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Investment income revisited 

Key Points 

This paper revisits previous discussions by the Commission on the tax treatment of savings and 

investment income. There was a clear level of consensus among members that, as a general 

principle, different forms of investment and savings income should be subject to the same level of 

tax on horizontal equity grounds. 

There was general agreement that deposit interest income should be taxed at an individual’s 

marginal rate of income tax and USC as opposed to a flat rate of DIRT. This paper looks at this 

proposal and some potential administrative changes in order to implement it. 

With regards to other forms of investment income (including from funds and life assurance 

policies), concerns were raised that the tax landscape was overly complex with different treatment 

depending on a number of factors. A recommendation from this Commission could be the 

establishment of a working group to identify and examine options for harmonising and simplifying 

the taxation of other investment products (where appropriate and subject to anti-avoidance 

measures). 
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1. Introduction  

This paper revisits previous discussions by the Commission on the tax treatment of savings and 

investment income. It provides additional information on the Irish taxation of different investment 

and savings products and considers two potential COTW recommendations as follows: 

 Changing the rate of taxation of deposit interest income from a 33% rate of DIRT to an 

individual’s marginal rate of income tax (20% or 40%) and USC (0.5%, 2%, 4.5%, 8% or 11%). 

Retention of the existing PRSI charge under Class K is also recommended. 

 The establishment of a working group, comprised of Revenue and Department of Finance 

officials, to identify and examine the advantages and disadvantages of options for 

harmonising and simplifying the taxation of other investment products. 

 

2. Recap of previous discussions 

The taxation of different forms of saving and investment income was considered at meeting 12 of the 

COTW in December 2021. Members discussed the role and influence of taxation on investment and 

saving decisions, including the effects of tax rate differentials between deposit interest income, life 

assurance gains, fund gains, capital gains and other types of investment income.  

There was a clear level of consensus among members that, as a general principle, different forms of 

investment and savings income should be subject to the same level of tax on horizontal equity 

grounds. There was wide agreement that the level of income of a taxpayer should determine the 

marginal rate payable, rather than the type of investment product used. 

This is consistent with the views of the Commission on Taxation 2009, who also believed there should 

be parity of treatment for different forms of savings and investment income. That Commission noted 

in its report that “As a general principle, and as part of a rational and coherent approach to the 

taxation of capital, we also conclude that the tax rate on deposit interest, on funds, on capital gains 

and on dividends received by individuals should be the same.”1 

Section 3 of this paper summarises the different tax rates that currently can apply to various forms of 

investment and savings. 

                                                           
1 At the time of its report, dividend and rental income was subject to income tax at the marginal rate plus levies, 
while DIRT on deposit interest was 25%, the CGT rate was 25% and exit tax of 25% or 28% was generally charged 
on individuals investing in funds. The Commission recommended that the tax rate on dividends received by Irish 
residents should be reduced to the rate applying to deposit interest. 
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With regards to savings, while it is unlikely a change in the tax rate on deposit interest would currently 

yield significant revenue for the Exchequer, at meeting 12 there was general support among members 

of this Commission for treating deposit interest income in the same manner as other income on equity 

grounds. Such a change would mean charging deposit interest at an individual’s marginal rate of 

income tax (i.e. at 20% or 40%), together with USC and PRSI, as opposed to a flat 33% rate of Deposit 

Interest Retention Tax (DIRT) plus PRSI. Section 4 of this paper explores this proposal in more detail. 

With regards to the many other forms of investment, there was no clear consensus on how to address 

these as part of the Commission’s work. While there is general support for treating different forms of 

income the same, it was noted there is an additional level of complexity when it comes to these other 

types of investment products. This is because of the extent of such products available in both the Irish 

and international markets and the different structures used to invest in them.  The tax system has 

evolved over time to address these different offerings, while simultaneously trying to align with new 

financial regulations, ensuring Ireland remains competitive as an investment location and also 

minimising scope for aggressive tax planning or misuse of the different regimes that have emerged. 

Section 5 of this paper further examines some of the reasons the system has evolved this way. 

Concerns have been raised by Commission members and through the public consultation that the 

current treatment of specific financial products is confusing and potentially distorting the neutrality 

of the tax system in this area. Examples include the different treatment of products liable to DIRT vs 

Life Assurance Exit Tax (LAET) and the treatment of direct equity investment vs via an Exchange Traded 

Fund (ETF) or other vehicle and where offshore funds are considered to be distributing or non-

distributing. In some cases taxes represent final liabilities whereas others must be included in a self-

assessed tax return where reliefs or credits may be available for offset against the liability. The 

treatment of Real Estate Investment Trusts (REITs) and Irish Real Estate Funds (IREFs) was also raised, 

with members questioning whether sufficient tax was being paid on such investments and whether 

there was scope to modify withholding taxes for resident and non-resident investors.  

