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“The introduction of a UK 
domicile Tax Transparent Fund, 
also known as the Authorised 
Contractual Scheme, has become 
one of the biggest talking points 
in the UK fund industry. The 
vehicle offers opportunities for 
Life Companies, Asset Managers 
and others to simplify investment 
structures and create cost 
efficiencies.” 

“In this paper we consider why 
Life Companies are choosing to 
establish such structures and 
how they can be utilised.”
Edward Turner

The UK Tax Transparent Fund 
(TTF), launched in July 2013, offers 
insurance companies significant 
opportunities. By introducing the 
TTF, the UK government has given 
insurers the ability to cut complexity 
by pooling the life funds they run. 
In a nutshell, the TTF frees them to 
create economies of scale, generate 
substantial cost savings and simplify 
their businesses in a way that 
improves growth prospects and 
creates value for their policyholders.  

Early indications show that the 
majority of insurance companies 
are already exploring how to use 
TTFs, with the first adopters either 
already launched or due to launch 
later in 2015. Some other insurers 
may already be considering business 
cases while the remainder are 
looking into the practicalities and 
exploring the benefits.

For life insurance companies, in 
particular, the TTF is likely to trigger 
a wave of life fund simplification. 
Across the life sector, it offers the 
potential to save millions of pounds 
in operational and VAT costs and can 
help to reduce mandatory increases 
in regulatory capital, as well as 
cutting complexity in a way that 
makes fund performance easier to 

focus on and enhances investment 
governance. 

Regulatory reform in the UK and the 
EU’s Solvency II directive mean that 
TTFs have arrived at an opportune 
time. Whilst the former could lead 
to increased costs and the latter 
threatens to make life companies 
more capital intensive, the TTF 

Cutting complexity 
to enhance growth

1Source: HMRC website June 7th, 2013.

What is a Tax Transparent Fund?
The UK Treasury introduced the Tax Transparent Fund (TTF) in the 2013 Finance 
Act. Known as an Authorised Contractual Scheme (ACS), it was launched on 1st 
July 2013. From a policy perspective, the UK government designed the ACS to 
“ensure that the UK can compete as a fund domicile for tax transparent funds” and 
“to facilitate the setting up of UK pooled “master fund” investment vehicles1”.
The ACS facilitates a “master-feeder” fund structure, which is used to pool assets 
belonging to a number of different funds/entities in a single asset pool, so achieving 
critical mass and economies of scale. Importantly, many tax authorities “look-
through” tax transparent vehicles, applying withholding tax rates as if the investor 
had received income directly. So, investors pooling assets into a TTF should not in 
most instances suffer additional withholding tax on their investment income as a 
result. This is particularly important for pension funds or life companies with 
pension assets who wish to access their beneficial withholding tax treaty rates (e.g. 
0% withholding tax on US dividends).

The Treasury and HM Revenue & Customs (HMRC) consulted with the asset 
management, insurance and pension sectors to make sure it understood the 
practicalities of setting up these pooled funds. As a result, the ACS has two forms  
–  Authorised Co-Ownership Schemes and Limited Partnership Schemes. The key 
difference between the two vehicles is that the Partnership Scheme is transparent 
for both income and gains, while the Co-ownership Scheme is transparent just for 
income. In practice the Co-ownership Scheme is proving to be the more popular of 
the two structures. 

While insurance companies are likely to place the greatest volume of assets in the 
UK’s form of TTF, it’s suitable for a range of uses and is an attractive, efficient 
investment vehicle for large institutional investors, including: pension funds, 
charities and sovereign wealth funds



provides an opportunity to create 
leaner, better investment operations 
while operating within the EU’s 
regulatory net.

Background to the TTF
At the launch of TTF in July 2013, 
the UK government stated that the 
TTF purpose is to “ensure that the 
UK can compete as a fund domicile 
for tax transparent funds2”. After a 
period of close consultation with the 
asset management, pensions and 
insurance industries, the Treasury 
launched the so-called Authorised 
Contractual Schemes (ACS), 
consisting of an Authorised Co-
Ownership vehicle and an Authorised 
Limited Partnership structure. These 
vehicles were designed to provide 
fl exible pooling schemes, rivalling 
those already in place in Ireland and 
Luxembourg.

The initiative responded to the need 
for greater economies of scale and 
cost effi ciencies in investment 
products. Corporate pension funds 
had been early adopters of the 
pooling structures already offered 
by other European countries, 
using them to achieve economies 
of scale and the other benefi ts, 
without adverse withholding tax 
consequences. For example, UK 
pension funds are entitled to a 0% 
withholding tax rate on US dividend 
income under the double taxation 
treaty between the US and UK. But 
if they invested in a commingled 
fund without tax transparency, 
they would suffer a rate of 15% or 
even 30% withholding tax on US 
dividend income, which would prove 
a substantial drag on investment 
performance over time.

