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• For the Management Company Passport: define new EU-wide rules for the 
taxation of funds and their management companies on a cross-border basis. 
Or, alternatively, to avoid these new complexities and to keep the status quo, 
national tax rules should exempt UCITS undertakings from the “Effective Seat 
of Management” doctrine. In doing so, the funds could remain taxable in the 
country of establishment, even if they are being managed by a non-resident 
EU-based management company. 

• For VAT: a more uniform approach should be taken by Member States for 
the application of a “taxable person” for when they consider a fund to be a 
“taxable person” for VAT purposes. Moreover a more uniform interpretation 
of what activities constitute VAT exempt fund management should be 
recommended to distortions within the European Union. These goals would be 
amongst others achieved within the current negotiations on the amendment of 
the European VAT Directive governing financial services.

Optimists might see UCITS IV as a glass half full, pessimists as a glass half 
empty. This report is intended to help fill the glass to the brim, as there is no 
room for uncertainty in this key market.
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Glass half full, or 

glass half empty?
 

The need for certainty 

UCITS funds are intended to be marketed to retail 
investors i.e. the general public. At the best of 
times, it is important that all possible uncertainties 
are removed from this market, to provide the 
necessary confidence for people to invest. 

This is of great importance in today’s difficult economic environment. Retail 
investors demand and deserve legal certainty and it is up to legislators to provide 
a sound basis on which good investment decisions can be made. 

There is much in the UCITS IV directive that will help achieve this goal. But 
KPMG has also identified some important tax issues that are outlined in 
this report and are covered in more detail in the accompanying background 
information. Those tax issues highlighted should be addressed if UCITS IV is 
to provide the platform for a truly pan-European product. Our research found 
numerous examples of discrimination and inequitable application of UCITS IV in 
varying degrees. 

The EU commission and certain Member States should consider addressing the 
points highlighted in this report so as the directive’s objectives are met. 

Our recommendations include: 

•	 In the case of Fund Mergers: a separate EU directive, based on the ideas 
reflected in the EU Merger Directive covering taxation issues for cross-border 
fund operations both at the level of the fund and of the investor. 
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taxation of funds and their management companies on a cross-border basis. 
Or, alternatively, to avoid these new complexities and to keep the status quo, 
national tax rules should exempt UCITS undertakings from the “Effective Seat 
of Management” doctrine. In doing so, the funds could remain taxable in the 
country of establishment, even if they are being managed by a non-resident 
EU-based management company.  
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“taxable person” for VAT purposes. Moreover a more uniform interpretation 
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This gives rise to a broad range of taxation issues. For example:

• Since no taxation rules presently exist for the relocation of a contractual fund 
or a unit trust from one EU jurisdiction to another, some jurisdictions like Italy 
could consider the transfer to be a liquidation of the fund in their country. This 
may lead to taxation of unrealized capital gains. 

• The jurisdictional separation of the management company and the fund could 
lead to double taxation or double tax exemptions at fund level. For example, 
a Spanish contractual fund, having a management company in Luxembourg, 
would probably not be subject to taxation in Spain. At the same time, the fund 
might not be subject to any taxation in Luxembourg. But if a Luxembourg fund 
is managed by a Spanish management company, both a subscription tax in 
Luxembourg and a 1 percent Spanish tax on the fund income would be due. 

• The relocation of the management company to a jurisdiction other than that of 
the fund could also entail taxation of the fund income in the jurisdiction of the 
management company at current full rates. Exemptions, partial exemptions, or 
special low tax regimes are often restricted to domestic funds only and are not 
available to foreign funds. For example, in Germany, foreign contractual funds 
managed by a German management company will be taxed at a rate 
of 15.825 percent. 

• The separation of the management company and the fund could lead to 
withholding taxes on distributions from the fund to its investor in its country 
of establishment and/or in the jurisdiction of the management company. An 
Irish or French contractual fund managed by a Spanish management company 
might be required to pay Spanish withholding tax on its distributions.