Overall there were concerns raised that the Commission does not have sufficient expertise or time to 

properly review these issues. It is also an area not expressly called out in the Commission’s Terms of 

Reference. It was felt however that there is strong merit in examining this area. Section 5.5 of this 

paper suggests that a recommendation from this Commission could be the establishment of a working 

group comprised of officials from Revenue and the Department of Finance to review and make 

recommendations on the tax system for investment. 
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3. Tax treatment of different forms of investment 

The Secretariat briefing paper Horizontal equity in the taxation of income and capital provided an 

introduction to the taxation of some forms of investment and savings, but it was by no means 

exhaustive. The tax rate and treatment can vary depending on the type of investment product, who 

the investor is and their tax residence or domicile2 position, the percentage holding or level of 

influence of the investor, the source jurisdiction and in some cases depending on whether certain 

administrative or filing obligations have been complied with. Table 1 illustrates different categories of 

investment and the headline rate(s) that can apply for Irish tax purposes. 

 
 

Table 1  Rates of tax on different forms of saving and investment 

Source of 
income  

Tax charge / scope Tax rate Note 

Distributions 
(including 
dividends) 

Dividend withholding tax (DWT) 
Income tax (IT) 
Universal Social Charge (USC)   
Pay Related Social Insurance (PRSI) 
 

25% 
20% / 40% 

0.5%/ 2% / 4.5% / 8% / 11% 
4% 

DWT is a payment 
on account and is 
credited against 
the final income 
tax liability. 
 

Rental 
income 

Individuals liable to IT, USC and PRSI 
 
Companies liable to corporation tax 
 
REITs 

Marginal rates (as above) 
 

25% 
 

Exempt 

 

Deposit 
interest 

Deposit Interest Retention Tax (DIRT) 
 
A higher rate of DIRT applies to: 

 Interest from an EU Member 
State if the taxpayer has not 
made a timely return. 

 Interest from a non-EU Member 
State account if the taxpayer (i) 
has not made a timely return or 
(ii) is a higher rate taxpayer (for 
income tax purposes). 

33% and PRSI may apply 
 

40% 

Final liability tax 

Life 
assurance 
policy 

New Basis Business (written on or 
after 1 January 2001) 
 
Life Assurance Exit Tax (LAET) applies 
as follows: 

 
 
 
 
 

Gross roll up 
regime at life policy 
level.  
LAET applies to 
chargeable events, 

                                                           
2 Some foreign investments are treated as Schedule D Case IV income, in which case the remittance basis is not 
available. Other foreign income is taxed under Case III, with the remittance basis available to non-domiciled 
individuals. 
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 Individuals 
 

 Companies  
(increased to 41% if haven’t 
made appropriate declaration) 

 

 Personal Portfolio Life Policy 
(increased to 80% if details not 
correctly included in a timely 
tax return) 

 
41% 

 
25% 

 
 
 

60% 

including a deemed 
disposal every 8 
years 

 Old Basis Business (written on or 
before 31 December 2000)  
 
The investment return from the life 
assurance policy is apportioned 
between policy holders and 
shareholders 
 

 Shareholders’ share of profit taxed 
at standard rate of Corporation Tax 

 

 Policy holders’ share of profits 
taxed at standard rate of income 
tax. 

 
 
 
 

Income less Expenditure 
taxed at: 

 
 
 

12.5% 
 
 

20% 

Annual charge. 
The majority of life 
companies will 
have a mixture of 
old basis and new 
basis life business. 

 Income tax on Certain Foreign Life 
Assurance Policies 
 

 Individuals 
 

 Personal Portfolio Life Policy 
(increased to 80% if details not 
correctly included in a timely 
tax return) 

 
 
 

41% 
 

60% 

Applies to 
payments from the 
policy and on a 
deemed 8 year 
disposal 
 

Irish 
domiciled 
funds 

Exit tax on Investment Undertakings  
 

 Individuals 
 

 Companies  
(increased to 41% if haven’t 
made appropriate declaration) 

 

 Personal Portfolio Investment 
Undertaking (PPIU) - (increased 
to 80% if details not correctly 
included in a timely tax return) 

 
 

41% 
 

25% 
 
 
 

60% 

Gross roll up 
regime at fund 
level.  
Exit tax applies to 
chargeable events, 
including a deemed 
disposal every 8 
years 
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Offshore 
funds 

Tax on ‘Equivalent’ offshore funds in 
the EU/EEA/OECD3  
 

 Individuals  
 

 Companies 
 

 PPIU 
 

 
 
 

41% 
 

25% 
 

60% 
 

Treated broadly 
the same as an 
Irish fund 
(including deemed 
disposal after 8 
years). Income tax 
or corporation tax 
applies to both 
income and any 
gain on disposal of 
a material interest 
in the fund 

 Tax on ‘Non-equivalent’ offshore 
funds in the EU/EEA/OECD 
 

 Individuals  
 
 

 Companies 
 

 
 
 

IT, USC and PRSI at marginal 
rates and CGT at 33% 

 
CT at 25% on income and 

33% on gains 

These are treated 
as normal income 
and gains (outside 
scope of special 
offshore funds 
rules) 

 Tax on offshore funds in other 
territories (non EU/EEA/OECD)  - 
Distributing fund4 

 Individuals  

 
 
 

IT, USC and PRSI at marginal 
rates and CGT @ 40% 

 

 Offshore funds in other territories 
(non EU/EEA/OECD) –  
Non - Distributing fund 

 Individuals  
 

 
 
 

IT, USC and PRSI at marginal 
rates 

 

Gains on disposal 
of a material 
interest are 
charged to income 
tax but calculated 
according to CGT 
rules 

Investment 
Limited 
Partnerships 

Income, gains or losses are allocated to 
partners in proportion to his/her 
capital interest in the partnership. The 
partnership is treated as transparent.  

