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  WhAt IS An ISA?
‘ISA’ stands for Individual Savings Account, a 
tax-efficient wrapper offered under 
Government legislation as a way of 
encouraging you to save.  An ISA sits over your 
choice of a number of different investments 
to shelter them from further tax on any 
income or gains earned. 

There are just two types of ISA – the Cash ISA 
and the Stocks and Shares ISA – and the 
combined allowance for both in 2012/13 is 
£11,280.

Within this, the limit for Cash ISAs - or for the 
cash element within a Stocks and Shares ISA 
- is £5,640. However, there is flexibility over 
how these limits can be used – you can, for 
example, put the maximum £5,640 in a cash 
account and £5,640 in a stocks and shares 
account. Alternatively, though, if you place  
just £2,000 in cash, you can use the entire 
remaining balance – £9,280 in this case - to 
invest in stocks and shares. If you wish, you 
may put the full £11,280 into a Stocks and 
Shares ISA.

In addition, you can transfer existing Cash ISA 
holdings to a Stocks and Shares ISA without 
impacting on your current tax year allowance. 
So, if you have £10,000 already sitting in 
existing cash ISA plans then this amount can 
be moved to a Stocks and Shares ISA, yet 
leave your entire current tax year allowance 
still available for new investment. 

 WhAt Should I look for In  
 A CASh ISA?
Cash ISAs are simply cash accounts that sit 
within an Isa wrapper and therefore have 
certain tax advantages. As with a normal 
bank account, the underlying account will 
pay a certain level of interest. Therefore, in 
shopping around for the best Cash Isas, 
investors should check to ensure the rates on 
offer are competitive. 

However, a high rate is not the only reason 
for selecting a Cash ISA as the highest rate 
today may not be the best rate over the 
longer term. There may be Cash ISA providers 
offering slightly lower but consistently 
competitive rate levels, which may suit those 
who do not want to keep shifting provider.  

Furthermore, some providers tie money up for 
a period of time. These accounts may pay 
higher rates but, in return, savers may have to 
wait up to 90 days to make a withdrawal.

In essence, even these seemingly simple 
products need some research. Make sure you 
make the right choice before you commit 
yourself.
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 SElf-SElECt ISAS
Self-select ISAs allow you to choose your own 
investments and will generally offer a choice 
of individual shares, individual bonds or 
collective investment schemes, such as OEICs, 
unit trusts, investment trusts or exchange-
traded funds. The choice will ultimately 
depend on your reasons for investing and 
your tolerance for risk. If you are seeking 
capital growth and are comfortable with the 
possibility of losing some or all of your 
capital, investing in single shares is a high-risk 
approach that can pay off. However, collective 
investments are often a more appropriate 
choice, particularly if your ISA investment 
constitutes a significant proportion of your 
overall savings.

 CollECtIvE InvEStmEntS
By investing in a collective investment, you 
are accessing not just one or two but many 
different companies or holdings. Known as 
diversification, this approach is designed so 
that should one holding lose money it will 
not be a significant part of your portfolio.

Collective schemes offer access to a whole 
range of different Investments. Some will 
offer a ‘one-stop shop’ investment into a 
number of different asset classes, such as 
equities, bonds and property. Others will 
focus on just one area, which could be 
anything from large UK equities right through 
to Japanese bonds. To make the choice easier 
for you, most unit trust and OEIC funds are 
sorted into sectors by the Investment 
Management Association (IMA) so that you 
can compare funds with similar goals.

If you want a lower-volatility fund or you 
have a relatively short timeframe, it may be 
best to pick a collective fund that offers a 
lower exposure to equities. For example, a 
fund in the ‘Mixed Investment 0-35% Shares’ 

sector might be appropriate. Alternatively, if 
you are looking to maximise long-term 
growth, and are prepared for a 100% 
exposure to equities, the UK All Companies 
sector is a good place to start. If you wish to 
be more adventurous still, there are equity 
fund sectors for every region in the world. 
Finally, if you are after an income, bond or 
equity income sectors are most appropriate. 

 lEAdInG ImA SECtorS

 ChArGES
When making your choice, you should also be 
aware of the associated charges. There may 
be a charge for the Isa wrapper (though this is 
increasingly rare), but there will be upfront 
and ongoing charges for the underlying 
investment. This fee will vary according to the 
complexity of the product and the company 
managing it. As such, a straightforward 
index-tracking fund that mirrors the 
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performance of an index such as the FTSE 100 
will be cheaper than, say, a Japanese Smaller 
Companies fund, where a fund manager 
selects the stocks, often through in-depth 
proprietary research, and may have a team of 
investment professionals to support them.

Your tax position could also affect your 
investment choice but such a consideration is 
likely to require specific professional guidance. 
If you are interested in discussing your tax 
position further, please contact us. In the 
meantime, here is a summary of some of the 
issues to bear in mind.

 SomE tAX ConSIdErAtIonS
While ISAs are well known for being ‘tax-
efficient’, your choice of investments can 
make a big difference to how beneficial they 
prove. All the income and growth you receive 
from your ISA is tax-free in your hand, but 
how each asset class is treated while it 
remains invested is different – and this can be 
confusing. 

Cash ISAs, for instance, are entirely free of 
income tax. Therefore, if you earn £1 in 
interest, you receive the whole lot. On a 
normal bank account, basic rate taxpayers 
currently pay tax of 20p on that £1 and 
higher rate taxpayers would be liable for a 
further 20p. As such, you receive more income 
from this account than you would do outside 
an ISA. 