• Finally, the jurisdictional separation of the management company and the 
fund could alter the ability of the fund to access Double Taxation Treaties. On 
one hand, for example, France will deny the application of its Double Taxation 
Treaty network to a foreign fund managed by a French management company. 
On the other hand, Spain may give access to its treaty network to foreign 
funds managed by a Spanish management company.
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Single management company 

To achieve a single management company, no particular taxation issues 
should arise, as management companies are generally set up as EU-resident 
corporations. The EU Merger Directive rules, as transposed into national law, 
should apply and could render most of these operations largely tax neutral. 

If the Merger Directive applies to the transfer of a management company’s 
business, it may lead to an exit tax obligation. But in any case, UCITS IV 
implementation at the level of the management company appears to be clear and 
no major unknown or unexpected tax consequences should arise. 

Cross-border management 

More complex taxation issues arise at the fund level in the case of cross-border 
management companies. These focus on the question whether the relocation of 
the management company of a fund from one EU jurisdiction to another entails a 
change in tax jurisdiction at the level of the fund. More specifically, as many EU 
countries define tax residency as the location where the business is effectively 
managed. The question arises as to whether the country of establishment of 
the fund or the place of establishment of the management company defines the 
residence of that fund. 

There should be no major problems in the case of corporate funds, as they have 
a place of residence and are generally listed in the companies’ register of the 
local jurisdiction. As long as their corporate governance and their management 
and control is exercised at their place of establishment, the transfer of the 
management company to a third country should not lead to a change of 
residency of the fund. 

If the fund has a contractual form or is established as a unit trust, then the 
situation is rather different. In these cases, many EU member states, including 
the UK, Germany or Spain, will deem tax residency to correspond with that of 
the management company of the fund. Consequently, a transfer of the residency 
of the management company leads to a transfer of the tax residency of the fund. 
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One of the objectives of UCITS IV is to create an environment that allows for the 
pooling of assets into a master fund. The aim is to lower costs by developing 
economies of scale. The proposal allows for several feeder funds to invest in a single 
master fund, provided each of these feeders invest more than 85 percent of their 
assets in the master. 

Setting up a master-feeder structure with a local management company generally 
does not bear negative tax consequences. However, the same cannot be said on a 
cross-border basis.

Critical location issues

The possibilities provided for under UCITS IV are extensive. It appears, however, 
that the pooling of assets in a master fund in order to streamline operations and 
gain economies of scale may be a critical point in the ultimate decision on the final 
location of the single management company. Introducing the master-feeder concept 
into the UCITS world therefore ideally implies transforming existing domestic UCITS 
into local feeder funds and transferring these assets into a newly created or existing 
master fund, located in the country of choice.

Master-Feeder 
structures

Country A Country B Country C

Management Company Management Company Management Company

Feeder
UCITS 

Master
UCITS 

Feeder
UCITS 

RegulatorDepositary Auditor RegulatorDepositary Auditor RegulatorDepositary Auditor

Source: KPMG International, March 2010
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A pragmatic approach might consist of having a single management company 
that operates a branch in each fund location with enough substance to supervise 
the effective seat of management in the country of establishment of the fund. 
However, this would clearly be contrary to the objectives of UCITS IV. 

New tax rules urgently needed 

It is clear that many unresolved taxation issues arise under the management 
company passport provisions of the new UCITS IV Directive. In our view, it 
is therefore of paramount importance to define new rules within the EU to 
determine the tax residences of funds and their management companies on a 
cross-border basis. 

An alternative approach, to avoid these new complexities and to keep the status 
quo, would be for national tax rules to exempt UCITS undertakings from the 
“Effective Seat of Management” doctrine. In doing so, the funds could remain 
taxable in the country of supervision, even if they are being managed by a non­
resident EU-based management company. 
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Restructuring of this kind inevitably raises tax considerations. They are not limited 
to taxation at fund level, but also appear at investor level and at the level of the 
management company. The main considerations are: 

Taxation at fund level: Are investment funds really paying no tax? 

Investment funds are generally not taxed. This is also the case with domestic 
master-feeder relationships. Hence when the master distributes to the feeder no 
withholding tax is due. 