IT, USC and PRSI at marginal 
rates and CGT @ 33% 

 

 

This table represents only a high level summary of headline rates. More detailed information on the tax rules applicable is 
available on Revenue’s website e.g. see Tax and Duty Manuals on the charge to tax, interest, life assurance companies and 
unit trusts and offshore funds.  

 
The next section of this paper looks at the proposal to align the taxation of deposit interest income 

with other investment income. 

                                                           
3 An ‘equivalent’ fund is one which is similar in all material respects to an Irish regulated fund and is taxed under 
the gross roll-up regime. The fund must be located within the EU, EEA or an OECD member state with which 
Ireland has a double tax agreement. 
4 A distributing fund is a fund that distributes its profits to its unit holders from year to year. The default position 
is that unless a fund applies to, and is certified by, Revenue as a distributing fund, it is a non-distributing fund. 
The list of distributing funds approved by Revenue is published on the Revenue website. 

https://www.revenue.ie/en/tax-professionals/tdm/income-tax-capital-gains-tax-corporation-tax/part-02/index.aspx
https://www.revenue.ie/en/tax-professionals/tdm/income-tax-capital-gains-tax-corporation-tax/part-08/index.aspx
https://www.revenue.ie/en/tax-professionals/tdm/income-tax-capital-gains-tax-corporation-tax/part-26/index.aspx
https://www.revenue.ie/en/tax-professionals/tdm/income-tax-capital-gains-tax-corporation-tax/part-27/index.aspx
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Section 5 explains the rationale for some of the above treatment of different investment products and 

how the tax system has evolved this way. This includes an examination of how the tax system has 

changed over time with regards to the funds industry in particular. 

 
 

4. Deposit interest income 

Tax policy in relation to deposit interest has largely focused on the rate of Deposit Interest Retention 

Tax (DIRT). The rate has changed numerous times over the last 14 years, rising incrementally from 20% 

in 2008 to 41% in 2014, before its gradual reduction to the current rate of 33% (in place since 2020). 

Rate changes were generally introduced in order to increase revenues, or to incentivise consumption 

or savings depending on the economy at the time.  

The tax is collected at source by the financial institution when the interest is credited to the deposit 

account of an Irish resident. DIRT is declared and paid on a four-times yearly basis by financial 

institutions: in April, July, and October of the tax year in question and in the following January. 

DIRT is a final liability tax in that it satisfies an individual’s full liability to income tax in respect of the 

deposit interest. There is no additional USC charge although PRSI may apply under Class K. 

Unincorporated businesses are charged DIRT on their interest income. 

A company within the charge to corporation tax is exempt from paying DIRT. Instead companies are 

generally liable to corporation tax at 25% on their investment income (although interest may be 

regarded as a trading receipt for certain financial trader companies). Companies may offset current 

year trading losses against passive interest income arising in the same year on a ‘value basis’ (at 

12.5%). 

Data is not readily available on the number of individuals and businesses who pay DIRT however, CSO 

surveys indicate that in 2018 94.6% of households had some form of savings (deposit or savings 

accounts or a positive balance on current accounts).  Deposits have been rising steadily in recent years, 

with a large increase during the Covid-19 pandemic. While the pandemic period saw annual increases 

in deposits peaking at 15%, pre-pandemic year-on-year increases trended upwards from 

approximately 3% in 2017 to 6% at the end of 2019.5 

                                                           
5 Central Bank of Ireland – Money and Banking Statistics  – June 2021 

https://www.centralbank.ie/docs/default-source/statistics/data-and-analysis/credit-and-banking-statistics/bank-balance-sheets/money-and-banking-statistics-june-2021.pdf?sfvrsn=4
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Overall DIRT receipts have steadily declined the last number of years, from an Exchequer yield of €581 

million in 2012 (when the DIRT rate was 30%) to €37 million in 2020 (33% rate). Even though deposits 

overall have increased, Revenue analysis shows the key drivers of this reduction in DIRT receipts are 

the decline in the interest rate of longer maturity household deposits and the increased reliance by 

households on low-interest overnight deposits. The policy choice to reduce the 41% rate of DIRT 

incrementally by 2 percentage points annually since 2017 to reach the current rate of 33% is noted to 

have played only a minor explanatory role.6 

There was general support by Commission members to charge tax on deposit interest at an individual’s 

marginal rate of income tax, USC and PRSI. It is unknown what the impact of this would be on the 

Exchequer. Revenue’s Ready Reckoner shows that an increase in the rate of DIRT is estimated to only 

have a modest effect on receipts, with an increase from 33% to 39% estimated to generate €7 million 

in a full year.7 Similarly a 6 percentage point decrease in DIRT is estimated to cost €7 million. The Ready 

Reckoner estimates a change in the DIRT rate, whereas the Commission is proposing the application 

of three different charges where the total rate payable will vary depending on each deposit holder’s 

marginal rate of income tax, USC and PRSI in a particular year. 

