
 

 

Pooled Property Funds for Investment 
in UK Property 

Identifying your objectives 
 

The search for efficient ways of setting up pooled property 
funds has resulted in a number of structures being devised for 
open ended and closed ended property funds, both onshore 
and offshore, and for retail and institutional investors.   
 
The most appropriate vehicle depends on your particular 
circumstances: 
 

 the target market 

Will there be retail and/or institutional investors? Will there 
be tax exempt investors – and, if so, what kinds of tax 
exempt investors? Will there be non UK investors – and, if 
so, where and of what kind? 

 

 the investments 

What type (e.g. commercial and/or residential) and where 
are the proposed investments and what flexibility is 
required relating to the management of those investments? 

 

 tax efficiency 

What (if any) tax incentives are available and how efficient 
is the flow through of income and capital gains with 
minimum tax leakage?  This needs to be considered having 
regard to the target market and the proposed investments. 

 
 

Fund structure options 
 

A table comparing the main structures which might be relevant 
to a pooled fund investing in a UK property is attached to this 
Memorandum.  It covers the following options: 
 

 Syndicated direct purchase arrangements 
 

The simplest route for a property investment is of course a 
direct purchase of property by a single retail institutional 
investor.  For larger commercial developments in particular, 

it may be more practical to look for a syndicate of a number 
of potential investors to acquire a particular property.   
 
Up to four investors may jointly purchase the property and 
be on the legal title – they will hold the property on trust 
for the benefit of persons identified in a trust deed.  The 
beneficiaries will often be the same as the owners of the 
legal interest but may include additional beneficiaries.  The 
relationship of the investors needs to be documented in a 
separate declaration of trust. 
 
The two principal attractions of this method are that it is tax 
transparent and the trust deed can be an extremely flexible 
and comprehensive way of regulating the legal relationship 
between a relatively small number of investors.   
 
It may however have its problems deriving from regulatory 
issues if it might constitute a collective investment scheme 
or alternative investment fund.  It may have practical 
problems too because an individual investor may have 
great difficulty in using its share as security for funding; 
marketing and disposal of a share in an illiquid market may 
give rise to problems which are only partially resolved by 
initial granting of pre-emption rights and beneficiaries are 
unlikely to escape joint and several liability in respect of the 
entire investment.  
 
Consequently syndicated purchase arrangements can be 
attractive for a small number of particularly institutional 
investors who will be involved with managing the property.  
For a larger group of investors or for funds which are to be 
promoted on a wide basis they usually become impractical 
or there is a preferable alternative structure.   
 
 

 Limited partnerships 
 

Limited partnerships established under the Limited 
Partnerships Act 1907 have become a well developed 
investment fund structure, particularly for closed ended 
funds with exposure to property and private equity.   
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It involves setting up a limited partnership, with all the 
constitutive arrangements being set out as agreed in a 
limited partnership agreement: 
 

 one or more general partners who are liable for all the 
debts and obligations of the partnership – only the 
general partner is entitled to take part in the 
management of the partnership's business; and 

 

 one or more limited partners, who are the investors, 
who contribute capital which cannot be withdrawn until 
the partnership is terminated.  The liability of limited 
partners for the debts and obligations of the partnership 
is limited to the capital contributed.  Limited Partners 
may not take part in the management of and have no 
powers to bind the partnership. 

 
It was originally relatively simple on the regulatory front – 
with the operator of the fund being required to be an 
authorised person and either being the GP itself or an 
operator appointed by the GP, but regulation has become 
complicated now that limited partnerships are alternative 
investment funds and subject to AIFMD requirements. 
 
The tax transparency for a limited partnership and the 
limited liability of the limited partners are obviously 
attractive features (although it is worth noting that the 
SDLT treatment of limited partnership transactions can be 
complex).  The question to consider in any particular set of 
circumstances is whether the various restrictions on the 
specification of the limited partnership still allow sufficient 
flexibility and whether it can be promoted to, and be tax 
efficient for, all intended prospective investors.  Also the 
need to deal with appointment of an alternative investment 
fund manager or AIFM for a limited partner structure 
means that it is also subject in effect to more extensive 
regulation than in the past. 
 
 

 UK unauthorised unit trusts 
 

This term covers a number of types of structure but the 
typical features of a UK unauthorised unit trust involve: 
 

 a lengthy trust deed which constitutes the fund setting 
out the full terms of the vehicle including all investment 
restrictions 
 

 entered into by a Manager with responsibility for 
managing the scheme and a Trustee which holds the 
assets and has a duty of oversight.  These parties now 
act as the AIFM and depositary for AIFMD purposes 
respectively. 
 

Unauthorised unit trusts can be made available to the 

limited categories of investors to whom unregulated 
collective investment scheme (UCIS) and AIFs may be 
promoted by authorised persons. These categories are not 
so wide as the general public but it does allow access by a 
relatively wide range of those other than basic retail 
investors.  Please see our separate briefing paper on how 
these UCIS provisions have recently changed. 
 

From the tax perspective, they have tended to be tax 
efficient where made available only to exempt holders i.e. 
registered pension schemes and other entities which are 
wholly exempt from tax on capital gains otherwise than by 
reason of residence – and these are referred to as exempt 
unauthorised unit trusts.  Such schemes are limited by 
their constitutive document to issuing units only to such 
exempt investors who will in practice likely be pension 
schemes or charities.   
 
