on dividends.



UK  Law and PraCtiCe
Contributed by: Sam Kay and Elena Rowlands, Travers Smith LLP  

13

aCSs
Tax position of the fund
As mentioned above, ACSs can take the form of either co-own-
ership schemes (“CoACSs”) or limited partnerships. However, 
the tax discussion in this chapter is confined to CoACSs, which 
is the more common ACS structure. CoACSs are transparent 
for the purposes of the taxation of income, and are not subject 
to UK taxation of chargeable gains. Distributions to investors 
from CoACSs should generally not be subject to withholding 
tax (although withholding may be required if a CoACS has UK 
property income and non-resident investors). 

Tax position of the investor
For the purposes of tax on income, a CoACS is transparent and 
investors are treated as if they directly received the income aris-
ing from its assets. Accordingly, the tax treatment of an investor 
in relation to such income will depend on the investor’s own 
tax position.

For capital gains purposes, an investor’s interest in the underly-
ing assets of the CoACS is disregarded and instead its holding 
of units in the scheme is treated as an asset.

4. Legal, regulatory or tax Changes

4.1 recent developments and Proposals for 
reform
The UK left the EU on 31 January 2020, and the transition peri-
od ended on 31 December 2020. The UK now has its own AIFM 
and PRIIPs Regimes, which sit alongside the European regimes. 
Whilst the UK and EU rules remain largely aligned, there may 
be divergence in the longer term. 

This has already been indicated in the case of the PRIIPs 
Regime. In July 2020, HM Treasury published a policy state-
ment on proposed amendments to the UK PRIIPs Regime to 
improve its functioning in the UK. The changes include clarify-
ing the scope of PRIIPs, giving the FCA power to clarify what 
information should be provided in the KID and replacing the 
“performance scenario” section with “appropriate information 
on performance”, with the FCA amending what information to 
provide in this section. HM Treasury also intends to conduct 
a more wholesale review of the disclosure regime for UK retail 
investors in the longer term. This review will explore how to 
harmonise the PRIIPs Regime with requirements contained in 
the MiFID II Directive.

The UK is not required to implement EU legislation that was 
not in force before 31 December 2020 but in some instances is 
expected to adopt a similar regime. For example, while the UK 
is no longer required to implement the EU’s prudential regime 

for MiFID investment firms due to Brexit, in December 2020 
the FCA published the first of three consultation papers on the 
introduction of a new UK Investment Firm Prudential Regime 
(which is expected to come into force in January 2022). Other 
regimes will not be adopted, such as the EU cross-border dis-
tribution of investment funds legislation, due to come into force 
in EU Member States in 2021. That is not to say that such Euro-
pean legislation is no longer applicable; some of the ideas con-
tained in the cross-border distribution of funds legislation may 
be adopted by individual EU Member States in their national 
private placement regimes, impacting the ability to market into 
those jurisdictions. 

The UK has already stared to consider opportunities for reform to 
the UK investment funds regime brought about by Brexit. Short-
term initiatives include the Financial Services Bill (the FS Bill), 
introduced to Parliament in October 2020, to ensure that the UK’s 
regulatory framework continues to function effectively for the UK 
after leaving the EU. The FS Bill includes the introduction of a new 
Overseas Funds Regime to allow overseas domiciled retail funds 
(and money market funds) to be marketed to investors in the UK. 
The government has also launched Lord Hill’s review of the UK’s 
listing regime by publishing a policy paper and Call for Evidence 
in relation to a review of the UK listings legislation. The review 
is driven by Brexit and will inform proposals to boost the UK’s 
reputation as a destination for IPOs.

Many see Brexit as an opportunity to re-evaluate the choice of 
funds vehicles currently available in the UK and to carve out a 
more suitable and competitive vehicle for today’s markets. A 
number of longer term initiatives have also begun. HM Treasury 
have published the Future Regulatory Framework Review. The 
consultation considers how the regulatory framework for finan-
cial services needs to adapt to be fit for the future, in particular 
to reflect the UK’s new position outside of the EU. 

In March 2020, the UK Government announced that it would 
undertake a review of the UK funds regime, covering taxation 
and relevant areas of regulation and, in January 2021, published 
a wide-ranging call for input (CFI).

The CFI covers potential new UK fund structures, which should 
make it easier for pension funds – and potentially other inves-
tors – to access longer term, illiquid investments. That could 
be excellent news for alternative asset managers, who have 
been looking hard at ways to widen their investor base. It is 
also good news for the growing pools of “retail” capital that 
would like to access the more diversified – and frequently high-
performing – funds that have previously been the preserve of 
institutional investors. The CFI seeks views on proposals by the 
Investment Association (a UK industry body for the retail funds 
industry) for a new fund structure, the UK Long-Term Asset 
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Fund (LTAF). The LTAF proposals involve adapting the exist-
ing NURS framework to create a new open-ended authorised 
fund for investing in long-term assets, while maintaining an 
appropriate degree of investor protection. The CFI’s particular 
focus is on the tax treatment of the LTAF (with the starting point 
being that the current rules for authorised investment funds are 
likely to be adopted). 