Given that low interest rates have not deterred a significant increase in savings in recent years, it 

seems unlikely that a change in the rate of tax on deposit interest would lead to significant behavioural 

change for savers. The current low interest rate environment also suggests it is unlikely a change in 

the tax rate on deposit interest would significantly change the revenue to the State. Acknowledging it 

may be limited for use as a revenue raising measure in the current economy, there was consensus 

among Commission members that different forms of savings and investment income should be taxed 

in the same manner on horizontal equity grounds and for future proofing purposes. 

Furthermore, the Commission is examining the balance of taxation of earned income, consumption 

and wealth and has previously discussed the need to increase the collection of taxes on wealth. 

Savings represent a form of wealth. 

 The CSO and Central Bank’s Household Finance and Consumption Surveys8 show that 88.6% 

and 94.6% of households in 2013 and 2018 respectively had some form of savings (deposit or 

savings accounts or a positive balance on current accounts).  

 Those surveys also show that deposits account for the largest share of total financial wealth 

in Ireland. Despite an increase in total and median deposit amounts over this period, the value 

                                                           
6 Revenue, Review of DIRT receipts, December 2020   
7 Revenue, Ready Reckoner, November 2021  
8 CSO, Household Finance and Consumption Survey, 2013 and 2018  

https://revenue.ie/en/corporate/documents/research/review-dirt-receipts-dec-20.pdf
https://revenue.ie/en/corporate/documents/statistics/ready-reckoner.pdf
https://www.cso.ie/en/statistics/housingandhouseholds/householdfinanceandconsumptionsurvey/
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of deposits as a share of total financial assets declined from 54.9% in 2013 to 31.7% in 2018 

due to a strong increase in equities and voluntary pension funds.  

 The composition of financial wealth differs markedly across the distribution of wealth. For the 

bottom 20% of households by gross wealth in 2018, deposits account for almost all (94%) of 

financial assets. In contrast, the top 20% of gross wealthy households hold a more diverse 

range of financial assets, including voluntary pension assets (29%), deposits (24%), business 

wealth (14%), publicly traded shares (13%), mutual funds (10%), managed accounts (5%) and 

bonds (4%).9 

Under the current system, financial institutions act as collection agents for the State, withholding DIRT 

at a fixed rate and remitting this on a quarterly basis to Revenue. DIRT is not withheld on exempt 

accounts provided the relevant declaration is in place. The withholding tax system is simple, with ease 

of compliance for taxpayers and ease of administration for Revenue.  

A move to charging tax on deposit interest at the marginal rate of income tax, USC and PRSI will require 

administration changes to facilitate collection of the right amount of tax. The marginal rate of income 

tax, USC and PRSI will vary from person to person and from year to year depending on total income 

and personal circumstances. It may in some cases result in a lower collection of tax than with the 

current rate of DIRT. There are a number of options as to how the appropriate amount of tax will be 

collected for each deposit holder, for example: 

 Move to full self-assessment via end of year tax return (no withholding at source), 

 Hybrid of withholding at source and year-end filing, 

 Development of system for real-time withholding at source at marginal rate (similar to 

PAYE/payroll withholding system). 

Financial institutions could continue to withhold tax at source at a flat rate, which would then require 

taxpayers to file a return with Revenue at year end if a refund or additional payment is due. This could 

result in a much higher volume of taxpayers needing to register and file an income tax return, 

potentially for very low interest amounts. A system similar to the RTSO system for share options could 

be introduced, where tax is paid upfront at 52% unless a taxpayer seeks approval in advance to 

withhold at a lower rate. This may still result in taxpayers needing to file returns at year end for any 

over or under-payments. These options place additional administrative requirements on taxpayers 

and Revenue.  

                                                           
9 ESR, Changes in Irish Households' Finances from 2013 to 2018: Evidence from the Household Finance and 
Consumption Survey  

https://www.esr.ie/article/view/1575
https://www.esr.ie/article/view/1575


  Document Reference: Investment income revisited  

 

11 

Over the medium to longer term, there may be merit in designing a real-time system based on the 

PAYE Modernisation system for payroll tax withholding. Under this system, Revenue and the financial 

institution would have an online interface where the rate of income tax, USC and PRSI to be deducted 

on payment of interest to each account would be notified prior to payment. Time and resources would 

be needed to build and design such a system in collaboration with financial institutions and software 

developers, as well as for the additional ongoing administration required by banks and Revenue. 

Legislation enabling the sharing of taxpayer information would also be essential.  

