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Investment Funds
and Income Tax

This guide explains what information you should report to HM Revenue &
Customs (HMRC) on your tax return form when you receive income (distributions)
from a UK authorised investment fund, which will be either an open-ended
investment company (OEIC) or a unit trust. It also deals with distributions from an
offshore fund. It does not deal with income from other types of UK fund such as
an investment trust.

If you hold your investment in funds within an ISA or a personal pension, you will
not need to report the distribution the ISA or personal pension receives on your
tax return form.

Your tax position will depend on the type of income received from the fund (interest or
dividends), which in turn will depend on the type of assets your authorised fund invests in
(eg. shares or bonds).

e Authorised funds invested in gilts, bonds, money market instruments and bank
deposits (cash) usually pay out interest distributions.

* Authorised funds invested in shares pay out dividend distributions.

When the fund pays you a distribution, you will receive a tax voucher from the fund
manager. The voucher will show two pieces of information:

1) The amount you will receive from the fund as a distribution. (If you have accumulation
units, the voucher will show the amount earned from the fund which is reinvested back
into the fund instead of being paid to you.)

2)  Where applicable, the amount of tax on the distribution, which has already been paid
by the fund manager on your behalf.

You must transfer the information on all vouchers received during the tax year to the self-
assessment tax return form, which can be obtained and completed online at HMRC's
website: www.hmrc.gov.uk/individuals/index.shtml



Helpful Hint

Completing a self-
assessment tax return form
will be a much easier
process if you have all the
relevant information to hand.
So, keep the documents you
receive about all your funds,
including the tax vouchers,
together in one place so you
can access them quickly
when you need them.
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If you have received the same type of income, but from more than one fund - for example,
dividend payments from three funds investing in shares - you will need to add up the total
amount and insert the figure in the appropriate boxes on the tax return form.

If you have not received a voucher, contact the fund manager and ask for one to be sent to
you.

This section shows you how to fill in the relevant sections of your self-assessment tax
return with examples of the voucher you will receive from the fund manager and actual
excerpts from the 2010-2011 tax return form.

The voucher will show that the fund has already deducted income tax at 20%. This means
that if you are a higher rate or additional rate tax payer, you will have further tax to pay on
the income you receive from the fund.

If you are a basic rate tax payer, you have no further tax to pay and if all your other income
has also already had tax deducted from it you may not need to complete a tax return
unless HMRC ask you to.

If you are a non-tax payer or a tax payer for which the starting rate for savings is applicable,
HMRC may repay some or all of the UK income tax — you will need to complete a R38
claim form, which you can find on HMRC’s website.

You should transfer the figures in the net interest distribution box on the voucher to
the corresponding box on your tax return.

If you have an interest distribution from a UK bond fund, the figure on your voucher should
be transferred to Box 1 in the section ‘Interest and dividends from UK banks, building

societies etc’ on the tax form (see the extract below).

(If you also receive other interest distributions or interest payments from which tax has been
deducted you will need to add these up before completing this box on the tax return).

‘Interest and dividends from UK banks, building societies etc’

[ 1] Taxed UK interest etc. — the net amount after tax has been [4] Other dividends - do not include the tax credit (see notes)

taken off (see notes) DDDDDDDD'@@
IO IC LI L J=[e]fe] - -
[5] Foreign dividends (up to £300) — the amount in sterling
Untaxed UK interest etc. (amounts which have not been after foreign tax was taken off. Do not include this amount
taxed (see notes) in the Foreign pages
=L LI L J=(elfe] =L ]=[olfe]
Dividends from UK companies — do not include the [6] Tax taken off foreign dividends - the sterling equivalent
tax credit (see notes)
I UL LI J=[e]fe]

UL Jefolfe]
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A Your interest distribution tax voucher

