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Insights on...
THE UK AUTHORISED CONTRACTUAL SCHEME

The advent of the United Kingdom’s tax-transparent regulated fund vehicle, the Authorised 
Contractual Scheme (ACS) provides a highly tax-efficient fund structure for the European 
marketplace. However, its benefits are not limited only to tax. By virtue of its ‘transparent 
structure,’ the ACS also offers advantages across fund rationalisation, regulatory and  
distribution outcomes. Phillip Caldwell, Northern Trust’s global head of cross-border  
pooling product, reviews the wider business case for establishing a UK ACS.

The UK ACS is a U.K. domiciled tax-transparent fund regulated by the Financial Conduct 
Authority (FCA). Enacted into U.K. regulation in July 2013, the ACS aligns the U.K. 
investment funds regime with other European jurisdictions offering tax-transparent 
funds. Since making their debut in Luxembourg and Ireland, tax-transparent funds have 
become an established part of the European fund offering. The ‘look through’ structure 
generally recognises tax at investor level, rather than the fund level, enabling investors 
to access the appropriate tax rate on their investment income. However, the model’s 
transparency advantages transcend tax outcomes to encompass a suite of benefits across  
fund rationalisation, regulatory and reporting, and distribution outcomes.

FUND RATIONALISATION
The ‘look through’ structure of the ACS enables fund managers to consolidate multiple funds 
in a centralised pool of assets. Traditionally, asset managers have set up investment vehicles in 
each jurisdiction where their target investors reside. This process has been driven by tax and 
regulatory requirements, as well as other commercial considerations. Establishing an umbrella 
ACS with multiple sub-funds for different investment strategies and asset classes potentially 
removes these barriers.

Bringing funds across differing markets and investment strategies into a central asset pool 
also allows clearer oversight and more opportunity for enhanced governance. Put simply,  
it is easier to manage and monitor one asset pool based in one location. Moreover, fund  
rationalisation facilitates economies of scale: savings can be achieved across a suite of  
non-asset management charges such as distribution, administration, custody and legal.  
Asset managers can operate a single fund rather than replicate the same approach across 
several funds via a practical and cost efficient vehicle, the ACS.

REGULATORY AND REPORTING CHALLENGES
Increased ‘transparency’ is a recurring theme being pushed in many guises across the myriad 
of global regulatory developments. This includes:
■■ The need to provide more detailed reporting to investors, for example, via the Alternative 

Investment Fund Managers Directive (AIFMD).
■■ Governments and tax authorities around the world increasingly requiring the ability to 

‘look through’ assets to identify the owners as part of anti-money laundering and tax 
evasion policies. This is illustrated by the Foreign Account Tax Compliance Act (FATCA) 
regulation and the imminent Common Reporting Standard (CRS).

■■ In the Netherlands, the Dutch marketplace now requires that pension funds have knowledge  
over the precise nature of the assets within the funds they buy, rather than just recording 
ownership of a single line asset.

C L E A R L Y  A N  A D V A N T A G E

Why the ACS meets multi-faceted transparency needs 
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1  Tax-transparent fund vehicles generally enable investment from unit trusts, Open Ended Investment Companies (OEICs), 
pension funds and life companies. Direct investment into authorised tax-transparent schemes is generally restricted to 
large or professional investors with subscribed minimum investment levels. Retail investors generally access such vehicles 
via authorised feeder funds such as OEICs.

By virtue of its tax-transparent structure, the ACS is able to respond to these multi-faceted 
transparency demands. Under the ACS, it is possible to see the pro rata share of assets that 
are deemed to be held by the investor as well as each investor’s dividend allocation. Consoli-
dating funds into the ACS structure also provides a more streamlined approach as it avoids 
duplicating regulatory processes across a number of fund ranges.

Regulation is also forcing insurers and asset managers to re-evaluate the fund structures 
they use from a cost and efficiency viewpoint. For example, under Solvency II the use of life 
companies as a delivery mechanism for investment fund products has become burdensome 
and weighed down with regulations not specific to their purpose. But while a life company is 
subject to Solvency II, the ACS is not. Its ‘look through’ structure and the change of an investor’s  
relationship to being a unit holder is highly suited to a variety of investment mandates and,  
as such, is attracting interest from a number of key industry players. 

GREATER DISTRIBUTION CAPABILITY WITH OPTIMUM OVERSIGHT
The ACS is acting as a springboard for managers and insurers to access multiple market places 
without having to run many funds. It offers asset managers a single distribution hub platform 
from which to distribute funds to a wide range of investor types and domiciles, while benefitting  
from the tax efficient and strong regulatory and governance structure of the ACS.