But in a cross-border relationship, the situation might be different, as some local 
tax provisions have yet to integrate the concept of cross-border master-feeders. 
Countries like Ireland or Luxembourg will not withhold taxes on a distribution of 
this kind; France or Spain might. The feeder funds could reclaim the withheld tax 
on the basis of the recent Aberdeen European Court of Justice (ECJ) case, but the 
administrative burden and cash deferral disadvantage would still remain. 

Another way of repatriating cash from the master to the feeder is by redeeming 
units of the master. Some countries, such as Luxembourg, still have specific capital 
gains tax provisions on the sale of substantial holdings in domestic companies by 
non-resident taxpayers. These rules are typically overridden by Double Tax Treaties. 
However, concrete examples like France deny the application of its Double Tax 
Treaty network to funds. 

Countries taxing their investment funds at a much-reduced rate (like Spain) may go 
a step further and claim treaty protection for their investment funds. Already today, 
the ECJ decision in the Aberdeen case (C - 303/07) reduces withholding tax levies 
in the case of dividend distributions from local companies to local investment funds 
which are not subject to withholding tax whereas cross-border distributions suffer 
withholding tax. 
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Other matters outside UCITS IV 

One of the key issues arising from UCITS IV is the risk that a merger of funds in 
some instances may result in the transfer of assets being subject to VAT. However, 
it is expected this risk could typically be mitigated through careful planning of the 
merger as a VAT-free transfer of a business as a going concern. Alternatively, it 
is expected that a VAT exemption may apply in the majority of cases where the 
transfer is within the scope of VAT.

Differences between Member States in how they implement the European VAT 
directive result in some VAT distortions within the fund management sector. These 
distortions include:

• Differences in the application of VAT exemption to fund management. There is 
clearly scope within the current negotiations on the rewrite of the European VAT 
Directive governing financial services for this distortion to be addressed via an 
appropriate change in law;

• Differences whether Member States consider a fund to be a “Taxable Person”. 
Where fund management services are provided cross-border this may impact 
whether the services fall to be taxed in the manager’s or fund’s Member State. A 
more uniform approach by Member States to when they consider a fund to be a 
taxable person would mitigate this distortion; and

• Differences between Member States in their interpretation of what activities 
constitute fund management.

The increase in volume of cross-border management services which will arise from 
UCITS IV will result in these VAT distortions obtaining a higher visibility. 

Indirect tax
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The investors’ corner: “Master-feeder? Fine as long as it does not trigger 
additional tax!” 

In today’s world the transformation of existing UCITS into feeder funds will be done 
at market value. In other words, gains not yet crystallized at the level of the investor 
could become taxable for example in countries like Germany. 

Roll-over provisions sometimes exist when restructuring funds under national 
law, but not always if the assets are transferred to a master fund domiciled in 
another Member State. A French investor could benefit from roll-over provisions in 
a domestic transformation, while the French Tax Authorities might deny roll-over 
provisions in a cross-border transfer of assets. 

The Single Management Company: How to get the fee policy right? 

While a new set up of a Master-Feeder structure would be managed under the 
single Management company passport concept, the situation could be different in 
case of transformation of an existing Fund into a Feeder. 

In the latter case, it would seem unlikely to expect a single management company 
to manage the master fund in conjunction to the feeder funds. We anticipate rather 
that the functions and duties of managing these funds are going to be split between 
the management company competent for the master fund and the various managing 
companies assuming the responsibility for the feeder funds. 

UCITS IV foresees that the relationship between the feeder and master management 
company will need to be based on contractual arrangements. This process should 
give the fund industry the opportunity to clarify current practice, submit to an 
intensified transfer pricing review and make proposals as to the impact of the 
upcoming VAT package for financial services on these arrangements. 
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Indirect tax
 

Other  matters  outside  UCITS  IV 

One  of  the  key  issues  arising  from  UCITS  IV  is  the  risk  that  a  merger  of  funds  in 
some  instances  may  result  in  the  transfer  of  assets  being  subject  to  VAT.   However, 
it  is  expected  this  risk  could  typically  be  mitigated  through  careful  planning  of  the 
merger  as  a  VAT-free  transfer  of  a  business  as  a  going  concern.   Alternatively,  it 
is  expected  that  a  VAT  exemption  may  apply  in  the  majority  of  cases  where  the 
transfer  is  within  the  scope  of  VAT. 

