EXPLANATORY MEMORANDUM TO
THE UNAUTHORISED UNIT TRUSTS (TAX) REGULATIONS 2013

2013 No. 2819

This explanatory memorandum has been prepareccbdjesty’s Revenue and
Customs, on behalf of HM Treasury, and is laid betbe House of Commons by
Command of Her Majesty.

This memorandum contains information for the Sel&minmittee on Statutory
Instruments.

Pur pose of the instrument

2.1  These Regulations contain provisions as todgfeirements for an unauthorised
unit trust (“UUT”) to be approved by HMRC as an ey unauthorised unit trust
("EUUT”) and the taxation of EUUTs and their invet. These Regulations also
contain provisions as to the tax treatment of noergt unauthorised unit trusts
("NEUUTS”) and their investors. The Regulationsaprovide transitional rules
for EUUTs and NEUUTSs, and make various consequeatigndments to the
Taxes Acts.

M atters of special interest to the Select Committee on Statutory Instruments

3.1  These Regulations are laid in draft beforeHtbase of Commons for approval by
resolution of that House.

L egidative Context

4.1  These Regulations give effect to changes argealiny the Government following
a formal consultation on changes to the tax ride$JUTs and their investors.

4.2  These Regulations are the first instance iiclwthe powers provided by
Section 217 Finance Act 2013 have been exercisg@@subject to the
affirmative resolution procedure.

Territorial Extent and Application

5.1 This instrument applies to all of the United Kingalo

European Convention on Human Rights

6.1 The Exchequer Secretary to the Treasury, Daaigke, has made the following
statement regarding Human Rights:



In my view, the provisions of the Unauthorised Uhitists (Tax) Regulations
2013 are compatible with the Convention rights.

7. Policy background
* What is being done and why
7.1 These Regulations make changes to the tax ruldgUdis and their investors.

7.2  The changes follow a formal consultation on profsasimplify the rules to
reduce administrative burdens and at the samerémeve avoidance
opportunities. Modernisation of the rules for UUANas announced at Budget
2011 and followed publication of “Tackling tax aglance”, which set out how the
Government would deal with areas of the tax codéhid been the subject of
repeated abuse. The changes also complement eefortime tax code over recent
years that have modernised the tax rules for didrers of collective investment
schemes, such as authorised investment funds aestiment trusts.

* Consolidation

7.3  These Regulations do not consolidate any atiséluments.
8. Consultation outcome

8.1  Aninitial consultation document was publigtea 30 June 201 Eketting out the
Government’s broad proposals for changes to theulas for UUTs and their
investors.

8.2 A second consultation with more detailed psa® together with a summary of
responses to the first consultation, was publisited4 May 2012 A summary
of responses to the second consultdfitogether with draft Finance Bill clauses,
draft Regulatior’sand draft guidancevere published on 11 December 2012.

8.3  Stakeholders generally welcomed the Governsipndposals to change the tax
rules for UUTs and their investors. There were scomaments that highlighted
potential concerns with particular technical issymeparation of accounts,
provision of tax vouchers and the proposals to dahl minor or inadvertent
breaches of the new rules. There were also conteahexempt investors such as
pension funds that are currently invested in NEUOdsld be adversely affected.
The summary of responses dated 11 December 204ilsdbe Government’s
response to each of those points, as reflectdteipublished draft and these final

1 Seehttp://customs.hmrc.gov.uk/channelsPortalWebApptioadFile?contentiD=HMCE _PROD1 031408
2 seehttp://customs.hmrc.gov.uk/channelsPortalWebAppiloadFile?contentiD=HMCE _PROD1 032081
3 Seehttp://customs.hmrc.gov.uk/channelsPortalWebAppiloadFile?contentiD=HMCE _PROD1_032483
* See pages 38 to 56tp://www.hmrc.gov.uk/budget-updates/11decl2/amtidance.pdf

5 Seehttp://www.hmrc.gov.uk/drafts/uut-guidance.pdf




10.

11.

12.

Regulations, which have been shared on an infobasis with industry
stakeholders.

Guidance

9.1 The draft guidance will be consolidated inte HIMRC Savings and Investment
Manual.

I mpact

10.1 The impact on business, charities or voluntadies is set out in the Tax
Information and Impact Note.

10.2 The impact on the public sector is set otthénTax Information and Impact
Note.

10.3 The Tax Information and Impact Note coverimg tnstrument was published on
11 December 20£2It remains an accurate summary of the impactsagaly to
this instrument.

Regulating small business
11.1 The legislation applies to small business.

11.2 To minimise the impact of the requirementsioall firms employing up to
20 people, the approach taken is that the propadesl relating to EUUTSs are
broadly beneficial and excluding companies withdethan 20 employees would
not achieve the policy objective. The proposedsuelating to NEUUTSs are
broadly expected to result in disadvantageousr&atrnent to counter use of those
vehicles for tax avoidance, but this is the intehdetcome and applies to all sizes
of business.

11.3 Noindication was given by small firms resgiog to the consultation that they
would have any difficulty understanding and opegthe legislation.
HMRC will however provide assistance to small firtheough the usual contact
channels for customers requiring assistance, amuiblyshing guidance.

Monitoring & review
12.1 The impact will be assessed through monitanfagrmation collected on tax

returns and applications for approval as an EUU@nsure that the proposed
legislation is working in the way intended. HMR@daHM Treasury will also

8 Seehttp://www.hmrc.gov.uk/tiin/2012/tiin4752.htm




continue to liaise with stakeholders from timeitoe to discuss the
implementation of the proposed new rules as pacbofinuing engagement with
industry.

13.  Contact
13.1 Wayne Strangwood at HMRC (Tel: 03000 585498noail:

wayne.a.strangwood@hmrc.gsi.gov.ch answer any queries regarding the
instrument.