An ACS can be established as a UCITS, Non-UCITS Retail Scheme (NURS) or Qualified 
Investor Scheme (QIS), (NURS and QIS are classed as Alternative Investment Funds under the  
AIFMD Directive). This enables managers to widen their investor type with a prudently regulated  
fund that encompasses investors from institutional, sophisticated and retail schemes.1  

Through an ACS, managers can establish a single tax-transparent fund and adjust the 
components to suit various regional market requirements without losing the overall benefits 
of fund rationalisation and tax efficiency. In this way, the ACS can provide a smarter way to 
distribute their funds.

TAX EFFICIENCY – BETTER PERFORMANCE RETURNS
These benefits add to the more established advantages of operating a ‘tax smart’ fund. The ACS  
is a highly tax efficient vehicle; the tax-transparent ‘look through’ structure means investors 
benefit from applicable tax treaties and are treated as if they were a direct investor into those 
assets. Recognising withholding tax at the investor level rather than fund level removes  
tax drag, potentially resulting in better outcomes for investors and higher fund values for 
investment managers.

To look more closely at the benefits of removing tax drag, Northern Trust undertook a 
simulated analysis to chart the potential benefits of moving to an ACS structure. The model 
considered an initial U.K. pension fund investment of £1 billion based on an MSCI World 
Equity Strategy. It demonstrated that a U.K. pension fund that invested this amount via an ACS 
in 2004 would have a potential plan value of £1.980 billion by 2014. This compares to £1.933 
billion if the same investment was made in an U.K. open-ended investment company (OEIC). 
The £47 million difference is due to the additional benefits available to the U.K. pension fund 
under the U.K. treaty network when investing through the ‘look through’ UK ACS as opposed 
to the ‘opaque’ OEIC. While the ACS was not available in 2004 (so it would not be possible to  
replicate this in reality), the £47 million figure is a powerful illustration of the benefits of 
removing tax drag.
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WITHOUT TAX DRAG, UK ACS ADDS VALUE

Source: Northern Trust

Notes: This example illustrates the impact of a representative tax drag on earnings over time, not the historical returns  
of an investment in a UK OEIC or UK ACS. The result is obtained by comparing the net yield achieved by a U.K. pension  
fund against the yield for the MSCI World Index. For this model, we applied prevailing withholding tax rates over the 
10-year period, and did not factor in any historic tax treaty changes for specific markets. In addition, we assumed: 

1. An average weighted MSCI World yield of 2.3% over the 10-year period. 

2. The U.K. pension fund would have a lower yield as a result of withholding taxes. 

3.   Appropriate tax work and forms have been completed so investors can access their double tax treaty benefits 
through the UK ACS.

4. The ACS was introduced in 2004 rather than in 2013.

Moreover, by investing in an authorised fund, investors who ordinarily pay value added tax 
(VAT) on their asset management fees can mitigate such costs: VAT on third-party managers  
is removed if investing via an authorised tax-transparent fund, rather than a segregated  
account. This exemption may extend to other related costs of administering the scheme.  
VAT provisions also represent an absolute cost savings for insurers.

Why ACS?
Is an ACS right for you? When weighing the benefits of establishing an ACS structure, be  
sure to look beyond tax considerations to encompass the wider range of transparency 
advantages across fund rationalisation, regulatory reporting and distribution. These often 
overlooked benefits will benefit the asset manager, multinational and insurer alike, with the 
ultimate winners being the investor. I would urge any fund operator to strongly consider  
the use of ACS as an integral part of their investment solution.
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FOR MORE INFORMATION
To learn more please contact:
Phillip Caldwell
Global Head of Cross-border Pooling Product, Northern Trust
+44 (0)20 7982 2940
phillip_caldwell@ntrs.com

Aaron Overy
Head of Business Development for Asset Pooling EMEA, Northern Trust
+44 (0)20 7982 2514
aaron_overy@ntrs.com

EXPERIENCED ASSET-SERVICING PROVIDER
Northern Trust is an acknowledged leader in servicing European tax-transparent funds 
through a highly developed operations platform, supporting leading investment managers, 
insurers and multinational pension funds. We offer comprehensive project management for  
on boarding tax-transparent funds across multiple jurisdictions, leveraging our deep and 
broad expertise. Flexible service solutions include global custody, depositary and fund  
administration. We also offer full withholding tax service support and specialist tax-transparent  
fund accounting services supporting complex requirements.

As a pioneer at the forefront of European tax-transparent funds, Northern Trust has played 
a key part in industry milestones. We strongly supported the development of the UK ACS 
through our participation in multiple HM Treasury working groups covering tax, legal and 
commercial aspects. We also supported the industry’s first tax-transparent cross-border 
pooling solutions for multinational corporations in 2005 in Luxembourg and Ireland.
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