UK insurance companies were prime 
movers in lobbying the government 
for a TTF structure. Over the years, 
some had accumulated hundreds, 
if not thousands, of life fund 
products with similar investments, 
structures which would benefi t from 
rationalisation. But they could not 
be consolidated without potentially 
crystallising signifi cant tax charges 
on capital gains and stamp duty and 
possibly impairing the withholding 
tax treatment of their pension and 
life businesses. All of which would 
lead to a negative impact on their 
underlying policyholders.
 
Insurance companies and TTFs
The TTF responds to the needs of 
insurance companies by allowing 
them to transfer assets in exchange 

for units in a contractual TTF, exempt 
from UK stamp duty.  Also assets 
held for long term business can be 
transferred in exchange for units 
in a contractual TTF on a no gain/
no loss basis for UK capital gains 
purposes (although going forward 
the TTF units would be subject to 
an annual deemed disposal and the 
seven-year spreading rules for capital 
gains). In most instances assets 
transferred to a TTF retain the treaty 
benefi ts of the life company fund, in 
particular benefi cial withholding rates 
(including 0% withholding tax on US 
source dividends for pension only 
products). So, a life company may 
be able to consolidate the assets 
from sub-scale unit-linked and with-
profi ts products into TTF sub-funds, 
generally pooling into clearly defi ned 
strategies such as UK equity, UK 
fi xed income, US equity etc. 
However, making use of the TTF 
to restructure life company funds is 
neither simple nor straightforward. It 
requires a substantial reorganisation 
of operations within the life 
company, with some reallocation of 
responsibilities. What’s more, a life 
company needs to make sure that 
the fund administrator it partners 
with has the specialist knowledge 
and robust technology platform to 
perform its job effi ciently. Therefore 
choosing the right administrator 
is key in unlocking the potential 
benefi ts of the TTF.

What are the benefi ts?
The TTF’s overriding opportunity for 
insurance companies is the scope 
that it provides for cutting complexity 
and cost. Through organic growth or 
acquisitions many life insurance 
companies may have amassed 
hundreds of different investment 
funds across their unit-linked and 
with-profi ts businesses spanning 
several legal entities. Rationalising 
the number of investment funds, and 
introducing economies of scale, frees 
life companies to position 
themselves for growth in an 
increasingly competitive 
environment.

In reality, few life companies are likely 
to consolidate all their funds into a 
small number of asset pools with 
specifi c investment strategies 
straight away, preferring a staged 
approach. Judging by initial 
indications, they appear likely to start 
by consolidating a proportion of their 
funds, and then moving on to the rest 
at a later date. But even this staged 
approach improves cost effi ciency 
and makes the business easier to 
manage.

From a cost perspective, having 
fewer, larger pools of assets yields 
obvious benefi ts. For example, a life 
company with numerous unit-linked 
funds could save on its overall 
accounting fees by creating a TTF 
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Figure 1: Life Company rationalising it’s investment funds into a small number of 
TTF sub-fund asset pools

2Source: HMRC website June 7th, 2013. 



with a small number (e.g. 30-50) of 
targeted asset pools. The combined 
cost of accounting for the TTF and 
unit-linked funds has been reduced 
by creating a much smaller set of 
asset pools in the TTF, in which the 
unit-linked funds invest. There is the 
potential to restructure internal 
operations, and to outsource more 
where possible. For instance, the life 
company could then outsource its 
unit-linked pricing to the administrator 
of the TTF, and create savings and 
effi ciencies by having both the TTF 
and life company accounting on one 
integrated accounting platform.

TTFs can also deliver a VAT saving 
for insurance companies outsourcing 
portfolio management to external 
asset management companies. 
While insurance companies have to 
pay VAT on asset management fees, 
those fees when charged to a TTF 
are VAT exempt. This saving alone is 
considerable. For example, a 20% 
UK VAT saving on a 40 basis points 
management fee charged to a TTF 
would potentially amount to as much 
as 8 basis points.

The reduced complexity that TTFs 
make possible will also help 
insurance companies to improve 

investment performance. At present, 
complex fund of fund structures can 
make investments diffi cult to 
manage, preventing portfolio 
managers from performing to the 
best of their abilities. 
Pooling assets together into a 
relatively small number of TTFs, 
each with specialist investment 
strategies, makes focusing on 
performance easier.

Having a smaller number of funds 
can also improve governance. It is far 
easier to oversee 30 funds than 
1,000. Management has greater 
transparency into how funds are 
performing, the investment 
strategies being pursued, the fees 
being charged to the fund and so on.

There is also a benefi t in terms of 
cost of capital. Europe’s Solvency II 
directive requires life insurance 
companies managing with-profi ts 
funds to hold more capital on their 
balance sheets, making them more 
capital intensive. In particular, they 
have to hold more capital against 
higher risk investments such as 
equities than they do against lower 
risk fi xed income investments. Life 
companies may, therefore, fi nd it 
desirable to move assets into a TTF 
and sell units in the TTF directly to 
their investors, removing the life 
company from the transaction and 
with it the associated capital cost. 