Currently any change in the DIRT rate must be separately legislated for (it is not linked to the income 

tax rate in force). A variation of the proposal above could be to legislate for a blended rate of DIRT, 

tracked to the higher rate of income tax and top rate of USC each year (48% in 2022), or, at a 

combination of lower rates (e.g. 24.5% or 44.5%). This would be withheld at source by the bank and 

represent a final liability for income tax and USC purposes, with any PRSI continuing to be self-assessed 

at year end by the taxpayer if appropriate. This of course would not represent the marginal rate of tax 

for all taxpayers and would not result in full alignment with the treatment of other investment income, 

but it would remove the need to file a tax return at year end for over or under payments of income 

tax and USC. It also tracks the rate of DIRT to the income tax and USC rates applicable to other sources 

of income, as opposed to having a standalone rate for deposit interest income (if income tax and USC 

rates change so will DIRT automatically). 

The taxation of interest in other OECD countries is briefly looked at in Appendix 1, with many countries 

either taxing interest at marginal personal income tax rates, or applying a flat withholding tax rate. 

 

 

5. Other investment products 

5.1 The funds industry in Ireland 

The investment funds and asset management industry in Ireland has experienced significant growth 

over the last 25 years. The industry directly employed more than 17,000 people across Ireland in 2020, 

with this figure almost doubling when you take into account the knock on business activity and impact 

of household consumption that is supported due to direct economic activity. Additionally, the sector 

directly contributes €914 million annually in taxes to the Irish Exchequer.10 Indecon estimates that 

                                                           
10 Indecon, Assessment of Economic Impact of the Funds & Asset Management Industry on the Irish Economy, 
May 2021 

https://www.irishfunds.ie/news-knowledge/news/indecon-economic-impact-assessment-report-2021
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almost 180 different firms operate in the State across the various types of service provider, including 

fund management companies, investment and asset managers, fund administration, depositary 

services, auditing, tax and legal services and other support services such as securities, technology, 

software, etc. 

Ireland is second to Luxembourg in terms of funds domiciled in Europe. As at the end of September 

2021, there were 15,596 funds under administration in Ireland, of which 53% were Irish domiciled 

funds and 47% non-Irish domiciled. The total value of these funds reached €6.1 trillion, an increase 

from €1.4 trillion in 2008. Ireland is the leading country in Europe in terms of Exchange Traded Funds 

(ETFs), holding 66% of the total assets of European ETFs.11  

Several policy and market developments in Europe and internationally have influenced the growth 

and development of the industry in Ireland. These include: the introduction of EU Directives, notably 

the UCITS12 Directive and the Alternative Investment Fund Managers Directive;  the 

internationalisation of the investment management industry; the significant expansion of asset 

management strategies and asset classes which can be accessed via collective investment vehicles, 

including UCITS and AIFs; and, the reforms in pension and wider savings in EU and non-EU markets. 

 

5.2 The evolution of the tax regime 

The growth and development of the funds industry in Ireland has in many ways impacted the tax 

system and how it has evolved over time. The tax regime has contributed to Ireland’s ongoing 

competitiveness as an investment location, while simultaneously ensuring compliance and 

compatibility with a heavily regulated financial services sector and minimising scope for aggressive tax 

planning or misuse of the tax system. 

The tax regime is a key policy tool that is used to improve and market Ireland’s position as a 

competitive location for investment. Examples of features of the tax system that have been made 

attractive for investors include:  

 The gross roll-up regime for Irish domiciled funds, where such investment funds are not 

subject to Irish tax on income and gains. This tax neutral treatment at fund level applies 

irrespective of where investors are located.  

                                                           
11 www.irishfunds.ie, with data sourced from the Central Bank of Ireland 
12 Authorised investment funds in Ireland are established as either Undertakings for Collective Investment in 
Transferable Securities (UCITS) or Alternative Investment Funds (AIFs). 

http://www.irishfunds.ie/
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o The absence of any income tax, corporation tax, subscription tax, redemption tax, etc. 

at fund level is favourable compared to other countries which may impose some form 

of charge on the fund vehicle. For example, Luxembourg has an annual subscription 

tax on funds (“taxe d’abonnement”). 

 Non-Irish resident investors are not subject to Irish tax on their investment and do not incur 

any withholding taxes on payments from the fund (except in respect of certain funds which 

hold interests in Irish real estate or particular types of Irish real estate related assets). 

 An extensive double tax treaty network (over 70 countries), which can minimise the effects of 

foreign withholding taxes on returns on investments. 

 A stamp duty exemption on the issue, redemption, transfer or repurchase of units of an 

investment undertaking (however stamp duty may apply where the fund is involved in a 

transaction involving Irish immoveable property). 

 The REIT framework, which facilitates collective investment in rental property assets. REITs 

are publicly listed companies whose income is derived from the rental of commercial and 

residential property. An after-tax return is provided to investors comparable to direct 

investment in rental property, by eliminating the double layer of taxation at corporate and 

shareholder level which would otherwise apply. 

 

There are many international and domestic developments, laws and regulations that have impacted 

the Irish tax system also. Examples include the following: 

 As provided under EU law, the provision of management, administration and custody services 

to an Irish regulated fund is exempt from Irish VAT. Other services, such as legal and 

accounting services, can result in an Irish VAT liability, but may be offset, depending on the 

fund’s VAT recovery position. 