Differences  between  Member  States  in  how  they  implement  the  European  VAT 
directive  result  in  some  VAT  distortions  within  the  fund  management  sector.   These 
distortions  include: 

•	   D ifferences  in  the  application  of  VAT  exemption  to  fund  management.   There  is 
clearly  scope  within  the  current  negotiations  on  the  rewrite  of  the  European  VAT 
Directive  governing  financial  services  for  this  distortion  to  be  addressed  via  an 
appropriate  change  in  law; 

•	   D ifferences  whether  Member  States  consider  a  fund  to  be  a  “Taxable  Person”.  
Where  fund  management  services  are  provided  cross-border  this  may  impact 
whether  the  services  fall  to  be  taxed  in  the  manager’s  or  fund’s  Member  State.   A 
more  uniform  approach  by  Member  States  to  when  they  consider  a  fund  to  be  a 
taxable  person  would  mitigate  this  distortion;  and 

•	   D ifferences  between  Member  States  in  their  interpretation  of  what  activities 
constitute  fund  management. 

The  increase  in  volume  of  cross-border  management  services  which  will  arise  from 
UCITS  IV  will  result  in  these  VAT  distortions  obtaining  a  higher  visibility.  
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Country reports
 

Finland 

France 

Germany 

Ireland 

Italy 

Luxembourg 

Spain 

Sweden 

United Kingdom 
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The country reports seek to summarize the tax 
implications of UCITS IV. Under UCITS IV, 
numerous new business combinations are 
theoretically now possible. The scope of the 
present reports is in line with the EFAMA-KPMG 
tax UCITS IV study. 

For France, Germany, Ireland, Luxembourg, Spain 
and the United Kingdom, the three scenarios i.e. 
the Single Management Company, the cross-
border merger and the Master-Feeder have 
been analyzed as to the tax consequences at the 
level of a fund investor, the fund as well as the 
management company. However, for Finland, Italy 
and Sweden, a reduced scope of analysis has been 
adopted, focusing on tax consequences on cross-
border mergers and Master-Feeder structures. 
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Antti Leppanen 

Finland 
“��The�absence�of�tax�framework�is�a�considerable�challenge�for�utilizing�the�platform�which�UCITS�IV� 

provides�for�pan -European�fund�products.�In�Finland,�funds�are�tax�exempt�but�a�number�of�tax�issues� 
and�uncertainties�still�remain�especially�at�the�level�of�investors.�Even�if�the�selection�of�the�preferred� 
fund�structure�and�business�model�is�primarily�based�on�business�considerations,�tax�issues�will� 
undoubtedly�have�a�very�important�impact.�Finnish�domestic�tax�legislation�should�be�amended�in� 
order�to�ensure�that�UCITS�IV�may�be�fully�utilized�to�address�the�economies�of�scale,�cost�savings� 
and�improved�efficiency�in�fund�industry.” 

I) Single Management Company 

Investor level 

The merger of Management Companies (inbound and outbound) as well as the 
conversion of a Management Company into a branch will not trigger any taxation 
at investor’s level as long as the potential change in tax residency of the UCITS 
would not imply the disposal of the units. 

Fund level  

The transfer of a Management Company does not trigger any taxation at 
fund level. The same conclusion applies to the full or partial transfer of the 
Management Company’s activities. 

II) Cross-border Merger 

Fund level 

Domestic merger: At the level of the fund, a domestic merger should not trigger 

taxation as the funds are not subject to income tax in Finland.
 

Cross-border Merger: Legally, Finnish funds cannot currently merge cross-border. 

