
A Guide to Tax Efficient Investing
The quote “Don’t let the tax tail wag the investment 
dog” means don’t make investment decisions solely 
based on tax considerations. Nevertheless, it is 
certainly sensible to invest in a tax-clever and tax-
efficient way.

A tax-efficient investment can be quite difficult to define, 
because what is viewed as being tax-efficient for one 
individual may in fact be quite inefficient for another. For 
anyone considering making an investment there are 
several key tax-related issues to consider:

• What is the exit tax at the end of the investment?
• Am I better to have the return taxed as income or

capital gains?
• What rate of tax do I pay on my returns?
• Should I invest as an individual or through a

company structure?

The tax treatment of Investment returns can vary
depending on whether the applicable tax is Income
tax, Capitals Gains Tax (CGT), Exit Tax or DIRT.

Income Tax
Some investments may be subject to income tax
which can be very beneficial for the investor who has
assets but little income. In effect, you could be
paying 41% on your investment but if structured
properly, it could be reduced to 20%.

CGT Tax
The current Capital Gains Tax (CGT) of 33% proves
to be more efficient for most investors. An
individual has an annual CGT exemption of €1,270
(€2,540 if it’s a joint investment), which means that
the first €1,270 or €2,540 earned each year is Tax
free.

Many investors have suffered losses in the past 
from property or bank shares so the gains on a new 
investment may be offset against these losses using 
the right type of investment. 

DIRT or Exit Tax
Deposit accounts are subject to DIRT (currently
39%) but this is set to reduce to 33% over the next
number of years. Exit Tax is currently 41% and is
expected to reduce in line with DIRT.

Gross Roll Up of Investment 
Returns 
Lump sum investment and savings plans issued after 1st 
January 2001 benefit from the Gross Roll Up regime i.e. 
all income and gains in the life fund accumulate gross, 
with a ‘deemed’ tax charge on any growth only on each 
8th plan anniversary.

Personal v Corporate Investing
It’s well worth considering whether an investment should be 
made by an individual directly, or through a company. 

A corporate entity will pay corporation tax of 25% on non-
trading investment income (such as deposits, shares, stocks, 
rental income). There may be an additional close company 
surcharge (a surcharge of 20% is payable on the total 
undistributed investment and rental income of a close 
company), which would bring the effective rate of tax to 45%. 
Gross roll-up could be beneficial here. 

The Power of  Compound Returns
Albert Einstein called compound interest “the greatest 
mathematical discovery”. Compound interest can help your 
initial investment grow exponentially over time.

Tax is just one box that needs to be ticked when 
considering whether to invest in a particular product. 
Always seek independent professional advice before 
making any Investment decisions.

”The effect of the Gross Roll Up regime is that a 
company can defer tax on the investment until 
at least the 8th anniversary of the contract, thus 
allowing the company to compound investment 
earnings without those earnings being reduced 
by taxes during this period. This should lead to 
accelerated investment growth"
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