As separate workstreams, the FCA plans to consult early in 2021 
on setting up a framework for the LTAF, and an industry work-
ing group is being convened to address current impediments 
to investment in long-term assets, which will be important in 
supporting the successful delivery of the LTAF. The CFI also 
discusses different options for a flexible, tax-efficient, unauthor-
ised fund structure, capable of investment in alternative asset 
classes, which would be aimed at professional investors, filling 
another gap in the current UK offering. The proposals being 
considered on which the CFI seeks views are structuring the 
fund as a contractual scheme or as either a corporate entity or 
partnership. The tax status of these unauthorised vehicles would 
be dictated by the legal form of the fund – for example, the tax 
rules for a new unauthorised contractual scheme would prob-
ably be similar rules to the tax regime for CoACS.

In addition, the CFI seeks views on various specific tax issues, 
including:

• considering whether authorised funds should be exempted 
from tax altogether;

• exploring whether bespoke partnership taxation rules could 
provide the opportunity for improved tax administration 
and certainty of tax outcomes; and

• making changes to the REIT rules.

In addition to the CFI, an important element of the funds review 
is a proposal by the UK Government to introduce a competitive 
new tax regime for asset holding companies used in alternative 
fund structures and in December 2020 it launched a consulta-
tion on what detailed design features this new regime should 
include. It is understood that the UK Government is looking to 
publish draft legislation in the summer of 2021, with a view to 
enactment the following year. Improving the tax efficiency of 
UK resident asset holding companies used by alternative funds 
may well increase the attractiveness of the UK as a jurisdiction 
in which to domicile alternative funds themselves, given the 
practical benefits of having a fund located in the same place as 
the structure it uses to hold its investments. In this consultation, 
the UK Government is also seeking views on some targeted 
reforms to the REIT rules to increase the attractiveness of that 
regime, with a wider review of that regime forming part of the 
CFI. 

In addition, as part of the funds review, a review of the VAT 
treatment of fund management fees, is expected to be taken 
forward in 2021.

Developments in the EU will continue to be relevant to UK fund 
managers operating in the UK and hoping to market UK funds 
to investors in the EU. Of particular relevance was the long-
awaited consultation by the European Commission published 
in October 2020 on its review of the AIFMD, which will form 
the basis of a revised regime, AIFMD II. 

Financial stability remains a key concern for regulators, even 
more so during 2020 due to the COVID-19 crisis. The European 
Securities and Markets Authority’s guidelines on liquidity stress 
testing began to apply from 30 September 2020. The guide-
lines apply in respect of leveraged closed-ended AIFs and also 
open-ended AIFs and UCITS, and will supplement the existing 
liquidity management requirements as set out in AIFMD and 
the UCITS Directive.

Whilst the EU Securities Financing Transactions Regulation 
(which relate to the requirement for counterparties to securities 
financing transactions to report details of those transactions to 
a trade repository) has applied since 12 January 2016, the com-
mencement date for coming into force in respect of AIFs and 
UCITS was 11 October 2020. In order to be able to comply with 
the reporting requirements, AIFs and UCITS need to establish 
internal procedures and relevant external legal arrangements 
(regarding, amongst other things, the collection of data and its 
onward transmission to a trade repository (or to a third party 
service provider who will report on their behalf)).

Sustainable finance remains a key area of development. In 2020, the 
UK announced that it will be the first jurisdiction in the world to 
make reporting under the Taskforce on Climate-related Financial 
Disclosures (TCFD) mandatory across the economy, and to devel-
op a UK-specific version of the EU’s forthcoming Taxonomy Regu-
lation (a classification system to identify sustainable investments). 
TCFD-aligned reporting on climate change will be required by 
almost all UK-regulated asset managers (including AIFMs).

The London Interbank Offered Rate (Libor) is expected to be 
discontinued by the end of 2021, and there has been increased 
pressure from the regulators (including the FCA) to ensure that 
market participants cease to use this benchmark well in advance 
of this date. Most funds are likely to be affected by the Libor dis-
continuation: funds might use Libor as a benchmark or perfor-
mance target, and administrators, managers and custodians might 
use it as an input to their valuations and risk assessments. Also, 
Libor might feature across a fund’s investments, as it is commonly 
referenced in funding arrangements and interest rate derivatives 
transactions, as well as floating rate notes and securitisations.
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travers Smith LLP started with teams of transactional, invest-
ment funds and financial services regulatory lawyers dedicated 
to the private equity sector in the 1990s, and now advises many 
asset owners and asset managers in the private equity, alterna-
tive credit, real estate and infrastructure sectors. The firm has 
a market-leading cross-practice team of 43 partners represent-
ing clients in the private capital sector who manage more than 
USD4 trillion of assets. Through its consolidated approach to 
providing sophisticated legal services across asset manage-

ment, fund formation and fund transactions, regulatory, tax, 
transactional M&A and private equity, infrastructure, finance, 
derivatives, structured products, operational risk and sustain-
able finance (ESG), the team combines cross-disciplinary spe-
cialisms to provide holistic support to these clients on impor-
tant matters both for the funds that they operate and for their 
own businesses, as well as on the structuring and raising of new 
funds. The firm also has very strong relationships with asset 
owners, such as pension schemes and family offices.
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