As the merger would not be regarded as a merger from legal point of view, 

Finnish transfer tax would be due on the transfer of Finnish shares. Merger 

should not trigger corporate income taxation as the funds are not subject to 

income tax in Finland
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 Investor level 

Domestic merger: The merger of the Funds does not trigger taxation at the 
investor’s level if carried out in accordance with Finnish Business Income Tax 
Act. These special provisions apply to a merger in which one or more Finnish 
companies are dissolved without liquidation and all of the assets and liabilities 
of the dissolved company are transferred to another Finnish company. The 
dissolved company’s shareholders, who may be residents or non-residents, must 
receive shares in the receiving company as compensation in proportion to their 
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shareholding. A small part of the compensation, corresponding to no more than 
10 percent of the nominal value of the shares received as compensation, may 
consist of a cash payment. The cash payment is taxable for the Finnish resident 
unit holders. 

Cross-border merger: Cross-border fund merger has not yet been tested in 
Finnish tax law, and so Finnish funds cannot currently merge cross-border. 
Currently, there is no tax legislation which would guarantee that cross-border 
merger could be carried out tax neutrally from the Finnish investor point of 
view. According to the Finnish Courts a merger of two SICAVs can be carried 
out tax neutrally from Finnish investor point of view. Thus, it could be expected 
that corporate and unit trust mergers could be tax neutral at the investor level 
if carried out in a way that corresponds with the merger described in Finnish 
Business Income Tax Act, but this is uncertain. It is even more uncertain whether 
a merger of contractual funds can be tax neutral from a Finnish investor’s point 
of view. 

III) Master – Feeder 

Fund level 

In case the master fund is located in Finland and the feeder fund is located 
abroad, there would be a withholding tax when distributions are made from 
a domestic (Finnish) master fund to a foreign feeder fund. If the foreign 
feeder is eligible to tax treaty benefits, the tax treaty may prevent this. Also, 
no withholding tax is levied in case the domestic master fund redeems its 
units. However, withholding tax might be levied when the master fund makes 
distributions (distribute profits). 
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Investor level 

Both in a domestic and in a cross-border situation, the conversion of a Fund into 
a Master or Feeder Fund should not trigger taxation at the level of the investor if 
the investor keeps the original units. 
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Yves Robert 

France 
“�Tax�aspects�are�not�addressed�by�UCITS�IV�but�will�play�a�crucial�role�at�the�time�of�any�restructuring� 

and�on�the�on-going�taxation�as�well.�Whatever�the�location�of�the�Management�Company�and�of�a� 
fund�resulting�from�a�merger�or�transformed�into�a�feeder�fund,�accounting�principles�and�declaration� 
obligations�shall�be�met�to�permit�the�investors�resident�in�another�state�to�benefit�from�their�relevant� 
tax�regime.�The�full�tax�exemption�of�French�funds�may�ensure�more�tax�neutrality�in�the�framework� 
of�a�European�collective�investment�market.” 

I) Single Management Company 

Management Company level 

 Under UCITS IV it will be possible to transfer an existing Management Company 
from/to France. However, the transfer of an existing Management Company 
outside France could give rise to taxation unless the assets and liabilities remain 
assigned to a French permanent establishment (under certain conditions). The 
transfer of an existing Management Company into France would not trigger any 
taxation in France but any income and gains on business activities carried out in 
France, will be subject to French CIT at the standard rate (34.43%) as from the 
transfer. 

As a result, the transfer of activities could lead to taxation in the case of a partial 
or full transfer of functions outside France. However, should all the assets and 
liabilities (and consequently the functions) remain assigned to a French branch 
then this is a tax neutral event. The transfer of a management company to 
France should not constitute a taxable event in France. Any result of the French 
Management Company will be taxable in France as from the transfer. 

Fund level 

Outbound: The transfer of a French management company abroad should not 
raise any tax residence questions in France since funds are not considered as 
having a tax residency, from a French tax standpoint. 

Inbound: The change of the domicile of a non French contractual fund to France 
would be tax neutral (from a French tax viewpoint) as long as funds domiciled in 
France continue not to be liable to tax in France. 