 Ireland has introduced a number of information exchange agreements13 as a result of 

international developments, such as the Foreign Account Tax Compliance Act (FATCA) with 

the United States, the Common Reporting Standard (CRS) which is approved by the OECD and 

the EU Directive on Administrative Co-operation (DAC) has been transposed into Irish 

legislation.  

 Funds can take many legal forms, including as a corporate structure14. The Irish collective 

asset-management vehicle (ICAV) is a tailor-made corporate vehicle operating under its own 

                                                           
13 Exchange of information (EOI) is the cross-border sharing of taxpayer information by tax administrations. 
14 Other legal forms of funds include a unit trust, a common contractual fund and an investment limited 
partnership. 
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simplified statute (the ICAV Act 2015). This structure was designed specifically for investment 

funds to help reduce the administrative burden and cost of complying with the rules 

applicable to other forms of company (under the Companies Act 2014) and to “future proof” 

against unintended consequences arising from changes in Irish and European company law. 

ICAVs are subject to the same tax regime as other Irish funds. The ICAV is particularly attractive 

to US investors as it simplifies the US tax treatment.15 

The tax system has also been amended over the years in response to unintended consequences or to 

prevent aggressive tax planning or misuse of the tax system. 

 Irish resident investors in Irish funds are only liable to tax on the occurrence of a “chargeable 

event”. A deemed eight year disposal rule was introduced in order to prevent the long-term 

deferral of a chargeable event and therefore an exit charge.  This rule ensures taxes are 

collected from funds and cannot grow without triggering a chargeable event indefinitely. On 

the ultimate disposal of the investment, any tax paid which arose as a result of a deemed 

disposal is allowed as a credit against any final tax liability on disposal. 

 A fund that is deemed a personal portfolio investment undertaking (PPIU) has an additional 

charge placed on payments to the individual investor (60% exit tax compared to the current 

rate of 41%). A PPIU is defined in broad terms as where the selection of property within the 

fund was or can be influenced by the investor or a connected person. The gross roll-up regime 

for funds was designed for genuine collective investment entities. With a PPIU there is no 

element of collective investment and instead the investor places personal investments/assets 

in a contrived vehicle to allow the investor to gain access to the gross roll-up regime. By using 

a PPIU, the investor could otherwise limit the taxation of income from the personal assets to 

a flat rate of 41% (historically this was a much lower rate), compared to direct investment 

where the charge would be 40% income tax plus USC and PRSI. An equivalent provision exists 

for life assurance businesses (personal portfolio life policies). 

 The Irish Real Estate Funds (IREF) tax regime was introduced to address concerns raised 

regarding the use of collective investment vehicles by certain non-resident investors to 

minimise their exposure to Irish tax on Irish property transactions. IREFs include investment 

vehicles where at least 25% of the value of the undertaking is made up of Irish real estate 

                                                           
15 An election can be made for an ICAV to be treated as a “pass through” entity for US federal income tax 
purposes, meaning the taxable US investor is effectively in the same tax position as if they had invested directly 
in the underlying investments of the ICAV. It also allows access to relief under US tax treaties and means the 
complex US Passive Foreign Investment Company (PFIC) regime does not apply.  
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assets. Since 2017, funds that are IREFs must deduct a 20% withholding tax on certain property 

distributions to non-resident investors. 

 

Stakeholder engagement and feedback from taxpayers, tax practitioners and industry representatives 

also influence the shape of the tax system. Those affected by the tax rules regularly engage with the 

Department of Finance and Revenue to request guidance, clarification or amendments to legislation 

or Revenue practice where there are unintended consequences or practical difficulties arising from 

the tax rules applicable. Lobbying for better treatment can also play a role. 

 

5.3 Offshore funds tax regime 

Table 1 in section 3 of this paper showed the headline rates of tax that currently apply to various 

savings and investment products. With regards to funds, these are broadly categorised for Irish tax 

purposes into five groups: 

1. Irish domiciled funds 

2. Offshore funds located in an EU or EEA state, or in an OECD member with which a double tax 

agreement has been signed: 

a) Equivalent funds 

b) Non-equivalent funds 

3. Offshore funds located in other territories: 

a) Distributing Fund 

b) Non-Distributing Fund 

Historically Irish investment funds were taxed on a net basis. As the fund managers received dividends 

or sold shares, the fund paid standard-rate income tax and the net proceeds were then reinvested by 

the fund managers. Irish resident investors could defer a liability to income tax by transferring income-

producing investments into offshore vehicles and allowing the investment to accumulate abroad. 

When the investment was eventually realised the profit element was treated as a capital gain. The 

CGT treatment was more advantageous to the investor than income tax treatment (the tax rate was 

lower, payment was deferred until realisation of the investment and investors could cash out of units 

in the fund each year up to the annual exemption limit). 