Distribution No. Security code
Managers: MANAGEMENT COMPANY NAME

and address.
Regulated by the Financial Services Authority

Date payable

PAYMENT No.
Account Number: (Please quote in all correspondence)
Interest Distribution
TOTAL UNIT GROSS INTEREST UK INCOME TAX NET INTEREST EQUALISATION AMOUNT
HOLDING DISTRIBUTION DEDUCTED (LOWER RATE) | DISTRIBUTION DUE
CERTIFICATED |
-
5
1

Taxed UK interest etc. — the net amount after tax has been taken off
(see notes)

£ 0|0

You should transfer the figure shown in the dividend box on the voucher to box 4
(“other dividends”) on the tax return form. But do not transfer the tax credit amount and
the equalisation amount.

The tax credit will meet your tax liability if you are a basic rate taxpayer. If you are a higher
rate or additional rate tax payer, you will have further tax to pay. If you are a non-tax-payer,
you will have no tax to pay but you cannot reclaim the tax credit.

(If you have other dividend vouchers from authorised unit trusts or open-ended investment
companies, you will need to add these up before completing the box on the tax return.)

‘Interest and dividends from UK banks, building societies etc’

[17] Taxed UK interest etc. — the net amount after tax has been Other dividends — do not include the tax credit (see notes)

taken off (see notes) DDDDDDDD'@@
UL IL LI T J=[e]fe] - _
[5] Foreign dividends (up to £300) — the amount in sterling

Untaxed UK interest etc. (amounts which have not been after foreign tax was taken off. Do not include this amount

taxed (see notes) in the Foreign pages

I UL IC LI L J=[e]fe] I UL 0 I J=[e]fe]
Dividends from UK companies - do not include the [6] Tax taken off foreign dividends - the sterling equivalent

tax credit (see notes) DDDDDDDD' @@

=IO IC LI L J=[e]fe]

*Extract from the 2010/2011 Tax Return reproduced by the kind permission of HM Revenue & Customs.
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B Your dividend distribution tax voucher

Distribution No. Security code
Managers: MANAGEMENT COMPANY NAME

and address.
Regulated by the Financial Services Authority

Date payable

PAYMENT No.
Account Number: (Please quote in all correspondence)
Dividend Distribution
TOTAL UNIT TAX CREDIT DIVIDEND EQUALISATION AMOUNT
HOLDING DISTRIBUTION DUE

CERTIFICATED

Other dividends — do not include the tax credit (see notes)

£ 0|0

Your tax voucher will have a date payable box. This date is very important because it
will tell you whether you need to pay tax in this tax year or next.

If the date is on or before 5 April 2011, you will need to declare income from your funds on
the 2010-2011 tax return form. If it is on or after 6 April 2011 up to 5 April 2012, it should
be declared on the 2011-2012 tax return form.

The units or shares you have bought in a fund may be either income units or accumulation
units. If they are income units, you will receive income from the fund. If they are
accumulation units, you still earn income from the fund, but that income will be reinvested
back into the fund instead of being paid to you. Either way, you should still receive a tax
voucher and you should declare the income on your tax return.

*Extract from the 2010/2011 Tax Return reproduced by the kind permission of HM Revenue & Customs.
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TAXATION OF INCOME FROM PROPERTY AUTHORISED
INVESTMENT FUNDS (PAIFS)

If you have a fund that invests in real estate, the fund may have elected to be a PAIF.
Income from a PAIF can have up to three components:

e A Property Income Distribution (PID).
e Aninterest distribution.

e A dividend distribution.

Your PAIF tax voucher will tell you whether the distribution has more than one component,
and how the total distribution is allocated between those components.

If there is a PID component on your voucher, the relevant figure should be transferred to
Box 16 in the section ‘Other UK income not included on supplementary pages’ on the tax
return form (see the extract below).

Other UK income not included on supplementary pages

If there is an interest component on your voucher, you should transfer the relevant figure to
Box 1 on the tax return form (see below).

If there is a dividend component on your voucher this should be inserted in Box 4 (see
extract below).