Investor level – Change in location of the fund 

There is no requirement to disclose unrealized gains at investor’s level as long 
as the potential change in the tax location of the management company of the 
UCITS fund would not imply a disposal of the shares/units. 

Investor level – Ongoing taxation 

Dividend distributions from a French domiciled fund to a foreign investor will be 
subject to a 25 percent withholding tax (WHT) or reduced treaty rate if applicable. 
In the case where the income paid by the French domiciled fund came from abroad 
and as such was subject to a foreign WHT, the French tax regulations allow for 
offsetting the tax credit corresponding to the foreign WHT against the French WHT. 

The levy of French WHT on dividend distribution to foreign investors could be 
considered discriminatory since French investors would not suffer French WHT. 
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II) Merger 

Fund level 

From a French regulatory point of view, French funds (FCPs or SICAVs) can 
presently merge with other French funds (FCPs or SICAVs). In principle, no 
French tax issues should arise from such a merger insofar as funds are not liable 
for taxation in France. 

Investor level 

In respect to the investor, the neutrality would depend on whether or not the 
merger is carried out under a transaction covered by the French tax neutrality 
regime or not, with the following particularities: 

Domestic Merger: Merger of funds are in principle tax neutral for the investor, 
provided certain conditions are met (e.g. notably, as regards the level of the cash 
payment). 

Cross-border Merger: According to the French Tax Authorities, the benefit of 
the deferred taxation regime is subject to the merger being carried out between 
entities having the same characteristics as the French funds. In the present 
state of the French tax regulations, certain restructuring transactions involving 
contractual funds could not benefit from the deferred taxation regime. This could 
be considered discriminatory as a merger of French domiciled funds is generally 
tax neutral for the investor. 

III) Master – Feeder 

Fund level 

M aster-feeder funds are also not liable for taxation in France. 

Investor level 

The conversion of a French fund into a feeder fund may benefit from the 
deferred taxation regime provided that the feeder fund is wholly invested in units 
or shares of the master fund and ancillary cash. 

The tax consequences of the conversion of a fund into a master fund have not as 
of today been commented on by the French Tax Authorities. Therefore there is 
some uncertainty in this regard. 
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Ongoing Taxation – Withholding Tax 

Dividend  distributions  from  the  French  Master  Fund  to  a  Feeder  Fund  located  in 
another  Member  State  will  be  subject  to  25  percent  withholding  tax  or  reduced 
treaty  rate  if  applicable.  In  the  case  where  the  income  paid  by  the  French  master 
fund  came  from  abroad  and  as  such  was  subject  to  a  foreign  WHT,  the  French  tax 
regulations  allow  for  offsetting  the  tax  credit  corresponding  to  the  foreign  WHT 
against  the  French  WHT.  The  application  of  the  French  withholding  tax  could  be 
considered  as  discriminatory  since  French  domiciled  Funds  are  not  liable  to  taxation. 
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Andreas Patzner 

Germany 
“�Forced�by�the�German�investment�associations,�there�is�more�and�more�awareness�for�the�necessity� 

to�support�the�upcoming�regulatory�framework�of�UCITS�IV�by�establishing�new�investment�taxation� 
rules.�Regarding�the�single�management�company,�the�German�association�of�foreign�banks�has� 
asked�the�Federal�Ministry�of�Finance�to�exempt�foreign�investment�funds�with�effective�management� 
in�Germany�from�German�taxation�in�order�to�avoid�discrimination�compared�to�German�funds.� 
Regarding�the�merger�of�investment�funds,�there�is�already�a�framework�for�tax�neutrality�of� 
investors�in�German�and�foreign�funds.�However,�cross-border�mergers�as�well�as�Master-Feeder� 
transformations�have�still�to�be�fixed. 

I) Single Management Company 

Management Company level 

Under UCITS IV it will be possible to transfer an existing management company 
to/from Germany. However, the transfer of an existing management company out of 
Germany could give rise to taxation unless the assets and liabilities remain assigned 
to a German permanent establishment. 