Taken together, the TTF’s benefi ts 
give life companies better growth 
prospects. At a time when UK 
pension reform and the Retail 
Distribution Review are reducing 
margins and increasing competition, 
the opportunity to consolidate fund 
ranges and achieve economies of 
scale is welcome. Life companies 
need to focus on investment 
performance and introduce new 
products to compete. What’s more, 
the fundamental principles of the TTF 
mean the insurer can now market a 
tax-effi cient product to non-UK 
investors, widening their potential 
investor base beyond just the UK.
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A history of Tax Transparent Fund pooling
When Unilever’s pension fund set up the fi rst investment pool in 20053, it did 
so to streamline the investment and oversight of its individual pension plans 
around the world, without suffering the tax drag associated with paying 
increased withholding tax on investments such as US equities.

At the time, Unilever said it expected to improve the consistency in quality of 
asset management, lower overall risk and better leverage economies of scale. 
In the years after 2005, other multi-national company pension funds followed 
Unilever’s lead. Then asset management companies and asset servicing 
companies set up off-the-shelf asset pools for smaller company pension 
schemes, which were seeking the benefi ts of pooling but didn’t have the 
scale to set up one for themselves.

Commonly, the Fondsen voor Gemene Rekening (FGR) scheme in the 
Netherlands, Common Contractual Fund (CCF) in Ireland or Fonds Commun 
de Placement (FCP) in Luxembourg have been used for pooling.

A landmark for pooling in Europe was the introduction of “master-feeder” 
funds under the UCITS IV Directive in 2011. The European Commission 
intended to help asset management companies to consolidate UCITS funds 
marketed across the 28 EU Member States, by pooling their assets into a 
single master fund. But tax drawbacks have discouraged most asset 
management companies from consolidating their fund ranges.

The 2013 launch of the UK’s ACS is the latest event in the short history of 
asset pooling – and is highly signifi cant. Given the urgent need for greater 
economies of scale in the insurance, asset management and pension fund 
sectors, the ACS is an idea whose time has come. Considering the large size 
of assets under management in the UK, the ACS is likely to attract 
considerable assets over the next few years.

3 Source: Press release, New Unilever pension asset pooling vehicle Uninvest launched
 December 19th 2005

Figure 2: Summary of the benefi ts of a TTF for a Life Company



Operations: Making it happen
While the concept of TTF pooling is 
simple, its implementation is 
complex. Insurance company TTFs 
are likely to be among the largest, 
most complex of all pooled funds, 
with individual TTFs conceivably 
reaching tens, or even hundreds, of 
billion pounds in size. The TTF 
administrator will have to carry out 
fund accounting and reporting on a 
daily basis, pricing the TTF and 
producing accurate daily income and 
capital information for every investor.

This is a task that most 
administrators would struggle with. 
Allocating income and capital gains to 
underlying investors on a daily basis 
requires complicated information 
flows. Building a model that works 
takes specialist knowledge of the 
insurance sector and pooling, and 
may need to be undertaken in 
consultation with HMRC, as well as 
leading tax consultants.

Old accounting systems built for 
simpler forms of pooling than 
insurance pooling may be neither 
sufficiently robust nor, in some 
instances, able to provide key 
information on a daily basis. Some 
providers may also impose 
restrictions on life companies, such 
as one investor per share class or 
compulsory daily distributions. By 
contrast, systems built specifically to 
accommodate life company pooling 
can offer full operational flexibility and 
give insurers the best chance for 
growth.  

It is also important to look into the 
wider benefits of choosing the right 
administrator. For instance, as 
previously noted, outsourcing the life 
company accounting to the same 
administrator as the TTF, and 
integrating the two onto the same 
accounting platform, can deliver 
substantial cost savings and 
efficiencies. But only administrators 
with in-depth insurance accounting 
experience and a robust accounting 
platform can offer such opportunities.

So it is clear that only a few 

administrators will be able to deliver 
the full benefits of TTF pooling. Life 
companies should assess 
administrators to understand their 
TTF and life company accounting 
expertise. They should look to select 
those with robust, scalable and 
flexible solutions to give themselves 
the best chance of harnessing the full 
benefits of TTF pooling.

The business case
For insurance companies seeking to 
build a business case for TTFs, there 
is a range of factors to look into. In 
the first instance, they need to 
determine the potential for cost 
savings and efficiencies, including 
potential VAT savings. Broadly 
speaking, the greater the number of 
life funds in existence, the greater the 
potential economies of scale.
Life companies with with-profits 
funds also need to look into how 
setting up a TTF will reduce the 
capital intensity of the business 
under Solvency II.

More broadly, the business case for 
TTFs is interlinked with the strategy 
for growth. As life companies 
prepare for a period of fierce 
competition and low margins, they 
need to evaluate how TTFs might 
help them in terms of investment 
performance, governance and 
product innovation.

Many insurance companies are likely 
to conclude that setting up this new 
form of pooling is in their interests. 
The best administrators will be able 
to advise on how to achieve TTF’s full 
potential.
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