‘Interest and dividends from UK banks, building societies etc’

*Extract from the 2010/2011 Tax Return reproduced by the kind permission of HM Revenue & Customs.
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If you invest in a fund that has chosen to become a “Tax Elected Fund”, its distributions
may have two components:

e A non-dividend distribution, which is taxed as interest, and/or
e Adividend distribution.

The voucher you receive from the fund will tell you whether the distribution has more than
one component, and if so how the total distribution is to be allocated. The non-dividend
amount should be included in Box 1 of the tax return form and the dividend amount
should be included in Box 4 (see tax return extract below).

‘Interest and dividends from UK banks, building societies etc’

[1] Taxed UK interest etc. — the net amount after tax has been Other dividends - do not include the tax credit (see notes)

taken off (see notes) DDDDDDDD'@@
I UL IC LI T J=[e]fe] - -
Foreign dividends (up to £300) — the amount in sterling
Untaxed UK interest etc. (amounts which have not been after foreign tax was taken off. Do not include this amount
taxed (see notes) in the Foreign pages
=IO IC LI I L J=[e]fe] =IO IC LI I J=[e]fe]
Dividends(from UK <jompanies - do not include the [6] Tax taken off foreign dividends - the sterling equivalent
tax credit (see notes,
I UL 0 I J=[e]fe]
[ X

Your tax position will depend on the legal structure of the offshore fund you invest in. If you
are unsure about the type of fund you are investing in, contact your fund managet.

Some offshore funds do not distribute income but instead reinvest it in the fund and simply
report to investors how much they have earned from their investment. This is similar to
accumulation shares issued by some UK funds.

Whether the offshore fund distributes or reports the income, the fund management
company must tell you how much your investment has earned. You will need this
information in order to pay the correct amount of tax on the income.

If the offshore fund is a company, you may receive income, or it may be reported to you,

as either:

e Interest (if the fund invests mainly in gilts, bonds, money market and bank deposits),
or

e Dividends.

If you receive one or more interest distribution vouchers, or income reports, and the total
amount of the interest does not exceed £2,000 in the tax year, you should insert the
amount in Box 2 of the tax return form (see the extract below).

If you receive one or more dividend distribution vouchers, or income reports, you will be
entitled to the same 10% tax credit as you would from a UK dividend. If the total dividends

*Extract from the 2010/2011 Tax Return reproduced by the kind permission of HM Revenue & Customs.
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do not exceed £300 in the tax year, you may insert the amount in Box 5 on the tax return
form “foreign dividends (up to £300)” (see the extract below). However, if you are a higher
rate or additional rate taxpayer, and non-UK tax has already been deducted by the fund
before you receive the income (this information will be on the voucher), do not insert the
amount in Box 5. If you do, you will not get tax relief on the foreign tax already deducted by
the fund.

Other dividends - do not include the tax credit (see notes)

=L L Jefelfel

Foreign dividends (up to £300) — the amount in sterling
after foreign tax was taken off. Do not include this amount
in the Foreign pages

[17] Taxed UK interest etc. — the net amount after tax has been
taken off (see notes)

I UL LI L J=fodfel

Untaxed UK interest etc. (amounts which have not been
taxed (see notes)

LU IC LI I L J=[e]fe] =L IC LI I J=[e]fe]
Dividends from UK companies — do not include the [6] Tax taken off foreign dividends - the sterling equivalent
tax credit (see notes)
' I UL I I J=[e]fe]

LU L LI L L J=felfe]

If the income you receive is above £2,000 (in the case of interest distributions and/or
income reports) or £300 (in the case of dividend distributions and/or income reports), or if
you wish to claim tax relief on foreign tax deducted from the fund, you should complete the
supplementary foreign section of the tax return form (see the extract below).

Income from overseas sources
If you have income from overseas savings, foreign dividends, overseas pensions or benefits, or income, dividends
received by an overseas income or country. The country or territory codes are on pages FN 19 to FN 21 of the notes.