An unauthorised unit trust is therefore a very flexible 
vehicle in that the terms of its trust deed can be written to 
the desired specification but there may be a taxation 
drawback other than for exempt unauthorised unit trusts 
and there can be marketing difficulties.  Unauthorised unit 
trusts tend to be suitable for, and are usually made 
available to, UK exempt institutional investors.  
 
 

 JPUT or corporate feeder into underlying limited 
partnership 
 

This option has developed out of the issues which arose for 
use of limited partnerships.  For various tax reasons 
(principally in relation to stamp taxes), many limited 
partnership property funds were moved into Jersey 
property unit trust (or JPUT) structures and most had a 
JPUT imposed on top of the original English limited 
partnership.  The original stamp taxes issue which 
encouraged many JPUTs to be established has now been 
removed for the transfer in of the property to such a JPUT 
but many now exist as JPUTs on an ongoing basis.   
 
For new propositions and in order to keep the 
management of the UK property onshore it is often 
efficient to have an English limited partnership which still 
manages the property but for investors to come in through 
a JPUT or corporate feeder established in Jersey, as 
appropriate.   
 
This option does multiply the number of funds to be 
established and introduces the question as to how one 
best manages the Jersey feeder structure.  One needs 
appropriate procedures of management and control of 
that feeder fund in Jersey.  Nonetheless it has proved a 
popular option, and administrative support services are 
available. 
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 Authorised property unit trusts, and PAIFs 
 

Since 1991 it has been possible to set up UK authorised 
property unit trusts.  Since 2001 UK authorised open ended 
investment companies investing in real property have been 
available.  Property funds can now be established as either 
unit trusts or ICVCs (or authorised contractual schemes 
(ACS), although they are beyond the scope of this 
memorandum).  
  
An advantage of an authorised fund is that, if established as 
a non-UCITS retail scheme (or NURS) it can be made 
available to the general public, whereas most of the 
property fund structures are limited in their marketability.  
Their main advantage is that as a UK authorised fund they 
are exempt from tax on capital gains.   
 
There are however drawbacks:    
 

 Managing a UK authorised investment fund requires 
appropriate parties who can provide services for such 
vehicles (manager and depositary), and for the vehicle 
itself to be subject to detailed regulation set out in the 
FCA's COLL and FUND Sourcebooks.   

 

 A principal concern is that a UK authorised fund is by 
definition essentially open ended and this may not suit 
funds investing in property, which is an illiquid asset 
class.  Certainly overall tax inefficiencies of UK 
Authorised Property Funds (e.g. the liability to taxation 
on income) have been a longstanding issue but it has 
largely been resolved by the introduction of the PAIF 
regime.  This is an elective tax regime to which most 
authorised property funds are now gradually converting.  
The rules for PAIFs require the streaming of income 
received by the fund.  The new tax regime for PAIFs 
moves the point of taxation from the fund to the 
investor so the fund itself will be exempt from tax on 
income it derives from property holdings (as well as on 
capital gains) and an investor will be taxable on the 
income as property income.  This PAIF regime only 
applies to ICVCs and so some established authorised 
property unit trusts have converted to an ICVC structure 
in order to take advantage of the PAIF tax regime.   

 

 Authorised property funds which are PAIFs therefore 
have advantages in that they can be made generally 
available but they are heavily regulated products.  This 
means that they may well be suitable for retail investors 
but only if there is scale and suitable infrastructure 
available, and the property management issues and 
relevant liquidity issues can be managed.   

 
 
 

 UK REITs 
 

The UK introduced its REITs regime in January 2007 with 
the aim of facilitating improvements in the property 
investment market in the UK.  The UK REIT regime is an 
elective tax regime which is available to closed ended 
listed companies conducting property rental business 
meeting certain criteria.   
 
From a tax perspective the main aim is to ensure that 
returns from different forms of indirect and direct UK 
property investment are taxed in broadly the same way – 
certainly so that previous tax inefficiencies of investing 
indirectly in property are removed.  Like REITs which are 
available in other countries they enable a wide range of 
shareholders to benefit from participation indirectly in 
property investment, the intermediate REIT company 
owning and managing rental property with a view to 
generating income in the form of dividends for 
shareholders.  
 
The UK tax effects for a REIT are the same as for a PAIF.  
 
If you are interested in further details please see our 
separate briefing paper on the UK REITs regime.  
 
Whilst in theory an attractive option, note that REITs are 
now subject to the AIFMD regime and so will be subject to 
the need to appoint an alternative investment fund 
manager or AIFM and so the AIFMD provisions; and of 
course are subject to the regime which applies under the 
relevant listing rules for the closed ended corporate 
structure selected.  

 
 
Which option to choose? 
 

Deciding on the appropriate fund structure for your particular 
commercial proposition requires detailed analysis beyond the 
scope of this briefing paper.  This document is intended only 
as a brief overview of the likely key fund structures which 
might be of relevance.  It does not seek to be comprehensive 
as to the structures available, nor to be comprehensive in 
describing the features of any particular structure. 
 
 
 
 
We would be pleased to discuss particular issues arising for 
your specific pooled investment fund propositions which you 
may be considering.  
 
For advice please contact Kirstene Baillie or Nicholas Noble 
or your usual contact at Fieldfisher.   
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