Similarly to cash, the interest on corporate 
bonds is also tax-free. However, unlike Cash 
ISAs, the capital value can fluctuate, and there 
is therefore the possibility of a tax-free capital 
gain as well as tax-free income. Of course, on 
the flipside, that also means there is the 
chance of a capital loss if markets move 
against the investment – and also a risk to 
your income if a company defaults. As a result, 
corporate bonds generally pay a higher 
income than deposits as a way of 
compensating investors for taking on this 
additional risk.

The tax benefits on shares are a little different. 
Under normal circumstances, basic rate 
taxpayers currently suffer a 10% tax on 
dividend income. This 10% tax payment is not 
refundable within an ISA, regardless of the tax 
position of the investor. You could argue, 
therefore, that a stocks and shares ISA offers 
little additional benefit to a normal basic rate 
taxpayer - although there are still 
considerable advantages for a higher rate tax 
payer, who does not have to pay any 
additional income tax on dividend receipts. 

However, based on their historical 
performance, equities have offered greater 
long-term growth potential than any other 
asset class and this is particularly true for 
areas such as emerging markets, which carry 
commensurately higher risks. For this type of 
investment, the benefit of the Isa wrapper is 
mainly derived from the fact that investors 
pay no capital gains tax. 

Equities always need to be considered as a 
long-term investment as there is a possibility 
you may not receive back your original 
investment - particularly in the first few years. 
Before making any investment decision you 
should weigh up the tax advantages against 
the potential risks and likely returns.

One thing is not up for debate: 
you only receive one ISA 
allowance every tax year. 

You cannot carry your allowance over 
to the next tax year and therefore, if 
you do not do something about it, you 
will lose it.

Your annual allowance can be used at 
any time during the tax year. The 
deadline of 5 April helps to 
concentrate the mind and there is 
generally an increase in ISA 
investments at this time of year. 
However, you do not have to wait. You 
can use your allowance at any time 
– and many would suggest that the 
earlier the better, particularly with 
cash ISAs where the earlier you open 
one the more interest you earn. 

For stocks and shares ISAs, some feel 
there is an argument for trying to 
‘time’ an investment in and out of the 
market, buying in when the assets are 
cheap in order to make more when 
they recover later. However, few have 
proved themselves successful at this 
type of market prediction. 

An alternative approach is to 
‘drip-feed’ your allowance in on a 
monthly basis, so that you buy in at 
different prices as markets fluctuate. 
Ultimately this can help to smooth the 
return on your investment. 

Regardless of how or where you decide 
to invest your money, you must do so 
before 5 April. At the end of the tax 
year, your allowance is gone. So start 
your research now and make sure you 
do not miss out.

USE IT OR LOSE IT
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When were ISAs introduced?
ISAs were introduced in 1999 and have grown 
in popularity ever since. In the 2011/12 tax 
year almost £3bn was invested, bringing the 
overall total close to £50bn.

Who can open an ISA?
You must be UK resident for tax purposes and 
over the age of 16 to open a Cash ISA, or over 
18 to open a Stocks and Shares ISA. If you 
open an ISA and then move abroad, you 
cannot add any new money to that ISA. 
However, you are able to keep the existing 
investment open and continue to enjoy the 
tax benefits on that.

Can I change my mind if my 
investment provider underperforms?
Yes – you are able to transfer your ISA 
proceeds to a different manager at any time. 
This is particularly easy if you have a 
self-select Isa, where you can change 
investment managers without switching Isa 
providers. However, you should always bear in 
mind – particularly with bonds, property or 
equity investments – that this is a long-term 
decision, moving can add costs and it is 
therefore best not to be overly swayed by 
short-term fluctuations in markets. 

how would I transfer an ISA to 
another provider?
In order to transfer the money and retain the 
tax benefits, you must complete a ‘Transfer 
request’ with your new provider, who will 
then contact the existing provider on your 
behalf and arrange to take charge of the 
proceeds for you.

You must not close one ISA and then reinvest 
the proceeds in another as this is deemed to 
be a withdrawal. Once you withdraw, you lose 
all tax benefits on the money and cannot 
reinvest, except where the amount falls below 
your current tax year’s unused allowance.

how do I monitor performance?
Your ISA provider will normally send you 
statements every six months to let you know 
how much your investment is worth and you 
can therefore compare this to previous 
statements to see how your investment is 
progressing. 

In between times, if you are invested in a 
collective investment or direct shares, the 
prices of these are available on the internet or 
in certain newspapers. If you are invested in a 
cash deposit account, monitor mail from the 
bank telling you of changes to interest rates 
– and compare this with tables in Sunday 
newspapers and on internet finance sites to 
make sure you are receiving the most  
suitable deal.

When can I withdraw my money?
Some accounts may have notice periods but 
you can give instructions to withdraw at any 
time. The provider will then divest your 
money and return the proceeds to you. You 
do not need to withdraw all of your money 
– you can just take a proportion of your 
investment and leave the rest invested. Do be 
aware, however, that some providers have 
minimum investment levels you have to 
meet.

What happens if I open two ISA 
accounts in the same tax year by 
mistake?
If this happens, the second ISA will become 
fully taxable. You are not able to nominate 
the second ISA as the preferred account for 
this tax year – so make sure you are happy 
with the provider you have chosen before you 
make your move.

Do note that, if you pay into an ISA via 
regular savings, the first payment on or after 
6 April automatically opens an account for 
the new tax year. If you wish to stop 
payments into an existing account and move 
to a new one, make sure you provide 
instructions to the provider and your bank 
well in advance or you will either be stuck 
with it for another year or have to go through 
the lengthy ‘transfer’ process to put things 
right.

We hope you found the 
information in this guide 
useful and informative. If any 
of the points are of interest, 
or you would like to discuss 
your own situation in more 
detail, please get in touch.
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