A Country or territory code B Amount of income arising or received
before any tax taken off

Interest and other income from overseas savings

C Foreign tax taken off or paid

O] [ O |
O] [ O |
O] [ 3 |
O] [ O |
O] [ O |
Dividends from foreign companies

L] Y 3O |
L] Y 3 |
L] Y O |
L] [ 3 |
L] [ 3 |
L] Y O |

*Extract from the 2010/2011 Tax Return reproduced by the kind permission of HM Revenue & Customs.



Helpful Hint

You should keep all
documents relating to your
investments as you may also
need them to work out your
capital gains tax liability
when you sell the units or
shares held in the fund. And,
under self-assessment, it is
important to keep detailed
records in case you need to
refer to them again in the
future.
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If the offshore fund you invest in is not a company, then for tax purposes it should be
treated in exactly the same way as interest. The amount should be declared as ‘interest
and other income from overseas savings’ on the tax return form (see above extract).

There are two ways to complete your tax return form — fill in and submit a paper version, or
complete the form online. If you are completing a paper version of the form, the deadline
for submitting it is 31 October 2011. If you are intending to complete the form online, you
will need to submit it by 31 January 2012.

To submit your tax return form online, go to HMRC'’s website at:
www.hmrc.gov.uk/individuals/index.shtml. Under the section ‘Do it online’, you will first
need to register online for a username and password. This will allow you to access the form.

HMRC will calculate your tax liability for you provided that they receive it by 31 October
2011. This applies to forms completed on paper or online.

You can calculate your tax liability yourself if you wish. To do this, you need to request the
‘Tax calculation summary’ page of the tax return form from HMRC.

Don’t worry if you are still uncertain about how income from your fund is taxed, what
information you need to supply in the tax return form, or even where to find the correct
information. Most fund management companies have a customer services department that
will be able to help you with any tax questions.

HMRC will also be able to provide assistance and you can obtain a number of helpful leaflets
and factsheets about tax from their website at: www.hmrc.gov.uk/individuals/index.shtml.
Alternatively you can contact your local tax office (you will find the number in the phone book).

You might want to refer to this checklist to make the process of completing your self-
assessment tax return form a bit easier.

B Keep all your tax vouchers together.

B Under self-assessment, it is important to keep detailed records, so don’t throw away
any old documents.

B At the end of the tax year, separate out all the vouchers where the date payable is on or
between 6 April 2010 and 5 April 2011 from other vouchers.

B Make sure you have all the vouchers for all the distributions of a fund for the current year.

B Exclude the equalisation figure that appears on your tax voucher. You don’t need it for
your income tax return. But remember that this figure will be important for calculating
your capital gains tax liability when you come to sell the units/shares in your fund.



Investment Funds & Income Tax

FURTHER INFORMATION

This guide is produced by the Investment Management Association. We publish a
number of other guides on investing, which are all available free of charge. You can
download them from IMA's Investor Guide page at: www.investmentuk.org/investor-
centre/investor-factsheets

You can also request hard copies of IMA guides from:

IMA’s Investment FactLine

c/o IMA

65 Kingsway

London WC2B 6TD

Tel: 020 7269 4639

Website: www.investmentuk.org/investor-centre/investor-factsheets/order-form

If you need financial advice, IMA’'s online Financial adviser search tool can help you to
locate an adviser: www.investmentuk.org/investor-centre/ifa.

Disclaimer

This factsheet has been prepared by the IMA for general information purposes only. The factsheet is not an offer or solicitation to

buy or sell any investments. The factsheet is not advice nor can it take account of your own particular circumstances. If you

require any advice on investments, you should contact a financial or other professional adviser. We believe the information in this

factsheet to be correct. However, IMA makes no representation or warranty (express or implied) as to the accuracy or
completeness of the information in this factsheet. This factsheet does not reflect any changes after 20 April 2011.
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