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consequences for a significant number of vehicles that do not fall within the current regime,
but which could be brought into the proposed regime4.

6 We believe that any broadening in the scope of the offshore funds regime will significantly
increase the compliance and administration costs for the industry in seeking to understand
the regime and implementing the consequential systems and reporting changes. We also
believe that it will considerably increase the operational compliance burden upon HMRC.

7 Our specific comments are:

Application and interpretation of the characteristics

8 It would be more helpful if detailed guidance can be provided on the definition, application
and relative importance of each of the characteristics.

Parity with UK funds

9 As a key HMT objective is to create parity of tax treatment between investment in an
offshore and UK fund, we believe the regime should include only those offshore vehicles
which by their nature are collective investment funds and are similar in substance to their UK
authorised fund counterparts. Specifically, entities which are not, in commercial substance,
fund vehicles should not be brought into scope.

The material interest test

10 In our view the material interest provision5 should be retained as it sensibly excludes
interests where there is no secondary market for the investment or where the value of the
interest cannot be realised within 7 years (e.g. private equity and real estate funds), leaving
such structures to be dealt with by existing tax legislation as appropriate (see comments
below).

11 At the very least, grandfathering provisions should be introduced to phase in the abolition of
the material interest rule. As a material interest is determined at the date of acquisition, we
suggest that the current rules6 remain in place for existing investors for at least 10 years.
This will ensure that investors in current investment structures are not penalised by the
proposed changes, and would be able to consider the appropriate structure for any new
investments.

Interaction with existing UK legislation

12 Importantly, in many cases, existing legislation already ensures that an appropriate level of
UK tax is charged on UK investors in offshore entities. Generally, arrangements which
would fall within other UK tax provisions should be excluded from the proposed offshore
fund rules to avoid creating additional complexity (with no additional tax take for the UK
Exchequer). This is consistent with the comments in paragraphs 2.11 and 2.12 of the
consultative document, which indicate that the intention is to exclude entities or
arrangements from the regime where they are already subject to existing legislation.

13 Specific examples of the interaction of the proposed regime with existing UK anti-avoidance
provisions are contained in Appendix I.

4
As noted in Section 2.14 of the consultative document.

5
Section 759 ICTA

6
Section 759 ICTA








