
 
 

The tax advantages and flexibility of roll-up funds 
 
Most governments offer some form of tax incentives for investors and savers. For 
example in the UK we have the ISA (Individual Savings Account) and personal pensions.  
 
The problem with both these savings vehicles is that they are limited and inflexible.  The 
current annual ISA limit is just over £10,000 and tax relief on pensions is also now 
capped. In addition once funds have been withdrawn from an ISA they cannot be re-
invested and pensions are only available at retirement when they are both taxable and 
subject to complex rules surrounding the purchase of an annuity. 
 
Despite their limitations it generally still makes sense to use both pensions and ISAs, but 
for anyone with an additional lump sum to invest the commonly used alternatives can 
also be problematical.  An individual portfolio of equities and bonds will produce returns 
that are taxable and very burdensome to manage and administer. Other alternatives 
offering tax-efficiency such as the products of insurance companies typically sold by 
financial advisors are usually difficult to understand, expensive to buy and highly 
inflexible. 
 
An offshore gross roll-up fund such as our own Heritage Funds could provide the answer. 
 
A roll-up fund automatically retains income and capital gains within the fund without the 
deduction of tax. These returns produce an increase in the net asset value and price of the 
fund and subsequent re-investment enables returns to compound tax free within the fund 
itself.  On an ongoing annual basis there is no need for the individual investor to account 
for or pay any tax.  
 
When you do need to drawdown some of your investment as an “income” you simply sell 
sufficient shares in the fund to raise the required amount. For example, if your original 
investment was £100,000 and three years later it is worth £120,000 you may decide to 
drawdown the £20,000 return. However, you do not pay tax on the full £20,000 but just 
on the 20% of it that represents growth, i.e. just £4,000 is taxable with the balance simply 
representing a return of capital. Assuming your tax rate is 20% the tax due is therefore 
£800, equivalent to just 4% of the £20,000 “income” which you have generated.   
 
We therefore believe that investors looking for a simple way to invest an uncapped sum 
in a tax efficient vehicle with no initial or exit charges which also allows you access to 
your money whenever you want it would do well to consider an offshore gross-roll up 
fund. 
 
Important note 
Heritage is an investment manager and not a financial advisor so if a client requires any 
advice as to the suitability of ISAs, pension funds and other investments in their overall 
financial planning they should seek appropriate financial advice – which we are happy to 
arrange through an association we have with a well established regulated advisor.   