Fund level 

Outbound:  A  German  fund  managed  by  a  foreign  management  company  remains  tax 
resident  in  Germany  due  to  its  place  of  establishment  in  Germany.  The  fund  remains 
tax  exempt  in  Germany  and  bears  no  additional  tax  consequences  from  a  German 
tax  point  of  view,  but  can  encounter  foreign  tax  risks. 

Inbound: A foreign fund managed by a German management company can 
become tax resident in Germany due to its place of effective management. As 
the German tax law does not exempt foreign funds from taxation, the fund will 
suffer German corporate income tax (plus solidarity surcharge) at a rate of 15,825 
percent. 

Investor level 

 There  are  no  immediate  tax  consequences  for  the  investor  in  case  of  a  cross  border 
management.  However,  any  additional  tax  burden  crystallized  at  the  fund  level  would 
be  passed  on  to  the  investor  (as  cost). 

II)  Merger 
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Fund level 

There  is  no  impact  at  the  fund  level  as  funds  are  tax  exempt  in  Germany. 



© 2010 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are 
affiliated with KPMG International.  KPMG International provides no client services.  All rights reserved.

   ��   

              
         

    

   

               
    

Fill the glass to the brim 

Investor level 

The German law allows for tax free mergers only between funds located in the same 
jurisdiction. Consequently, all cross-border mergers are currently considered as a 
taxable exchange of fund units. 

III) Master – Feeder 

Fund level 

WHT: A German (master) fund has to withhold tax on payments to a foreign (feeder) 
fund deriving from German dividends. 

Fund level 

The  redemption  of  fund  units  held  by  another  fund  does  not  affect  the  taxation  at  the 
fund  level  as  funds  are  tax  exempt  in  Germany. 

Investor level 

The  transformation  of  a  fund  into  a  master  would  imply  that  the  investor  redeems  all 
the  units  held  in  the  original  fund  and  receives  new  units  in  a  feeder;  this  would  be 
regarded  as  a  taxable  exchange  of  fund  units. 

Investor level 

The  transformation  of  a  fund  into  a  feeder  would  imply  transferring  the  fund’s 
assets  to  the  master  and  consequently  a  realization  of  capital  gains  at  the  level  of 
the  transferring  fund;  some  of  these  capital  gains  would  then  be  passed  on  to  the 
investor  at  distribution/deemed  distribution  –  leading  to  taxation. 

Investor level 

In  the  current  situation,  acquiring  units  of  foreign  feeder  funds  which  comply  with 
the  German  provisions  on  indirect  risk  diversification  is  tax  neutral  for  German 
investors,  as  they  would  be  treated  as  regular  investors  in  foreign  funds. 
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Seamus Hand 

Ireland 
“�The�investment�fund�industry�in�Ireland�has�welcomed�the�introduction�of�UCITS�IV.��The�continued� 
expansion�and�success�of�the�investment�fund�industry�in�Ireland�following�the�introduction�of�UCITS�IV� 
and�related�developments�is�fully�supported�by�local�industry�and�government.�The�Irish�Government� 
has�already�introduced�tax�amendments�to�remove�barriers�to�taking�advantage�of�UCITS�IV�in�Ireland.�� 
As�a�result,�investment�funds�established�in�Ireland�are�well�placed�to�access�benefits�made�available� 
on�introduction�of�UCITS�IV�and�furthermore�the�general�tax�environment�makes�Ireland�an�attractive� 
location�for�investment�managers�providing�cross -border�management�services�within�Europe. ”

I) Single Management Company 

Management Company level 

The transfer of all or part of the business of a management company out of Ireland 
could have tax implications as it could be subject to capital gains tax and/or stamp 
duty depending on how it is implemented. 

Capital gains tax would apply based on the market value of any capital assets 
transferred (e.g. goodwill). Where the management company retains a branch 
in Ireland, reorganization relief may apply to avoid any capital gains tax charge. 
Alternatively, the transfer could be affected by means of a migration of tax residence 
which in certain circumstances is not subject to capital gains tax. 

From a stamp duty perspective, an exemption for transfers between associated 
companies may be available. 

