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UK Government to reform taxation of Sovereign Wealth 
Funds; significant impact expected on UK Real Estate 
investments 

The UK Government recently launched a comprehensive and commercially significant 
consultation on the taxation of sovereign wealth investors (broadly, foreign governments, 
sovereign wealth funds and overseas public pension schemes) in the UK.1 

Under the existing tax regime applicable to sovereign wealth investors, all UK source 
income and gains, including income from commercial trading activities, are exempt from 
direct UK tax (i.e., income tax, capital gains tax and corporation tax, including related 
withholding taxes).  Eligibility for the current exemption is based on a combination of 
common law – specifically, the principle of international law known as sovereign 
immunity whereby one sovereign state does not impose its domestic laws over another - 
and HM Revenue and Customs (“HMRC”) practice.  Sovereign immunity status is in 
practice granted by HMRC on a case-by-case basis. 

The consultation sets out a comprehensive reform of the UK tax exemption on the basis 
that the UK’s current approach to sovereign immunity from tax is not transparent or well-
understood.   

The proposal contains three principal changes:  

a) Codifying, and thereby clarifying, the existing sovereign wealth exemption;  

b) changing and, to some degree, widening the eligibility criteria for the exemption 
(i.e., the types of entity that can benefit); and 

c) restricting the scope of the exemption by effectively excluding (i) all UK real estate 
generated profits and (ii) active trading (operating) income.  These profits will in 
future become taxable.  

The last point is likely to present the most important change for sovereign wealth 
investors and almost certainly the core aim of the consultation given the significant 

 
1 In the UK a consultation is a formal, written, public consultation often of an important stage in the policymaking 

process.  It makes preliminary analysis available for public scrutiny and allows additional evidence to be sought 

from a range of interested parties so as to inform the development of the policy or its implementation.  
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sums of money invested by foreign sovereign wealth investors in UK real estate - both 
directly and via investment funds operated by UK fund managers.2 

Two justifications are given for this change of policy: 

First, HMRC published a survey of 11 other leading investee jurisdictions, concluding 
that no other jurisdiction offered a similarly wide sovereign tax immunity for real estate 
investment and active trading income (the latter could be generated by UK offices of the 
sovereign operating a UK property business, for example).  The consultation proposes to 
limit the immunity to passive investment income – principally, UK interest and 
dividends, which in each case are not derived from UK real estate investments.3  This 
new limitation – a material restriction on the current regime - is in line with sovereign 
immunity exemptions which the UK Government considers are offered by other, 
comparable investee jurisdictions.   

Second, and perhaps more importantly, over the last few years the UK Government has 
changed the UK’s tax laws to the effect that essentially all foreign investors in UK real 
estate, including those who had previously been excluded from UK taxation, are now 
taxable on the profits derived from their UK real estate investments, regardless of 
whether the investment is direct or indirect, or through real estate investment funds.  
Currently many sovereign wealth funds are sophisticated commercial investors and 
major players in UK real estate.  This change is aimed to place non-sovereign investors 
at an equal footing with sovereign investors.  

Conversely, the change to the eligibility criteria is likely to be less of a concern for 
sovereign wealth funds in practice.  One proposal is to widen the exemption by not just 
including sovereign states, but also federal states within a sovereign jurisdiction (e.g., 
California and Florida could qualify, in addition to U.S. governmental institutions).  It is 
unclear how impactful this extension would be.  Further, while HMRC and HM Treasury 
(“HMT”) have stated during industry consultations that no grandfathering will be 
available for existing entities benefitting from sovereign immunity status, it is unlikely 
that sovereign wealth funds currently benefitting from sovereign status would lose their 
immunity.4     

 
2 A 2020 PWC study quoted by HMRC in the consultation estimated that sovereign wealth funds are some of the 

largest global institutional investors, with assets under management estimated to exceed $15 trillion in 2020, 

including potentially up to $750 billion in real estate.  See PwC, “Sovereign investors 2020: A growing force”, 2020 
3 In practice, it is only interest that requires exemption since the UK does not levy withholding tax on dividends 
4 One additional question raised by the consultation is whether overseas government pension schemes should 

continue to qualify as exempt under the new regime, or if such institutions could sufficiently benefit from existing, 

non-sovereign exemptions for pension funds and would, therefore, not need to be included. 
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In terms of practicalities, HMRC consider following the U.S. model of the “892” 
exemption.5  Section 892 generally provides an exemption from income taxation for 
foreign governments on passive activity investments and carves out from the exemption 
income that is derived from the conduct of “commercial activities” or a “controlled 
commercial entity.” It would appear that the UK consultation on the taxation of 
sovereign wealth funds would be broader in its scope of taxation of income derived from 
real estate, since in the UK proposal there is no distinction between passive and 
commercial activity as it relates to the ownership of real estate.  

While HMRC and HMT have stated in discussion that no decision has been taken, it 
seems highly unlikely that the changes to the taxation of sovereign wealth investors will 
not be enacted, particularly in the current economic climate.  The consultation is closing 
on 12 September 2022 and expected to proceed regardless of the outcome of the current 
leadership contest within the UK Government.  The changes are scheduled to take effect 
from April 2024.  To prevent retrospective effect, the new legislation is expected to allow 
for rebasing (i.e., only gains and profits attributable to periods starting from April 2024 
would be taxable). 

Sovereign wealth investors which are currently relying on the existing sovereign tax 
exemption for their UK real estate investments, or that are carrying on active trading 
activities through their London establishments, will need to carefully monitor progress 
of the consultation and review their investment and operating structures to ensure that 
other exemptions will be available to them. 

About Curtis’ Sovereign Wealth Practice 

Governments and quasi-governmental institutions, including sovereign wealth funds 
and government-sponsored pension funds, rely on Curtis’ investment management 
expertise. We assist on all aspects of structuring, forming and operating a country’s 
sovereign wealth fund.  

Our Sovereign Wealth Practice resides in New York, London, Paris, Geneva, Frankfurt, 
Milan, Rome, Dubai and Muscat.  Our Tax Group forms an essential part of our 
Sovereign Wealth Practice. 

 

 

 
5 See 26 U.S. Code § 892 - Income of foreign governments and of international organizations 
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About Curtis 

Curtis, Mallet-Prevost, Colt & Mosle LLP is a leading international law firm.  
Headquartered in New York, Curtis has 19 offices in the United States, Latin America, 
Europe, the Middle East and Asia.  Curtis represents a wide range of clients, including 
multinational corporations and financial institutions, governments and state-owned 
companies, money managers, sovereign wealth funds, family-owned businesses, 
individuals and entrepreneurs.   

For more information about Curtis, please visit www.curtis.com. 

Attorney advertising.  The material contained in this Client Alert is only a general 
review of the subjects covered and does not constitute legal advice.  No legal or business 
decision should be based on its contents. 

Please feel free to contact any of the persons listed below if you have any 

questions on this important development: 

 

Marco A. Blanco 
Partner, Global Tax Co-Chair 
Geneva Managing Partner 
mblanco@curtis.com  
New York: +1 212 696 6128 
Geneva: +41 22 718 3518 
Paris: +33 1 42 68 72 00  

Klas Holm 
Partner 
kholm@curtis.com  
New York: +1 212 696 8800 
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Partner 
obeloded@curtis.com  
New York: +1 212 696 6124 
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Partner 

pcouturier@curtis.com   
Paris: + 33 1 42 66 39 10 

 

Christian Fingerhut 
Partner 
cfingerhut@curtis.com  
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Daniel Lewin 
Partner 
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