To counteract this, a new offshore funds regime was introduced in 1990 (based on UK measures). This 

new anti-avoidance system provided for foreign life assurance policies and offshore funds certified by 
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Revenue as distributor funds to remain liable to CGT and for all other offshore funds to be liable to 

the top rate of income tax on exit. The normal rate of CGT reduced from 40% to 20% in 1998, but the 

higher 40% CGT rate was retained for disposals of offshore distributor funds and life policies. That rate 

is still in force today for funds in certain territories. 

The taxation of Irish funds was changed in 2001 with the introduction of the gross roll-up regime. This 

coincided with a change in the offshore funds regime for funds located within the EU, EEA or an OECD 

member state with which Ireland has a double tax agreement. The offshore funds regime for other 

territories (non EU/EEA/OECD) was retained. EU located funds were given the same treatment as Irish 

funds due to the EU principle of free movement of capital, but the treatment was also extended to 

EEA and OECD countries. From 2001 to 2007 all offshore funds in the EU/EEA/OECD were taxed in the 

same manner (issues such as distributing status were not relevant). This created opportunities for 

investors in certain structures that were not collective investment undertakings but still fell within the 

favourable offshore funds regime if set up via an EU/EEA/OECD country. In 2007 these funds were 

split into what are known as equivalent funds and non-equivalent funds (i.e. whether or not the 

offshore fund was similar in all material respects to domestic Irish funds), with the income and gains 

from each subject to different rules.  

A number of difficulties have been cited (including as part of the COTW public consultation) about the 

tax regime for funds. One challenge relates to the availability of losses. CGT losses can be offset against 

CGT gains, whereas when a loss arises on the disposal of a unit in an Irish fund or a material interest 

in an offshore fund, no CGT or other loss relief is available. In practice, a fund structured as an umbrella 

fund consisting of various sub-funds may facilitate loss relief at levels within the fund itself.  

Another difference between direct investment and via a fund is the treatment on a death, with no 

CGT charge for disposals on a death whereas exit tax will still apply for payments on the death of a 

unit holder in a fund. The exit tax payable on the death of an individual is allowed as a credit against 

Capital Acquisitions Tax payable by the beneficiary.16 

Another concern that is frequently raised relates to the difficulty in determining whether an 

investment comes within the offshore funds regime or not and if so, which category and tax treatment 

is appropriate. While Revenue publishes guidance for taxpayers, practitioners and investors, it is not 

possible to provide comprehensive guidance for all products. The investment market has expanded 

exponentially over recent years with a wide array of investment products and platforms now available 

to investors. Individual products are continually developed so there is no set list of products and their 

                                                           
16 There are legislative provisions that deem a payment of tax to be CGT for the purposes of the CAT/CGT same 
event credit, so that the tax can be set against CAT payable by the beneficiary on a transfer of an asset. 
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treatment for taxpayers to review. These investments are also more accessible to a much broader 

cohort of taxpayers (both retail investors and professional investors) with varying levels of access to 

professional advice.  

The expectation of Revenue is that investments in each fund should be analysed on a case by case 

basis by taxpayers with tax applied based on legislation. The expectation of taxpayers and advisors is 

that there should be minimum number of regimes and more detailed and comprehensive guidance 

given, or similar / blanket treatment for all product types. Calls have been made for the tax regime for 

funds to be simplified in order to increase certainty, reduce the risk of error and support tax 

compliance. 

 

5.4 The taxation of life assurance businesses 

The treatment of life assurance businesses is similar in many respect to the treatment of funds, with 

a gross roll up regime for life assurance business written on or after 1 January 2001 (referred to as 

“new basis business” and exit tax applying on chargeable events (including a deemed disposal every 

eight years). Life assurance business written on or before 31 December 2000 is taxable under an 

aggregate system known as the I-E (income less expenses) system. The majority of life companies will 

have a mixture of old basis and new basis life business. Ultimately when the old basis business has 

become negligible, the new basis regime will be fully operational for all types of business. 

 

5.5 Working group proposal  

This paper has briefly examined some of the features of the tax landscape for various investment and 

savings products. The system has evolved over time, particularly in relation to the funds and life 

assurance industries in order to promote Ireland as a competitive location for investment while also 

deterring non-compliance or tax avoidance. The wider regulatory framework and international 

developments have also influenced the shape of the system. When legislation is introduced or 

amended it is understandably not possible for the Oireachtas to anticipate all future events so the tax 

rules have changed over time in response to different issues and to address different behaviours as 

they arise. 

It is evident there is complexity in the system and arguably a need for greater equity and simplicity in 

order to support tax compliance. The differences in tax treatment can also lead to dysfunctional 
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behaviour, with investors choosing between equivalent investments based on the tax treatment 

rather than on the investment outcome. 

Concerns have been raised by Commission members and through the public consultation that the 

current treatment of specific financial products is confusing and potentially distorting the neutrality 

of the tax system in this area. There were also concerns raised that the Commission does not have 

sufficient expertise or time to properly review the multitude of investment and savings products and 

related issues. It was felt however that there is strong merit in examining them.  

Therefore, a proposal for a recommendation from this Commission is that a working group should 

be established to examine and make recommendations for modernising the taxation and 

administration of investments. This working group would include officials from Revenue and the 

Department of Finance. It would be essential for this working group to consult with relevant experts 

and stakeholders in the industry. The recommendation from this Commission could set out guiding 

principles or suggested parameters for the review.  