The transfer of all or part of the activities of a foreign management company into 
Ireland should not attract any Irish taxation on set up. The future profits of such 
company would typically be regarded as trading for Irish tax purposes and would be 
subject to tax at the 12.5 percent tax rate. 

Where the management company retains a foreign branch, the profits of such 
branches would be taxable in Ireland but with a credit for foreign tax paid in the 
branch (typically resulting in no additional Irish tax). 

Fund level 

 A non-Irish fund which is managed by a management company in Ireland would 
typically not be brought into the charge to Irish tax. There is a specific exemption 
(investment manager exemption) confirming that the activities of a regulated 
management company in Ireland would not create a permanent establishment 
for an unconnected non-Irish fund. The only exception in this regard is where the 
fund is a trading fund and the activities of the manager constitute a trade being 
carried on in Ireland which is not likely to be applicable to UCITS. 

Investor level 

The  transfer  of  the  management  company  would  not  typically  have  any  tax 
implications  for  investors  unless  it  resulted  in  a  transfer  of  residence  of  an  Irish 
fund  outside  of  Ireland.  Even  in  such  a  situation,  there  should  be  no  significant  Irish 
tax  implications  for  the  investors  –  Irish  investors  would  remain  subject  to  an  exit 
tax  albeit  that  it  would  be  administered  under  self  assessment  if  the  fund  moved 
offshore. 

II) Cross Border Merger 

Fund Level 

There  would  normally  be  no  Irish  tax  issues  for  the  fund  on  a  merger  as  the  transfer 
of  assets  would  be  treated  as  a  disposal  for  tax  purposes  but  is  not  subject  to  Irish 
tax  at  the  fund  level  under  the  gross  roll-up  rules. 
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To the extent there are any Irish equities in the portfolio, there could be Irish stamp 
duty implications at a rate of 1 percent. There are certain reliefs which may be 
available depending on the circumstances. 

Investor Level 

The disposal of shares in the fund by an investor as part of a merger (on liquidation) 
could be subject to tax for Irish investors (non-Irish residents are exempt where 
declarations of non Irish tax residence are provided). Reorganization relief is not 
available for a transfer of UCITS out of Ireland. 

The transfer of UCITS into Ireland as a part of a merger could have tax implications 
for the investors. However reorganization relief is available to address this issue for a 
transfer of UCITS into Ireland. 

The ongoing tax treatment of investors following a transfer of UCITS into Ireland 
should not be significant as non Irish investors should be entitled to an exemption 
from exit tax (based on declarations) and Irish investors would continue to be 
subject to exit tax albeit based on deduction by the fund as opposed to under self 
assessment for offshore funds. 

III) Master – Feeder Structure 

Fund level 

The  Irish  taxation  regime  for  UCITS  funds  is  determined  based  on  their  regulatory 
status  and  is  not  connected  to  the  investment  strategy.  This  means  that  the  Irish 
tax  treatment  for  a  master  fund  should  be  the  same  as  that  for  a  feeder  fund  where 
provided  for  under  the  UCITS  directive.  Therefore,  under  both  scenarios,  the  fund 
should  benefit  from  exemption  under  the  gross  roll  up  regime. 

A   foreign  feeder  fund  should  not  typically  be  subject  to  Irish  exit  tax  in  respect  of  an 
investment  in  an  Irish  master  fund  (subject  to  providing  a  non-resident  declaration). 

 The transfer of assets by an Irish feeder fund to a foreign master should not have 
any tax implications for an Irish fund as it is exempt from tax. 

 The acquisition of assets by an Irish master from a foreign feeder should not 
have any Irish tax implications (unless there are Irish equities). 

Investor level

 An  Irish  investor  is  subject  to  tax  only  on  an  exit  event  and  thus  should  not  be 
impacted  where  an  Irish  fund  becomes  a  feeder  as  the  investors’  position  is  not 
impacted.  The  feeder  should  also  not  be  taxable  on  distributions  from  the  foreign 
master  as  it  is  essentially  exempt  from  tax. 
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