The main goals or guiding principles forming the basis of the working group could be: 

 Ways to simplify the tax treatment and compliance burden for investment products generally. 

 Identification of opportunities for greater promotion of horizontal equity and neutrality in the 

tax system when it comes to investment decisions.  

This would be subject to identification of circumstances where changes would not be appropriate, 

for example, in order to deter tax avoidance or distortionary behaviour.  

Matters to be considered by the working group could include: 

 Identification (where possible) of the various types of investment products available and the 

mix of investors who use them. 

 A comprehensive review of the Irish tax treatment of investors in these products, including 

the difference in treatment depending on the tax residence or domicile position of the 

investor and the location and type of investment product used.  

 Identification and assessment of the anti-avoidance rules in place and the types of behaviour 

or misuses they are trying to prevent. 

 Consideration of the rationale for the different treatment of different products (including the 

type of tax, rate and method of collection applicable). 

 Analysis of whether or not this distinction in treatment is still warranted (for some or all 

categories).  
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 Identification of options for harmonising and/or simplifying the tax treatment of different 

investments, where such treatment is appropriate. This would include consideration of the 

arguments for and against such changes. 

 Identification of any anti-avoidance rules necessary to address proposed changes. 
 

This exercise would be intended as a comprehensive review of the tax regime with the ultimate goal 

of presenting options for reform. This is a large undertaking and it is essential that appropriate time 

and resources are allocated to the members of the working group to achieve this outcome. 

 

 

6. Conclusion 

This paper builds on the previous discussion of the Commission (at Meeting 12) on promoting 

horizontal equity in the taxation of savings and investment income. 

One area where there was general consensus was making a recommendation for changing the 

taxation of deposit interest, specifically so that DIRT is replaced with a charge to income tax and USC 

at a taxpayer’s marginal rate.  

Q1 – Are members in agreement that the current system where DIRT is withheld at source at a flat 

rate (and representing a final liability) should be replaced with marginal income tax and USC 

taxation?  

If yes, does the Commission wish to comment on how taxes could be collected and reported (e.g. 

self-assessment at year-end, hybrid withholding at source plus year-end filing, or in conjunction 

with the development of a real-time withholding system)? Alternatively should the rate of DIRT be 

a blended rate automatically linked to the prevailing higher rates of income tax and USC?   

Members support equity in the treatment of other savings and investment income, but have concerns 

over a lack of expertise and time to fully consider the implications of harmonising the treatment of all 

investment products and structures. 

Q2 – Do members support making a recommendation for the establishment of a working group to 

examine the taxation of other investment products (in line with the proposal set out in section 5.5 

of this paper)? 

  



  Document Reference: Investment income revisited  

 

20 

 Taxation of interest in other countries 

The taxation of interest income varies from country to country although the OECD has noted most 

countries tax bank accounts following either a flat rate capital income approach (labour and capital 

income are taxed separately, with capital income taxed at a flat rate), or, a broadly comprehensive tax 

approach (where labour and capital income are taxed together at progressive rates).17 Of the 40 

countries considered as a part of an OECD 2018 report: 

 Marginal personal income tax rates are applied to interest income as it is earned in 13 

countries. In three of these countries (Chile, South Africa and the UK) an allowance or 

exemption is first applied to a specified amount of interest income. 

 A flat withholding tax rate applies to interest income in 25 countries. In three of these 

countries (Germany, Iceland, Lithuania) an allowance or exemption is similarly applied to a 

specified amount of interest income.  

 Colombia uniquely provides relief for the inflationary component of bank interest.  

 Interest earned on bank account deposits is untaxed in Argentina and Estonia. 

 In Korea, a final withholding tax is applied if combined interest and dividend income is less 

than a certain limit, otherwise marginal personal income tax rates apply. 

 Similarly, in Mexico, the withholding tax is final if the taxpayer has other income less than a 

certain amount. Furthermore, if the average account balance does not exceed five times the 

minimum average wage then no tax will be applied. Otherwise, the withholding tax is 

provisional and personal income tax rates will be applied at the end of the year. 

 The Netherlands uses a deemed return approach, where the actual return on savings is not 

taxed but instead the net assets valued on 1 January of an individual are deemed to generate 

an annual fixed return on investment. This fixed return is then taxed at a flat rate. 

 Colombia, France, Norway, Spain and Switzerland apply net wealth taxes on bank account 

holdings, but with large exempt amounts or allowances so that only high wealth taxpayers are 

subject to them. Argentina has a wealth tax but does not apply it to bank account balances. 

 

                                                           
17 OECD, Taxation of household savings, April 2018.  
An up to date summary of the personal tax treatment of interest in different jurisdictions is available from PwC 
(https://taxsummaries.pwc.com/), select a country and see the “Individual – Income determination” tab.  

https://www.oecd.org/ctp/taxation-of-household-savings-9789264289536-en.htm
https://taxsummaries.pwc.com/

